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This report is addressed to the Pensions Committee (“the Committee”) of the London 

Borough of Croydon Pension Fund (“the Fund”)

The Committee’s beliefs on Environmental, Social and Governance (‘ESG’) 

considerations are well defined. 

The policy approach to ESG is formally set-out in the Fund’s Investment Strategy 

Statement (‘ISS’). Since this part of the ISS was last updated, there have been 

significant changes in terms of approach to measuring ESG integration and 

implementation options via the London CIV (‘LCIV’).

The purpose of this paper (in conjunction with the Officer paper) is to re-visit the 

Fund’s ESG policy and assess if there are any amendments that can be made to 

reflect the industry wide evolution of approach on ESG integration.

Once the ESG policy has been agreed, the Committee can start to measure and 

evolve the portfolio (including a review of the equity portfolio at the Q4 2021 meeting) 

in-line with best practice.
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Fund’s Current Policy

The Fund will only invest in investments with a strong environmental, social and governance policy that includes no 

tobacco investments.  The Fund will disinvest from existing fossil fuel investments in a prudent and sensible way that 

reflects the fiduciary responsibility due to stakeholders.  Furthermore, where this is consistent with the agreed investment 

strategy, the Fund will invest in assets that positively address these issues.  Examples of this approach include investing in 

renewable energy projects, screening out regional markets where there might be issues with modern slavery, and looking to 

explore opportunities to contribute to and invest in the Borough. 
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“Merely selling your stocks that make you look bad from a fossil fuels standpoint is a reverse greenwashing 

because it doesn’t actually fix the problem” Guy Opperman, Pensions Minister
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Source: MSCI

“… broad market while excluding 

companies that own oil, gas and coal 

reserves… ”

“… two dimensions of carbon exposure –

carbon emissions and fossil fuel reserves –

an effective tool for limiting the exposure to 

carbon risk… ”

“… a benchmark for investors who wish to 

manage potential risks associated with the 

transition to a low carbon economy – a 

tracking error target of 0.3% (30 basis 

points)… ”

A B C
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C

A focus on reducing carbon emissions across the portfolio (as opposed to divestment from fossil fuels)  is 

now possible and gives a more robust approach to managing climate change risk and allows the Committee 

to investigate timescales to achieving net-carbon neutrality. A strategy focused on carbon will include 

divestment from some fossil fuel companies.
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Measure carbon 

intensity of portfolio 

and integrate 

carbon intensity 

when building 

equity portfolio 

(along with other 

investment risks)

Report in line with 

TCFD* (in advance 

of regulatory 

requirement to do 

so)

Undertake climate 

change scenario 

analysis and 

investigate time 

scale feasibility of 

net zero target

* See previous training session
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Allow LCIV and managers to integrate ESG requirements on Fund’s behalf with appropriate level of 

engagement and oversight.



Copyright © 2021 Mercer Limited. All rights reserved. 9

We support an evolution of approach to a more holistic integration of ESG considerations by the 

Fund. This would include:

• A focus on managing carbon intensity rather than solely divestment of fossil fuels

• Investigate decarbonisation timescales

• Allowing concessions to LCIV (and their chosen mangers) to manager broader ESG issues with 

the appropriate level of engagement and measurement (e.g. ongoing carbon intensity and 

measurement of tobacco holdings)

• Focus on engagement and stewardship to ensure effective implementation and measurement of 

ESG issues

• Update reporting in line with best practice including TCFD

The immediate next steps are as follows:

• Update the ESG policy statement in the ISS based on the wording set out in the Officer paper

• Use the current portfolio as a baseline and review the equity managers at the next meeting in-

line with the revised policy (and broader investment risk considerations)

• Update reporting and draft TCFD report for consideration by the Committee

• Investigate timescale of targeting a net-carbon-zero position

• Review and refine approach to ESG in-line with current best practice



Appendix
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Over 4,500 strategies 
rated currently – ratings 

began in 2008

ESG ratings for passive 
equity introduced in 2014Approximately 19% achieve 

an ESG1 or ESG2 rating

Distribution of 4,500+ Mercer ESG ratings*  

ESGp ratings for passive equity are applied at manager level and are not included in the total strategy count 

ESG ratings on sub-advised strategies are also excluded from the total to avoid double counting
“All Other” predominantly includes multi-asset strategies 
**Analysis as at March 2020

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Multi-Asset n=139

Equity n=1557

Passive Equity n=21

Fixed Income n=1316

Private Equity n=458

Private Debt n=114

Real Estate n=534

Natural Resources n=65

Infrastructure n=155

Hedge Funds n=183

Other n=34

All Asset classes n=4576

ESG1

ESG2

ESG3

ESG4

11



Copyright © 2021 Mercer Limited. All rights reserved. 12

While ‘Divestment’ may sound simple as an investment approach, in practice it is complex and 

there are a number of definitions used across the industry. In addition, while used widely, the 

term ‘Fossil Free’ is not consistently defined. 

Broad class Description

Full Divestment 

Binding commitment to divest (direct ownership, pooled funds, shares, 

corporate bonds or any other asset classes) from any fossil fuel 

company (coal, oil, gas, unconventional) - any tie

Partial Divestment 

Binding commitment to divest across asset classes from some fossil fuel 

companies (coal, oil, gas, unconventional); or to divest from all fossil 

fuel companies (coal, oil, gas, unconventional) but only in specifc asset 

classes (direct investments, domestic equity) or using a defined 

treshold

Fossil Free
Resulting from full divestment and commitment to avoid any fossil fuel 

investment in the future 

Focus of divestment is on “fossil fuel companies” - those companies that own fossil fuel reserves 
(potential emissions)
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S O U R C E :  M S C I

F U R TH E R M O R E ,  W H I C H  AS S E T C L AS S E S ?
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Carbon footprinting

Source: compareyourfootprint.com
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UK 



Copyright © 2021 Mercer Limited. All rights reserved. 17

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

© 2021 Mercer LLC. All rights reserved.

This document 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. 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.

This document is provided for information purposes only and does not contain regulated investment advice or legal advice in respect of actions 

you should take. No decisions should be made based on this document without obtaining prior specific, professional advice relating to your own 

circumstances. 

This document 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.

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’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.

http://www.mercer.com/conflictsofinterest


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


