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WHY INVEST INTERNATIONALLY

« Greater diversification
- Stock, sector and market risk
- Across asset classes, private and public markets
- Access different investment strategies and styles

* Opportunities for enhanced returns through:
| - Growth economies exposure
- Favourable demographics
(Y - Broader market segments
sl - Active management
- Specialist asset managers
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IMPROVE RISK/RETURN PROFILE
BEWARE UNINTENDED CONSEQUENCES
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MSCI EMERGING

MARKET DIVERSIFICATION IS GREATER FOR
EMERGING MARKET INVESTORS
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SOURCE: THOMSON REUTERS DATASTREAM, ALL INDICES IN USD
EXCLUDES QATAR AND UAE DUE TO INSUFFICIENT DATA. EUROPEAN COUNTRIES REPRESENTED BY MSCI AC EUROPE
(NOTE THIS CONTAINS 6 EMERGING COUNTRIES THAT MAKE UP 3.4% OF THE INDEX)

Copyright © 2018 Mercer Limited. All rights reserved. 5



GLOBAL EQUITIES BEST PRACTICE

INVEST ACROSS THE INVEST Y

BROADEST
POSSIBLE UNIVERSE SUSTAINABLY b o
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BALANCED RANGE WHERE
OF RETURN APPROPRIATE ‘

DRIVERS —

Broad
market
exposure
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BEST PRACTICE FOR LONG TERM INVESTORS

@ Equity like returns with half

downside risk

——  Diversified across multiple

— sources of growth:

— Private markets

— Liquid and illiquid
alternatives

— Growth fixed income

Actual portfolio depends on
Investor objectives and
domicile
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CURRENCY EXPOSURE

« No single « Quantitative
answer analysis highly

time and
* Approach is currency
investor specific dependent
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* Need to consider:
- Scale of exposure
- Objectives &
nature of liabilities
— Cost of hedging &
implementation
complexities

« May consider

- Timeframe and
beliefs

- Valuation levels

— Nature of
investment and
asset
managers




CURRENCY HEDGING - IMPACT OF INTEREST
RATE DIFFERENTIALS CAN BE SIGNIFICANT
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DEALING WITH CURRENCY EXPOSURE IN PRACTICE

U

FIXED INCOME

» Generally fully hedged, as
currency volatility
dominates
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GLOBAL
EQUITES

= Fully hedging exposure
unusual, even when
potential for higher returns

= Unhedged exposure can
provide diversification, and
inflation protection

= Partial hedge provides
compromise between
these positions

ABSOLUTE
RETURN
MANDATES

= Typically fully
hedged to preserve
nature of investment
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2018: Increase to
SOUTH AFRICA AS A CASE STUDY 30% limit + 10%

Africa

] International exposure in South African pension funds
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Source: Alexander Forbes Large Manager Watch and Old Mutual Investment Group
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SOUTH AFRICA’S EXPERIENCE

Pension funds are primarily defined contribution investors, objective of
international exposure is to diversify growth assets

Started with listed equity, but allocations to private markets, hedge
funds, illiquid alternatives and multi-asset credit are growing

Investors have accepted currency volatility and benefited from being
unhedged

Generally viewed as a success, by investors and regulators

Supported development of capital markets, increased product
innovation and competition in asset management

Copyright © 2018 Mercer Limited. All rights reserved. 12



OTHER CONSIDERATIONS FROM OPENING MARKETS

Asset Asset Policy Makers
Owners Managers

Governance Capabilities Speed

» Capacity for increased » Access to new markets < Macroeconomic concerns
complexity » Need to develop skills, * Investment discipline,

» Broader range of skills resources and talent transparency and liquidity
required * Product innovation and promotes greater long-

« Managing costs and structure decisions term domestic saving
ability to retain scale » Growth of mandatory

pension savings potentially
greater than local capital
market
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IMPORTANT NOTICES

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2018 Mercer LLC. All rights reserved.

This report 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 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.

This does not contain regulated investment advice 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.

Copyright © 2018 Mercer Limited. All rights reserved. 14


http://www.mercer.com/conflictsofinterest

RISK WARNINGS

The value of stocks and shares, including unit trusts, can go down as well as up and you may not get
back the amount you have invested.

The value of Gilts, bonds, and other fixed income investments including unit trusts 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.

The value of investments in real estate can go down as well as up, and you may not get back the
amount you have invested. Valuation is generally a matter of a valuer’s opinion, rather than fact. It
may be difficult or impossible to realise an investment because the property concerned may not be
readily saleable.

Certain investments, such as illiquid, leveraged or high-yield instruments or funds and securities
issued by small capitalization and emerging market issuers, carry additional risks that should be
considered before choosing an investment manager or making an investment decision.

For higher volatility investments, losses on realisation may be high because their value may fall
suddenly and substantially.

Where investments are not domiciled and regulated locally, the nature and extent of investor
protection will be different to that available in respect of investments domiciled and regulated locally.
In particular, the regulatory regimes in some domiciles are considerably lighter than others, and offer
substantially less investor protection. Where an investor is considering whether to make a
commitment in respect of an investment which is not domiciled and regulated locally, we recommend
that legal advice is sought prior to the commitment being made.
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®& MERCER

MAKE TOMORROW, TODAY

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
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