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Welcome to Mercer’s 2019 survey for Endowments and
Foundations (E&Fs). First launched in 2009, the survey
provides invaluable insights and key trends on important
issues impacting investment portfolios within the E&F sector.
The 2019 survey closes what has been an extraordinary
decade in which ‘unprecedented’ can be applied to events,
climate, geopolitics and indeed, the global economy. From
the depths of the Global Financial Crisis (GFC), the past 10
years has witnessed unprecedented changes that have
challenged long term institutions and long-held views for
capital markets.
This past decade has seen central banks move monetary
policy beyond conventional cash rate settings and engage
in ‘non-conventional’ policy approaches. These include
quantitative easing, negative interest rates and ongoing
‘forward guidance’ which have all been used to suppress rates
over all time periods and ensure sufficient liquidity remained
within the financial system. At the same time, stimulus
measures by governments following the GFC led to a decade
of fiscal conservatism as governments attempted to reduce
high debt levels. With current policy settings and global
demographic shifts, the current environment of low economic
growth is expected to continue well into the 2020s.
The latter half of the decade affirmed the rise of political
populism and a subsequent surge in trade protectionism.
Populist driven events such as the ‘trade war’ between the
United States and China along with Britain’s exit from the
European Union are reflective of challenges to post-war
economic views (free trade) and long-held institutions.
Populism is also challenging climate change consensus
views leading to global politics struggling to grapple with
the best coordinated policy approach. There are now risks for
investors surrounding climate change policy and events.
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Executive
summary (cont.)
The extraordinary global economic events have coincided
with extraordinary returns from capital markets. The nonconventional approaches to the monetary policy has been
a key contributor to the strong returns from both equity and
bond markets. This has led to many E&Fs experiencing high
single digit returns (per annum) over the past decade. These
strong returns have also coincided with subdued inflation
outcomes, boosting the real growth of portfolios. Going
forward, these levels of returns are expected to become
harder to come by and lower rates of return may become
more of a reality.
In light of the ‘lower for longer’ economic environment,
climate change policy, and with expected fiscal and monetary
policy settings over the medium to long term, the challenging
environment for E&Fs continues to grow on many fronts.
E&Fs are likely to continue to face headwinds from reduced
incomes as governments, subscribers and donors continue
to cut back their funding in order to reduce debt levels. To
fill the gap, all streams of revenue generation must work
harder, including that from investments. In the low-yield
environment, it’s more important than ever for E&Fs to
receive the best advice and identify new opportunities.
Broadly speaking, those experiencing funding declines could
gain from reviewing their spending policies and investment
objectives. In addition, universities may have to focus more
attention on widening their base of philanthropic donors. If not
already doing so, E&Fs should certainly be taking advantage of
their tax-exempt status to improve investment returns.

The importance of genuine diversification cannot be
overstated in the years ahead for E&Fs. In hindsight, the
2010s were an ‘easy’ investment environment, with rallying
equity and bond markets driving strong returns as central
banks suppressed volatility. Stability however, can breed
instability, and, with a long market rally behind us, riding
the late cycle feels increasingly risky. This isn’t the time to
give up on diversification with few investors expecting a
repeat of the past decade’s equity and bond returns. E&Fs
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.
Our survey respondents indicated the growing importance
of integrating the impacts of climate change into their
decision making. Whilst many E&Fs have been at the
forefront of acknowledging climate change and seek to
address it in their policy documents, efforts to address
climate change within portfolios have progressed slowly.

A reasonable place to start would be to undertake some
form of carbon-footprint analysis on investment portfolios
as part of a broader assessment of their exposure to climate
policy risk, and then chart a course for alignment with global
climate targets.
Despite all the changes and challenges in investment
conditions, E&Fs should have confidence that their inherent
advantages as investors – such as their long term time
horizon, tax-exempt status, greater agility and smaller size –
provide them with the flexibility to leverage opportunities as
they arise.
Michael Maher
Endowment & Foundation Client Team Leader

As consumers and other stakeholders demonstrate behavioural
change to moderate their environmental impact, we expect
that organisations, no matter the industry, who fail to follow
suit will find their social license to operate (and ultimately
their revenues) increasingly under threat. The less-constrained
nature of E&Fs enables them to quickly understand and address
the environmental impact of their investments.
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Key findings
of the report
1. Market volatility and spending at
centre of concerns

2. Funding pressure continues to
build in a low growth environment

3. Policies and objectives remain steady

4. ESG remains ever important for E&Fs

E&Fs continue to find it more difficult to
gain new funding, putting pressure on their
investment portfolios to ‘work harder.’

The majority of E&Fs have not changed
their investment objectives or spending
policies, despite the current and projected
lower yield environment – a factor that
could potentially lead to lower returns in the
medium to long term.

Despite a more challenging environment,
E&Fs remain resolute in their focus on
environmental, social and governance
(ESG) factors as part of their investments
and governance.

Whilst recent returns have been strong, the
sharp bouts of intense volatility in late 2018
and early 2019 have reminded investors of
just 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 key concern for E&F
investors in positioning their portfolios to
keep delivering strong returns.

75%

Only 9%

consider the low GDP growth (<2%) and
below trend inflation to remain the base
case for the immediate future

have lowered their return objective in the past 12
months with the remainder being comfortable
with their current investment objectives

formally integrate ESG into their
investment decision making process

Over 33%

38%

68%

55%

nominate market volatility
as their biggest risk

consider it more difficult than three to
five years ago to gain new funding

have not changed their spending
policies in the past year

rate ESG as important when reviewing or
appointing external managers

Over 50%
have implemented strategies to protect
against downside equity market volatility

60%

Over 30%
indicated that decreased funding or an ability
to maintain current spending or disbursements
as their greatest risk over the next 12 months
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Key
recommendations
Review your strategy for lower

Maximise your status

The current market and regulatory environment suggests
that investment portfolios will need to ‘work harder’ going
forward.

If not already doing so, E&Fs should take advantage of their
tax-exempt status to improve investment returns. To do this,
they should consider their strategic asset allocation taking
into consideration their preferential tax status. A higher
allocation to Australian shares relative to overseas shares
may be warranted given the policy uncertainty in the lead
up to the 2019 federal election outcome has been removed.

Following a decade of strong real returns, E&Fs now face
the challenges of ‘lower for longer’ interest rates, market
uncertainty and funding pressures. As the global economy
and capital markets continue to rapidly evolve, Mercer
recommends all E&Fs to review their investment objectives,
strategic asset allocation and spending policies to ensure
alignment and achievability in the current environment.

Position for climate change
Don’t give up on diversification
Many investors are not expecting a repeat of the past 10
years’ equity and bond returns.
E&Fs 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 E&Fs
against market volatility, rising geopolitical uncertainty and
downside risks.

The warning signs of climate change have been heeded and
stakeholder demand for responsible government policies
are now increasingly vocal and proactive. This will have
implications for the way businesses are run and how asset
owners invest. Investment policies need to address issues from
carbon emissions to physical impact mitigation and structural
trends associated with climate change, such as water scarcity.
Mercer recommends stress testing your portfolios for
their resilience to different climate change scenarios, and
undertaking carbon-footprint analysis, which will enable you
to chart a course for alignment with global climate targets.
Determine whether your organisation is ‘future aware’ and
actively protect against and capitalise on the transition to a
lower-carbon world. The inherent agility of E&Fs means you
have the opportunity to go further and influence transition that is to be a ‘future maker’.
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1. Market volatility
and spending at
centre of concerns

The sharp bouts of intense volatility in late 2018
and early 2019 have reminded investors of just how
finely balanced the global economy is positioned.

Greatest risk or challenge over the next 12 months
0% Stakeholder pressure, for example ESG, contentious issues
0% Risk of loss of capital

Capital markets are very attuned to policy decisions
and statements by central bankers and politicians.
Global instability remains a concern for E&F investors
in positioning their portfolios to keep delivering
strong returns.

5% Geopolitical risk
5% Other
10% Decreased Government funding/policy uncertain
14% Insufficient returns to meet objectives

When considering the next 12 months, the biggest
challenges keeping respondents ‘awake at night’
centre on market volatility, followed by the ability to
maintain spending or disbursements at current levels.
These two concerns have also been consistently
highlighted in our previous surveys.
The concerns about market volatility could go
some way towards explaining why only 14% of
respondents were ‘optimistic’ about the Australian
and global economies and why 36% of respondents
are unwilling to spend capital in the current
investment environment.

33% Ability to maintain spending or disbursements at the current level
33% Market volatility

Australian economic environment expectations
0% Deflationary environment
0% Highly inflationary environment
4% Other
8% Moderate growth (>3% GDP Growth), moderate inflation (within RBA target band)

E&Fs perceptions of risks and the current low yield
environment are reflected in their asset allocations.
Over 50% 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 assets and
defensive assets.

13% Recession
75% Low growth (<2% GDP growth), low inflation (below RBA target band)

Implementing downside equity market volatility
5% Review SAA and move to more defensive assets
14% No - we are planning to
27% No - we are not planning to
54% Yes

1. Market volatility and spending | 2. Funding pressures | 3. Policies and objectives | 4. Importance of ESG
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2. Funding
pressures in a low
growth world

8
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Working harder
in a low yield
environment

Difficulty of gaining new funding/donations/grants compared to 3-5 years ago
38% More difficult
62% No change

E&Fs face the dual challenge of increased difficulty
in gaining new funding and a low yield environment,
in turn putting pressure on their investment portfolios
to ‘work harder’ in a low yield environment.
The increasing challenge of obtaining new funding
has been a consistent observation in our surveys with
38% of respondents reporting that it is more difficult
to gain new funding, donations or grants compared
to the previous three to five years. Anecdotal
comments highlight this challenge varies in difficulty
across Australia’s major regions and cities.

Willingness to spend capital despite the low yield environment

Faced with growing funding challenges and
increased market volatility, approximately half of
all respondents are unwilling or unsure of spending
capital in the current low yield environment.

1. Market volatility and spending | 2. Funding pressures | 3. Policies and objectives | 4. Importance of ESG

18% Undecided
36% No
46% Yes
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Long term
asset allocation
The table opposite shows the historical average
strategic asset allocations in past Mercer Asia-Pacific
foundation surveys. This year the survey has been
completed by Australian investors only.

Survey

Cash and
others

Fixed
income

Alternatives

Property

Domestic
shares

Overseas
shares

2009 Mercer Survey Average

19

16

6

14

24

18

2011 Mercer Survey Average

21

20

8

7

23

20

2013 Mercer Survey Average

10

23

7

12

25

23

2014 Mercer Survey Average

9

24

9

8

30

20

2015 Mercer Survey Average

10

19

13

9

29

20

2017 Mercer Survey Average

22

15

8

6

34

15

2019 Mercer Survey Average

9

20

5

15

28

23
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Asset
allocation trends
Strategic asset allocation remains an active and
dynamic process throughout the sector. Despite
maintaining a long term focus, many E&Fs undertake
annual strategic reviews to ensure they are
responding to the investment environment.
Diversification continues to be an important
investment principle. In line with previous years,
respondents continue to utilise their tax-exempt
status by holding higher levels of Australian Shares
relative to other institutional sectors.
Similar to other institutional investors, the survey
reveals common trends in dealing with the low
interest rate environment. The respondents’ asset
allocations possibly reflect an acknowledgment
that the low yield environment may remain lower
for (much) longer. The asset class which has seen
the biggest change is real assets, again reflecting
the adjustment to the low yield environment, but
potentially also a move to asset classes without the
risk of equities.

Split of respondent strategy for dealing with low cash rate yield environment
Other

18%

None of the above-adjusting spending requirements

18%

Altering the nature of the bond exposure to increase yield

14%
36%

Utilising DAA (Dynamic Asset Allocation)
Increasing hybrid investment exposure

0%

Increasing private debt exposure

5%

Increasing private equity exposure

5%

Increasing real asset exposure (property and infrastructure)

41%
5%

Increasing equity exposure
0%

5%

10%

Note: Due to multiple responses per respondent, percentages do not sum up to 100%

Equities
For the first time since 2014, the overall average allocation to
equities has crept above 50%.
Whilst maintaining a significant allocation to Australian
shares and utilising their tax-exempt status, the overseas
allocation has increased to its highest level since the
inception of our surveys. The overseas allocation also
includes Global Private Equity, a sub-sector within equities
where we have observed significant increases in interest in
recent years. The increase in the overseas allocation provides
improved diversification benefits to equity portfolios.
Alternatives
Alternative asset classes can provide exposures to different
risk and return drivers compared to listed markets, leading to
improved diversification. In addition, investments in illiquid
assets allow exposure to the illiquidity return premium.
Liquidity requirements, however, could constrain the size of
the allocation.
Many Alternatives sub-sectors, in particular hedge funds,
have experienced significant performance headwinds in
recent years. Against the backdrop of strong equity and
bond returns, the not-for-profit sector is questioning the
role of Alternatives within their portfolios and the reduction
in the average asset allocation to its lowest level since 2009
reflects these considerations.
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30%

35%
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45%

Percentage of responses

As the recent period of equity and bond returns is unlikely
to be repeated, Mercer continues to recommend the use of
Alternatives as niche diversifiers to defend the increased
market volatility and downside risks.
Real assets
Real Assets are a key component to any E&Fs portfolio. These
assets have the strongest linkage to inflation.
Real Assets have proven a strong contributor to portfolio
returns in the low-yield environment. Investors have
allocated their highest average level of allocation to the
sector since the inception of our survey. In recent years, the
combination of rental yields above that of inflation and the
impact of low-yields on valuations has seen Real Assets be
critical to E&Fs portfolios.
Cash & fixed income
Mercer continues to see varying levels of Cash and Fixed
Interest amongst E&Fs. The liquid and defensive assets
provide multiple roles for portfolio management within
E&Fs. Taking into account these considerations however, the
allocations to Cash have fallen and longer term Fixed Interest
allocations have increased relative to 2017. These changes in
allocations suggest investors are adjusting to lower neutral
cash rates observed across central banks around the globe.
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3. Policies
and objectives
remain steady

Investment
objectives

Investment objective by category
4%

To generate total returns that average a set percentage over a rolling period
(e.g., 8% per annum over 5 years)

7% Dollar amount per annum
14% To generate a “benchmark relative” return

Many E&Fs have not changed their investment
objectives or spending policies, despite the lower
yield environment.

75% To generate a ‘real return’ over a rolling period (e.g., inflation + 3%p.a. over 7 years)

Consistent with previous surveys, the vast majority
of respondents specified ‘real return’ objective
for their investment portfolios, such as a CPI+%
target, which Mercer recommends for a long term,
diversified portfolio.
Most respondents remain comfortable with their
current investment objectives and indicate they
do not anticpate making changes in the coming
12 months. Whilst the low yield environment has
been persistent, and is expected to remain for
the forseeable future, actual inflation levels have
consistently fallen below expectations and central
bank objectives. In light of this environment, E&Fs
have not yet seen the need to adjust their real
return objectives.
As long term investors, E&Fs employ active
management across their portfolios. Despite
active management presently confronting some
headwinds, E&Fs have not been increasing their
allocations to passive management.

Change in investment objectives
Yes - we have lowered our objective
Yes - we have increased our objective
In Past 12 Months

9%

91%

No - we have not changed our objective
Yes - we are considering lowering
our objective

Over the Coming
12 Months

14%

86%

Yes - we are considering increasing
our objective
0%

20%

40%

60%

80%

100%

No - we do not plan investment
objective change

Change in active/passive management structure in past year
0% Yes - increase in active management
5% Yes - decrease in active management
95% No - no change in active/passive management structure exposure
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Time horizon
Time horizon is an important factor in establishing
appropriate investment policies. As in previous
surveys, two-thirds of respondents in our 2019 survey
set their investment policy for long term funds with a
time horizon of between five and 10 years. This is the
most common timeframe.

Investment time horizon by long term funds
Less than 5 years
2019

9%

2017

15%

2015

Given the risks and challenges in the market, Mercer
believes it would be prudent for all E&Fs to review
their spending policies to ensure alignment with
their targets.

50%

3%

32%

57%

0%

20%

26%

40%

60%

3%

Not specified

14%

80%

100%

Split of organisations’ spending policy rate
Less than 3%

Spending policy is an important aspect of the
investment framework, as investment objectives
and constraints are largely determined by spending
requirements. A misaligned spending and investment
policy could undermine the long-term growth of an
organisation or result in unnecessary risk-taking.
This year’s survey found that 68% of respondents with
a spending policy have not changed their spending
policy in the past year.

Between 5 and 10 years

23%

More than 10 years

In addition, 23% are now looking at timeframes of
longer than 10 years.

Spending policy

68%

Greater than 5%
4% - 5%
3% - 4%
9%

0%

18%

32%

20%

41%

40%

60%

Change in spending policy rate in last year
(for organisations with spending policy)
32%

80%

100%

Willingness to spend capital
despite low yield environment
We do not have
a spending policy

68% No change
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We do not have a spending policy

18% Undecided
36% No
46% Yes
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Tax-efficient
implementation
Mercer remains a keen supporter of E&Fs adopting
tax-efficient implementation methods to fully benefit
from their favourable tax status.
A strong majority (90%) of respondents indicated
awareness of the advantages of their tax-exempt status.

Managed to take advantage of tax exempt status
No - not aware of the ability to use tax structure

100%

Yes - manager mandates are structured accordingly

90%

No - but aware of the ability to use tax structure

80%
45%
70%
60%
50%

Franking credits was a topical issue during the 2019
federal election, however E&Fs were not expected
to be impacted by any policy changes. Possibly in
response to uncertainty around the government
policy, fiscal year 2019 saw some significant share
buyback activity, which flowed through to above
average levels of franking to E&F investors.
Mercer expects more ‘normal’ levels of franking levels
going forward with long term additional return
assumptions of 1.2% p.a. from franking.

40%
30%

45%

20%
10%
10%
0%
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4. Importance
of ESG continues
to grow

E&Fs remain resolute in their focus on ESG factors as
part of their investments and governance and face
stakeholder pressure on numerous contentious issues.

ESG integration in investment decision making process

Our survey continues to highlight the importance of
ESG to E&Fs, with 86% of respondents indicating ESG
has a reasonable level of importance or more to their
organisation. The number of E&Fs with ESG policies
has been rising and more are comfortable in this
space. E&Fs continue to face stakeholder pressure on
multiple contentious issues.

2014

44%

41%

15%

2015

51%

37%

12%

2017

50%

41%

In 2019, 59% of respondents stated they were happy
with their integration of ESG into the investment
process. This is up from 44% is 2014. Interestingly,
over 50% of respondents indicated they intend
to improve the integration of climate change into
their investment decisions. Further, 55% rate ESG as
important when reviewing or appointing external
managers. This is up from 32% in the 2017 survey.

2019

0

59%

0%

9%

27%

20%

40%

60%

14%

80%

100%

Yes
No - but we see merit in this
No - no intention

Sector exclusions and proxy voting also remain
important, but we note that a high proportion (64%)
of E&Fs with direct share holdings are not exercising
their proxy voting rights.
Our survey confirms that E&Fs remain resolute in their
focus on ESG factors as part of their investments and
governance. Mercer actively advises E&Fs to integrate
ESG into their decision-making and to leverage their
influence as investors, through proxy voting and
engagement, to encourage sustainable business
practices, rather than considering divestment as the
only option.
While Mercer agrees that exclusions are an important
tool for addressing some specific ESG topics, we
recommend complementing divestment with
investment allocations to sustainability themed or
impact investments, which are available across most
asset classes.

Importance of ESG when reviewing or appointing external managers

6 - Very important

36%

5

18%

4

18%
14%

3
2

0%
14%

1 - Not important
0%
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Importance of
ESG continued

Maintaining policies for ESG purposes within an organisation
A. Corporate governance and proxy voting
14% Yes, but we could improve our integration
14% No, but we are considering integration
19% No, we have no intention of integrating these themes
53% Yes, we are happy with our integration

B. Integration of ESG/climate change into the investment
Yes, we are happy with our
integration
Integration of ESG
issues into the
investment processes

45%

91%
18%

18%

Yes, but we could improve
our integration

18%

No, but we are considering
integration
Climate change

23%

0%

18%

20%

36%

40%

23%

60%

80%

No, we have no intention
of integrating these themes

86%

100%

Stakeholder pressure in past year to reduce investment in contentious areas by type
Tobacco
Pornography

91%

9%

Armaments

32%

Alcohol

32%

Gambling

32%

Coal

32%

Fossil fuels

32%

0%

10%

Yes there has been pressure

77%

23%

Sugar

No there has not been pressure

64%

36%

20%
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30%

68%
68%
68%
68%
68%

40%

50%

60%

70%

80%

90%

100%
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About
this survey

Mercer surveyed 22 investors with total assets of AU$6.5 billion.
Split of respondents by category
0% Public benevolent institutions
0% Prevention or control of disease in human beings
9% Advancement of religion
23% Community Trust / Foundation
23% Other purposes beneficial to the community
45% Advancement of education
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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 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. Past
performance does not guarantee future results. Mercer’s
ratings 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.
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.

This 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 investment managers, their affiliates, 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 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.
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 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’ 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
Michael Maher
E: michael.maher@mercer.com
T: +61 2 8864 6931
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Elaine Xu
E: elaine.xu@mercer.com
T: +61 3 9623 4071

