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A snapshot of asset allocation

01. A snapshot of asset allocation

Growth markets1 are a critical 
part of the global economy. 
Some of the largest asset 
owners in the world are based 
in these economies, markets 
are becoming more accessible 
to investors and investment 
portfolios are rapidly evolving.  

We analyzed almost US$5.2 trillion in retirement plan 
assets across Latin America, the Middle East, Africa 
and Asia to help investors benchmark their portfolios 
in search of better outcomes.

We incorporated inputs from 16 markets (India and 
Turkey are new this year) and provided a point of 
view where data was not available, including the 
Gulf Cooperation Council (GCC) region, China, 
the Philippines and Singapore. Results have been 
analyzed by pension plan type and sponsor to 
provide investors with a detailed understanding of 
the investment landscape.

Regardless of strategy, investors are seeking the best possible 
outcome for their plan and its beneficiaries. Investors across all 
markets need to evaluate their asset allocation strategy regularly  
to achieve this goal, which is even more critical amid the market 
volatility associated with the COVID-19 pandemic.

Allocations  
remained steady 
over 2019 

 
Aggregate asset allocation 
changes were small in the 
past year. There was a modest 
increase in fixed income of 1.2%, 
with a corresponding decline in 
equities. However, this shift was 
partially driven by the inclusion 
of India in our report, as India 
invests heavily in fixed income. 
There were also higher fixed 
income allocations in Chile  
and Mexico.

The proportion  
of equities  
in total assets  

 is rising

Over the past six years, equities 
have risen as a proportion of 
aggregate assets, whereas 
fixed income has declined. This 
trend is driven largely by Japan, 
particularly its Government 
Pension Investment Fund 
(GPIF), which has moved 
toward greater equity holdings. 
The trends vary among other 
markets, which makes closer 
study on a market-by-market 
basis worthwhile.

2019 asset allocation  
and longer-term trends

49.3% Fixed income

37.5% Equities

4.5% Alternatives

4.9% Cash

3.8% Other

1. Mercer defines “growth markets” to include countries/regions across Latin America, the Middle East, Africa and Asia (including Japan). Jurisdictions were included based upon data availability.
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A snapshot of asset allocation

Although allocations remained relatively 
steady, several forces could reshape the 
investment landscape over the next decade 
— most notably, climate change, the effect 
of sustained low interest rates and, since the 
data in this report was collected, the impact 
of the COVID-19 pandemic. It is important to 
understand these themes and their implications 
for investment portfolios.

Asset owners should consider these trends as 
they shape their portfolios. Asset managers 
looking to expand their reach should consider 
adapting their approach as investors seek 
different exposures in both traditional and 
alternative asset classes.

Mercer works with asset owners, pension 
plan sponsors and asset managers all over 
the world to build robust retirement systems 
and shape a better investment landscape. At 
a time of immense economic uncertainty and 
heightened global risks, it is more important 
than ever to consider your asset allocation 
decisions, so we encourage you to consider our 
survey findings with your own portfolio in mind. 
Connect with your local wealth specialist or one 
of our representatives listed on mercer.com/
ourthinking/asset-allocation-insights-2020  to 
discuss your investment portfolio today.

2. Data noted as “inaugural” represents, in most cases, data with reporting dates in 2013. Please see the Survey Methodology section for more detail.
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Foreign assets continue to rise

Allocations to foreign assets continued to rise, but significant home biases remain. 
Home biases are clearest within fixed income but are evident in equities as well.

Investors are increasingly looking toward alternatives

Allocations to alternative asset classes remained relatively flat on a year-on-year 
basis in 2019. However, these allocations have increased since the inaugural2 period, 
rising from 3.7% to 4.5%. We believe the trend is likely to continue as more investors 
look for greater alpha potential and diversification.

Broad market trends are becoming more important

Investors are considering global trends, such as environmental, social and 
governance (ESG) issues, and plan oversight and fees, but the response to these 
trends varies widely by market.
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02. The evolving landscape

Growth markets are a critical 
and expanding part of the 
global economy. Large 
institutional investors continue 
to shift their focus toward these 
markets, which are becoming 
more accessible to foreign 
investors. Domestic investors 
are also benefiting from trends 
allowing them to invest a 
greater share of their portfolios 
outside their home markets. 

As the markets continue to evolve, investors are 
adapting their asset allocations to reflect new 
considerations, such as investing sustainably and 
addressing ESG risks. 

Investors are continuing their search for 
diversification and growth while increasingly 

looking to control costs. These growth market 
trends closely follow those in Europe, as detailed in 
Mercer’s European Asset Allocation Survey 2019.3 

Many markets are also considering or 
implementing major pension reforms, continuing 
the shift toward greater individual responsibility 
for retirement savings. This trend comes with its 
own complexities and considerations for investors 
and plan sponsors. Mercer’s forthcoming 2020 
white paper on pension reform seeks to provide 
global insights into what these reforms mean 
for governments, regulators, organizations and 
individuals. In this report, we provide a summary 
of the retirement savings environment in each 
market and the implications for underlying 
investment policy. For more detailed information 
on the structures of these pension systems, see the 
Melbourne Mercer Global Pension Index Report.4

We encourage all investors and asset owners to 
read this report along with those listed above 
and to work with their local Mercer experts to 
understand how they can reshape their portfolios 
to achieve the best investment outcomes.

The evolving landscape

3. Mercer. European Asset Allocation Survey 2019, available at https://info.mercer.com/rs/521-DEV-513/images/ie-2019-european-asset-allocation-survey-2019.pdf.
4. Mercer. Melbourne Mercer Global Pension Index Report, 2019, available at https://www.mercer.com.au/our-thinking/mmgpi.html.
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03. Investment environment: Themes and opportunities

A number of forces have the potential to reshape 
the investment landscape radically over the next 
decade. We discuss these in detail in our Themes 
and Opportunities report released earlier this year.5 
Here, we provide a summary for your reference. 
Although these themes were authored before the 
market turmoil accompanying COVID-19, they remain 
applicable for many investors across markets and 
segments. It isn’t a question of whether current 
economic, political, social and environmental trends 
will affect portfolios, but rather how and when. 

It’s a matter of time

Investors need to be clear on timeframe, prepared 
for business as “unusual” and positioned for climate 
change — all of which require a clear understanding 
of how related risks and opportunities could develop 
over time. For most investors, this means extending 
focus beyond current events like geopolitical risk 
and slowing economic growth to bigger-picture 
issues. Shifts in economic regime, evolving structural 
trends and increasing market recognition of ESG 
issues — particularly climate change — will have a 
significant impact on investments. To be successful, 

investors must reconcile all these issues and their 
different timeframes.

How long have you got?

Issues

• A clearly stated (and consistently adhered to) time 
horizon is key. Solution design should be driven by 
investors’ perceptions of the range and likelihood 
of scenarios that could play out.

• Investors should be aware of how market risks, 
policy risks and structural trends could impact 
portfolio returns over their time horizons.

Responses

• We continue to advise allocations to less-
constrained strategies positioned to capitalize on 
either market dislocations or long-term structural 
trends. These can be found in both public and 
private markets.

• Investors may find opportunities in strategies that 
have struggled over recent years. Now is not the 
time to give up on diversification.

Investment environment: Themes and opportunities

5. Mercer. 2020 Vision: Themes and Opportunities … It’s a Matter of Time, available at www.mercer.com/our-thinking/wealth/themes-and-opportunities-2020-vision.html.
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Business as unusual

Issues

• Rates are at record lows. Given the limited 
monetary policy options and rising wealth 
inequality, this suggests that either more 
unconventional policy or a shift toward  
fiscal stimulus could be on the horizon, even 
before the government interventions as a  
result of COVID-19.

• Investors should be aware of policy risks, 
including higher inflation.

• Consumers are more aware than ever of ESG 
considerations, so companies have an increasing 
need for a “social license” to operate.

Responses

• Investors should reassess their portfolios’ 
resilience to “inflation surprise” scenarios, which 
could make commodities, real assets and inflation 
break-evens more attractive.

• Increasing social pressure to consider a broader 
range of stakeholders further supports a case for 
investing in strategies with higher ESG ratings.

 
 

Position for climate change

Issues

• Governments are heeding the warning signs of 
climate change, and policy is now increasingly 
proactive. This will have implications for the 
way businesses are run and how asset owners 
invest. Policy needs to address issues from carbon 
emissions to physical impact mitigation and 
structural trends associated with climate change, 
such as water scarcity.

• Shareholders are paying more attention to the 
environmental impacts of corporate activity. 
Companies and asset managers wishing to retain 
a social license to operate must align with global 
climate change initiatives.

Responses

• We recommend undertaking carbon-footprint 
analysis and charting a course for alignment with 
global climate targets.

• Investors should determine whether their 
objective is to be “future aware,” protecting 
against and capitalizing on the transition to a 
lower-carbon world, or to go further and influence 
the transition as “future makers.”

For more information on Mercer’s views on this topic, 
please see our 2019 report, Investing in a Time of 
Climate Change — The Sequel,6 which builds upon 
our 2015 report and examines the economic impact of 
rising temperatures, including the impact on portfolios 
and the key risks and opportunities investors 
should consider.

6. Mercer. Investing in a Time of Climate Change — The Sequel, 2019, available at https://www.mercer.com/our-thinking/wealth/climate-change-the-sequel.html.

It isn’t a question 
of whether current 
economic, political, 
social and environmental 
trends will impact 
portfolios, but rather 
how and when. It’s a 
matter of time.

Investment environment: Themes and opportunities
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04. Survey methodology and participants

The survey incorporates 
information on more than 
US$5.2 trillion in assets under 
management (AUM) from 
corporate and government 
pension schemes in 16 markets 
across Latin America, the Middle 
East, Africa and Asia. This year, 
we’ve added India and Turkey. 
The overall measurement period 
for AUM and allocation data is 
approximately six years.

Externally verifiable data was not available for the Gulf 
Cooperation Council region, China, the Philippines 
or Singapore. However, we have leveraged Mercer’s 
experience with investors in these areas to provide 
relevant insights. Additional data sets and sources were 
included this year. On the right is an overview of key 
information and data classification definitions.

• Data marked “current” is the most recent 
information available. In most cases, this 
represents information from a reporting 
date in 2019. 

• Data marked “one year ago” or “prior year” 
represents, in most cases, data with reporting 
dates in 2018. In our 2019 report, we labeled 
this same data as current and have now 
carried those figures forward.

• Data noted as “inaugural” represents, in 
most cases, data with reporting dates in 
2013. Our 2019 report shows a five-year trend 
between the inaugural reporting period and 
the current data for that 2019 report; this 
inaugural-period reporting has been carried 
forward and now represents a six-year trend 
from the inaugural point to the 2020 report’s 
current data set.

• For India and Turkey, we also gathered past 
data aligning with the inaugural and one-
year-ago dates, which have been added into 

the data set. As such, data comparisons for 
the inaugural and one-year-ago dates in this 
report may not match the information shown 
in last year’s edition.

• Data may not add up to 100% due to 
rounding.

• In some cases, our data sources do not 
classify allocations in detail; for example, 
sources might only provide a total equity 
allocation rather than a breakdown of foreign 
and domestic equity. In such cases, these 
data sets are omitted from the relevant charts 
for accuracy.

• Data sets used in our report may represent 
a single pension scheme or may be an 
aggregation of multiple schemes, such as 
an industry survey covering, for example, all 
corporate pension plans in the market.

• Detailed source and reporting date 
information is listed in the Appendix.

Survey methodology and participants
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0%

Survey methodology and participants

Argentina 36,810

Brazil 254,468

Chile 219,027

Colombia 79,697

Mexico 222,689

Peru 50,411

Latin America 863,102

South Africa 142,423

Turkey 19,857

Middle East and Africa 162,280

Hong Kong SAR 116,678

India 187,183

Indonesia 37,740

Japan 2,666,096

South Korea 680,558

Malaysia 233,879

Taiwan 121,217

Thailand 120,116

Asia 4,163,467

Overall 5,188,849 

Total survey assets by market  (US$ millions)

5%
5%

13%

2%

2% 2%

2%

4%

4%

3%

4%

1%

1%

1%

51%
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Plan types (US$ billions)

A variety of corporate and government-sponsored pension schemes are also included in our analysis. In many markets, government-mandated 
savings schemes, such as the AFPs and AFOREs in Latin America, are administered by private financial institutions. We have combined these 
types of mandatory plans with governmental plans in our analysis.

Assets of DC plans Assets of DB plans Assets of corporate plans Assets of government/mandatory plans

Latin America Latin AmericaTurkey and  
South Africa

Turkey and  
South Africa

Asia ex-Japan Asia ex-JapanJapan Japan

$49
$127

$883

$2,548

$1,858

$1,210

$127

$582

$808

$288

$36$27

$560

$36

$526

$119

Notes:  Brazil is excluded from the data for both of the charts above since our source aggregates DB, DC, corporate, and government data.
 The Employee Provident Fund in India is excluded from the Plan Types since it has some hybrid elements of DC and DB.



10

05. Key findings

Allocations remained steady  
over the past year 

Aggregate asset allocation was relatively stable 
over 2019. Allocation changes tend to move 
gradually along long-term trends. Overall, we saw 
a modest increase in fixed income of 1.2%, with a 
corresponding decline in equities. The inclusion 
of India, which is heavily invested in fixed 
income, drove part of this shift, as did increasing 
allocations to fixed income in Chile and Mexico.

When comparing the various jurisdictions in the 
survey, growth markets have very different asset 
allocation structures. India, Brazil and Mexico 
hold the largest proportions of fixed income, at 
70% or higher. This is driven in part by regulatory 
restrictions that support local fixed income 
securities as well as by historically high local real 
interest rates.

Key findings

7.  “Other” varies by data source, and in many instances, detailed descriptions of “other” were not available. Where possible, “other” is defined within each jurisdiction’s section.

Hong Kong and South Africa maintain the largest 
proportions of equities. Taiwan, Indonesia, Turkey 
and Thailand have relatively high percentages 
allocated to cash; this is generally a result of 
conservative approaches to investment. South Korea 
and Taiwan have the largest proportional exposures 
to alternatives, followed by Colombia and Peru.

Compared with the European defined benefit 
(DB) schemes represented in our European Asset 
Allocation Survey 2019, DB schemes in growth 
markets are more heavily invested in equities and 
less exposed to fixed income and alternatives. 
This gap is widening as European DB plans are 

shifting increasingly into fixed income. The average 
allocation to fixed income for European DB plans was 
63% in our 2019 survey, from 52% in the previous year. 
This preference for fixed income has been influenced 
by the increasing maturity of pension schemes 
and, consequently, their focus on cash flow and 
liability matching.

Although we do not have comprehensive data, based 
on our client experience, European DC plans typically 
have higher allocations to equities and alternatives 
and lower allocations to fixed income than equivalent 
plans in Asia, the Middle East and Latin America.

49.3% 37.5% 4.5% 4.9% 3.8%Fixed income Equities Alternatives Cash Other7

2019 asset allocation and longer-term trends
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52.9% 35.0% 5.8%3.9% 2.4%

Latin America 
average 24.5% 65.3% 2.3% 4.0%3.9%

Key findings

Current weighted average asset allocation detail

Equity OtherFixed income/bonds Alternatives Cash/short term

37.5% 49.3% 4.9% 3.8%

Asia ex-Japan 
average

Overall  
survey average

Middle East and 
Africa average

0.8%33.8% 52.8% 5.1%7.6%

4.5%

13.0% 50.0% 20.0%17.0%Turkey

Argentina

Hong Kong SAR

Colombia

Korea

Peru

Taiwan

14.3%

65.0%

35.8%

37.2%

47.5%

43.4%

65.1%

21.0%

54.2%

50.0%

40.2%

27.2%

13.2%3.3%4.2%

14.0%

9.1%

12.1%

0.9%

0.3%

5.4%3.4%

3.2%

4.2%

4.2%

5.6%

0.3%

5.4%

19.8%

7.1%

9.6%

0.8%

Brazil

India

Mexico

Malaysia

South Africa

Thailand

Japan

18.5%

6.5%

18.9%

36.6%

58.4%

17.2%

42.8%

73.4% 5.1% 3.0%

92.7%

70.1%

54.2%

32.9%

60.5%

43.1%

Chile

Indonesia

60.9%

51.9%

29.7%

16.2%

3.2%

18.7%

1.4%

2.6%

4.8%

10.6%

4.5%

3.5%

3.0%

14.7%

5.6%

6.0%

2.2%
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Current asset allocation by country (US$ billions)

Equity

Other

Fixed income/bonds

Alternatives

Cash/short term

Turkey

Argentina

Hong Kong SAR

Colombia

Korea

Peru

Taiwan

Brazil

India

Mexico

Malaysia

South Africa

Thailand

Japan

Chile

Indonesia

$5 $2

$13

$3

$5

$7

$4

$6

$0

$0

$0

$1

$14

$12

$4

$47

$65

$42

$83

$76

$12

$53

$21

$6

$86

$253

$3

$24

$29

$24 $1

$0

$7

$8

$1 $0

$0

$0

$4

$0

$0

$4

$0

$0

$5

$2

$3

$6

$3

$16

$2

$7

$8

$24

$18

$2

$5

$8

$11

$12

$187

$133

$156

$47

$25

$174

$33

$73

$1,142 $1,149 $80 $148 $148

$20

$127

$340 $83

$10

$20

$43
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The proportion of equities in total 
assets is rising over the long term 

Over the past six years, the average equity allocation 
rose by almost six percentage points to around 37%, 
while the average allocation to fixed income has 
fallen from 57% to 49%. This trend remains clear, even 
when controlling for the new markets added to our 
survey this year.

The longer-term trend toward equities stalled over 
the past year, as we saw a modest increase in fixed 
income. Within this, Japan’s investment in fixed 
income increased relative to equity and cash. This 
behavior was driven by market performance as 
Japanese domestic equities declined. There was no 
clear pattern among other markets in the past year. 

Over the full measurement period, fixed income 
exposure increased in seven markets and declined 
in another seven, while two were essentially flat. 
Of those with declining fixed income exposure, the 
average movement was around 10 percentage points, 
whereas those with rising fixed income allocations 
saw average growth of six percentage points. In the 
past year, the movements were smaller, with fixed 
income proportions falling in four markets (and by 
an average of four percentage points) and rising in 
seven markets, also at an average of 4%. There was no 
significant change in the remaining five markets.

Key findings

Asset allocation

Change in allocation — current versus inaugural

31.7% 57.2% 4.0%3.7% 3.3%

37.5% 49.3% 4.5% 4.9%

38.7% 48.1% 4.3% 5.2%

Inaugural

Current

Prior 3.7%

3.7%

Equity OtherFixed income/bonds Alternatives Cash/short term

5.7%

0.8%

0.9%

0.5%

-7.8%
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In aggregate, the data shows a movement toward equities and away from fixed income over the full 
measurement period but a slight reversion toward fixed income over the last year. However, the variation on a 
market-by-market basis warrants further investigation. Local factors influencing behavior include conservative 
investment strategies, correlation to liabilities and high local interest rates.

Key findings

Fixed income exposure

Inaugural Prior Current

Argentina JapanPeruBrazil KoreaSouth AfricaChile MalaysiaTurkeyColombia TaiwanHong Kong SARMexico ThailandIndia Indonesia
0%

20%

40%

60%

80%

100%
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Inaugural 13.4%18.3%

Inaugural 42.3%57.7%

Foreign assets are becoming more  
popular, but home biases remain 

Exposure to foreign assets continued to rise, but 
significant home biases remain. These home 
biases are most clearly visible in fixed income but 
are evident in equities as well. As more markets 
open up to international investment, investors 
are better able to diversify their portfolios across 
the various dimensions of exposure, such as 
geography, industry, asset class and currency. 
This is important given the narrow limits on 
investment in some investors’ home markets. 

A home bias within fixed income can often be 
justifiable given higher local interest rates, the 
defensive role of fixed income in portfolios, 
liability management, currency volatility and 
in some markets, the high costs of hedging 
foreign currency. 

Focusing on equity allocations can provide 
a clearer perspective on investors’ ability to 
diversify outside their home markets. Some Latin 
American markets, particularly those with smaller 
local equity and bond markets (such as Chile, 
Colombia and Peru), have a higher percentage of 
total foreign exposure. Although these markets 
are large enough to accommodate significant 
investment from domestic plans, we believe the 
search for additional overseas diversification 

is a driver of this high foreign exposure. Korea 
and Thailand have exhibited some of the largest 
increases in foreign-equity exposure over the 
full measurement period. In Korea, this is the 
continuation of a multiyear effort to diversify 
portfolios and reduce volatility. In Thailand, we 
suspect this trend may be more short-lived as 
efforts to move toward life-path funds will ensure 
continued demand for domestic equity exposure. 

Over the full measurement period, the weighted-
average exposure to foreign equities has increased 
from 42% to 49% across the total equity portfolio. 
Almost all the markets in our analysis have seen 
an increase in exposure to foreign equities at 
the expense of domestic equities over the full 
period. However, a few markets exhibit negligible 
or zero investment in foreign equities, including 
Argentina, India and Indonesia.

Across all the markets we survey, foreign equities 
rose from just over 47% to 49% of total investment 
in the past year, although there was considerable 
variation on a market-by-market basis. Market 
performance and currency changes, as well as 
deliberate movements from investors, could be 
driving this change.

Key findings

Domestic versus foreign equity

Equity (% total assets)

Domestic equity Foreign equity

Domestic equity Foreign equity

Prior year

Prior year

47.4%

18.4%

Current 49.0%51.0%

Current 18.4%19.2%

52.6%

20.4%
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Inaugural 14.4%85.6% Inaugural 8.2%48.9%

Key findings

Foreign equity exposure (% of total equity portfolio)

Inaugural Prior Current

Argentina
0%

20%

40%

60%

80%

JapanPeru KoreaSouth AfricaChile MalaysiaTurkeyColombia TaiwanHong Kong SARMexico ThailandIndia Indonesia

Within fixed income, the 
exposure to foreign securities 
increased from 14% to 21% of the 
total fixed income allocation over 
the full measurement period.

Domestic versus foreign fixed income Fixed income (% of total assets)

Domestic fixed income Foreign fixed income Domestic fixed income Foreign fixed income

Prior year 19.9%80.1% Prior year 9.6%

Current 21.1%78.9% Current 10.4%38.9%

38.5%

Brazil is not included, as data is not available on the split between domestic and foreign equity.
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3.7%

Investors are increasingly  
looking toward alternatives 

Exposure to alternative asset classes remained flat 
over the past year but has risen slightly, from 3.7% to 
4.5%, over the full time horizon. 

Although much of our data does not differentiate 
between the types of alternatives investors are 
buying, in cases where a detailed breakdown is 
available, exposure is concentrated in private equity 
and real estate. Few have invested in hedge funds, 
which currently represent only a small fraction of the 
exposure to alternative assets.

Korea has the largest allocation to alternatives in the 
survey due to the desire for diversification and higher 
returns, largely through private equity, including 
secondaries and real estate. Taiwan and Colombia 
also have relatively large exposures to alternatives, at 
close to 9% of total assets. Middle Eastern investors 
have been moving into alternative asset classes. This is 
not clear in the data, but anecdotal evidence suggests 
particular interest in private markets and hedge funds. 
In Japan, the GPIF is increasing exposure to private 
markets, whereas Japanese corporate DB plans have a 
higher allocation to alternatives of 11%. We also have 
anecdotal evidence of interest in alternatives among 
Chinese investors, primarily in private equity. 

Key findings

Alternative investments (% of total assets)

Inaugural

Prior year

Current 4.5%

4.3%

We expect other markets to increase their allocations 
to alternatives in the future. The most common reason 
for doing so is the desire to diversify portfolios amid 
low global interest rates. Brazil, Taiwan and Malaysia 
are three markets where this is particularly likely, 
although in some cases, regulation has limited these 
movements.  

Observations by scheme 

 
In many growth markets, we have seen a shift toward 
DC plans and away from DB plans, mirroring trends 
in the US and Europe. This shift is visible across both 
corporate and government-sponsored/mandatory 
schemes. DB schemes in Taiwan and Chile have 
been closed, with new members directed toward DC 
plans. We have also seen a rise in DC plans in Mexico 
and Japan. The UAE launched the first mandatory 

DC savings scheme for expatriates in March 2020: 
the Dubai International Financial Center Employee 
Workplace Savings (DEWS) plan. DEWS is intended to 
provide a mechanism for employees to save for their 
retirement and other financial goals.

With some adjustments made for hybrid plans and 
source data that aggregate DC and DB, we have been 
able to identify US$1.2 trillion in DC assets and US$3.6 
trillion in DB assets across growth markets. Within this 
data, we can see DB plans and DC plans shifting in 
different ways.

DB plans have gone through the largest shift in asset 
allocation over the full measurement period, with 
the weighted-average equity exposure rising from 
31% to 42%. There has also been a commensurate 
decline in weighted-average fixed income exposure, 
by 11 percentage points from 58% to 47%. Alternatives 
increased slightly during this time, from 4% to 5%. 
Although the Japanese GPIF is the primary driver 
of these trends, we have also observed a similar 
direction among other DB plans, albeit with a smaller 
magnitude of change. Excluding Japan, DB plan 
equity and alternatives exposure rose by 3% and 2%, 
respectively, over the full measurement period, with a 
4% decline in fixed income exposure.
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Conversely, within DC plans, equities 
exposure fell slightly, from 34% to 32%, 
over the full measurement period, 
while fixed income exposure fell from 
52% to 49%. These declines took place 
alongside a modest increase in cash 
and alternatives exposure over the 
same period.

Allocation trends over the last year 
were essentially unchanged for DB 
plans, with no shifts greater than 1%. 
Over the same period, the weighted-
average equities exposure for DC plans 
fell by 2.5%, with a corresponding 
increase in fixed income exposure. 

Key findings

DC asset allocation

34.5% 52.1% 8.4%2.1% 3.0%Inaugural

Current 31.9% 48.5% 3.7% 10.1%

Prior 34.3% 46.3% 4.5% 10.4%

DB asset allocation

31.2% 58.2% 3.1%4.0% 3.5%Inaugural

3.3%Current 41.6% 46.8% 4.8%

3.5%Prior 42.2% 46.0% 4.3% 4.0%

Equity OtherFixed income/bonds Alternatives Cash/short term

3.6%

5.8%

4.5%
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Inaugural 9.5%48.7%

Inaugural 6.0%46.1%

DC fixed income (% of total assets) 

DB fixed income (% of total assets)

Domestic fixed income Foreign fixed income

Domestic fixed income Foreign fixed income

Prior year

Prior year

5.8%

11.6%

Current 6.6%42.0%

Current 12.7%34.1%

40.5%

34.4%

DC equity (% of total assets)

Domestic equity Foreign equity

Prior year 18.5%

Current 16.2%15.8%

16.0%

Inaugural 17.3%17.1%

DB equity (% of total assets)

Domestic equity Foreign equity

Prior year 19.9%

Current 20.9%20.7%

22.3%

Inaugural 13.4%17.9%

Within DC plans, the split among foreign 
and domestic equities was close to even in 
the past year, as it has been since 2013. By 
contrast, DB plans began our study with 
a more pronounced home-country bias 
among equities — 57% domestic and 43% 
foreign — which shifted to 50/50 in the 
current period. 
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Corporate plans asset allocation

Government/mandatory plans asset allocation

34.4%

31.0%

42.9%

62.3%

6.9%

3.2%

6.6%

2.4%

9.1%

1.1%

Inaugural

Inaugural

Current 31.9% 35.5% 7.6% 11.7%

1.0%Current 40.5% 51.9% 3.5%

0.9%

Prior

Prior

31.7%

42.1%

37.6%

49.6%

10.6%

3.4%

7.2%

4.0%

Equity OtherFixed income/bonds Alternatives Cash/short term

3.1%

13.2%

12.9%

8. The number of plans indicates the number of data sets in our analysis. These data sets could represent an individual plan or industry data aggregating multiple plans.

Plan sponsor 
observations

 
Segregating the data where possible, we 
have classified US$1.1 trillion in corporate 
plans — representing 18 data sets8 and 
US$3.8 trillion in government-sponsored 
and other mandatory savings plans — 
from 25 data sets (individual plans and 
aggregated data within a market). Many 
markets feature government-mandated 
savings schemes administered by a 
private financial institution, such as the 
AFPs and AFOREs in Latin America. We 
have classified these types of mandatory 
plans as governmental in our analysis. 

Within these two segments, we see 
different approaches. Corporate plans 
allocated more to alternatives than their 
government/mandatory counterparts 
did (7.6% for corporate versus 3.5% 
for government/mandatory) but also 
retained relatively high cash allocations 
(11.7% versus 3.1%). Both segments 
decreased their fixed income allocations 
over the full measurement period.

Over the same period, the decline in fixed income allocations in corporate plans has moved largely into 
cash and marginally into alternatives, whereas government/mandatory plans have increased their equities 
allocation and marginally increased their alternatives allocations. 

Corporate plans continue to maintain a higher allocation to alternatives at more than 7% versus 2%–3% for 
government/mandatory plans. Taiwan’s and Japan’s corporate plans had some of the higher allocations to 
alternatives in this segment (10.6% and 9.4% for DB and DC corporate plans in Taiwan and Japan, respectively), 
while within government/mandatory plans, several plans have less than 1% or even zero exposure to 
alternatives, including the Japan GPIF (0.3%), India (0.0%) and Indonesia (0.0%).
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Inaugural 13.3%17.7% Inaugural 7.3%55.0%

Inaugural 16.6%17.7% Inaugural 12.3%30.6%

Corporate equity (% of total assets)

Domestic equity Foreign equity

Prior year 15.4%16.4%

Government/mandatory equity  
(% of total assets)

Domestic equity Foreign equity

Prior year 20.4%21.7%

Corporate fixed income (% of total assets)

Domestic fixed income Foreign fixed income

Prior year 12.3%25.1%

Government/mandatory fixed income  
(% of total assets)

Domestic fixed income Foreign fixed income

Prior year 9.4%

Current 20.6%19.9% Current 10.4%41.6%

40.3%

Current 15.2%16.8% Current 22.6% 12.6%

Both corporate and government/
mandatory plans maintained an even 
balance between domestic and foreign 
equities over the past year, though 
fixed income remained domestic 
focused in both segments. Corporate 
plans have invested a relatively larger 
share of fixed income assets in foreign 
investments, with foreign fixed income 
constituting 36% of fixed income 
exposure for corporate plans and 20% 
for government/mandatory plans.
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Broad market trends, such as sustainability, governance and fees,  
are becoming greater considerations for growth market investors 

A number of trends are becoming more important for 
investors across the growth markets, such as ESG, plan 
oversight and fees, though the application and focus 
of these trends varies widely by market. Although 
specific data points are not readily available for these 
topics, our teams provided their insights, based upon 
client experience, into the ways in which investors are 
reacting in these areas.
 

Sustainability

Consistent with trends and increased regulation 
in Europe, some investors are taking steps to 
incorporate ESG or sustainability-related topics 
into their investment processes, though this varies 
significantly by market. For example, plan sponsors in 
Hong Kong SAR and Korea have explicitly taken steps 
in this direction. Hong Kong’s Mandatory Provident 
Fund (MPF) Authority issued a letter encouraging 
plan sponsors to take ESG factors into their decision-
making process, such as considering offering ESG-
themed investment products to members. South 
Korea’s National Pension System recently updated its 
investment policy statement to include responsible 
investment clauses and introduced a system for ESG-
based scoring to support investment decisions.  
 
 

South Korea’s Government Employees Pension System 
and Teachers Pension have also publicly stated they 
will not invest in any new coal power plants.

The South African regulator has increased its focus 
on corporate governance because of recent lapses. 
Some trustees are also expressing concerns over their 
fiduciary duty with respect to climate change.

Brazil, Mexico, the GCC markets and Thailand have 
also noted increasing interest in ESG issues, though 
with widely differing concrete actions. Some investors 
in Malaysia already incorporate sharia-related 
considerations, and Malaysia’s Employees’ Provident 
Fund has spoken about expanding this to broader 
ESG considerations. In China, investors are starting 
to include thematic investments within their global 
allocations, setting up ESG teams and incorporating 
ESG into their long-term plans, including how to 
consider ESG in their investment process.

Governance and plan oversight

Plan sponsors are focusing on their ability to build and 
oversee diversified portfolios. They are supplementing 
their internal time and staff resources with external 
managers, all with the objective of improving 
outcomes for beneficiaries. 

In the GCC region, many large investors have extensive 
internal teams to manage their assets, but they must 
balance a number of priorities. These investors are 
taking steps to ensure they can manage their assets 
efficiently and provide appropriate oversight to third-
party managers. In South Africa, we have seen an 
increasing trend toward multi-asset funds, which gives 
trustees the opportunity to delegate asset allocation 
decisions to managers. 

In Mexico and South Korea, regulation is moving to 
support target date funds for DC. These funds are 
intended to provide better investment outcomes 
to members through diversified portfolios that are 
automatically adjusted over time. In Japan, recent DC 
regulation supports regular reviews of vendors and 
investment options, which should provide additional 
incentives for plan sponsors to ensure their offerings 
meet best practices. 

Key findings
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Fees

Regulators in several regions are acting to promote 
greater transparency and competition to create 
room for fee reductions. In Mexico, average fees 
in DC plans fell from close to 0.75% six years ago 
to 0.5% in the current period, and Colombia is 
planning new regulation to support clearer and more 
comprehensive fee disclosures. In Hong Kong, the 
average fund expense ratio within MPFs dropped 
from more than 2% in 2007 to 1.52% in March 2019. In 
Japan and Malaysia, large plan sponsors have been 
looking closely at performance-based fee structures. 
India’s National Pension System (NPS) provides a 
competitive bidding environment for investment 
managers, which has led to some of the lowest 
investment management fees in the world, at 0.01%.
Conversely, Turkey has some of the highest investment 
management fees, with average fees over 1.2%. Turkish 
regulators are discussing pension reforms that may 
address this issue.

While investors should seek to control fees and  
deliver value for money as best practice, this should  
be achieved in a manner to support the best 
investment outcomes overall. Good investment 
performance after fees and costs is ultimately what 
is required to pay pensions to plan members and 
care should be taken to ensure that investment 
diversification and opportunities for out-performance 
are not reduced by the process used to control 
investment management fees.

Key findings
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06. Latin America  

The Latin America data covers plans with assets 
of US$863 billion, primarily comprising the AFPs 
and AFOREs across the region (Chile, Columbia, 
Mexico and Peru). These funds are government-
mandated DC plans administered by financial 
institutions and “closed” company pension 
arrangements in Brazil, which are both DB and 
DC. Brazil also has large “open” DC insurance 
pension arrangements available to individuals, 
but we have excluded this data from our report 
because we do not have accurate publicly 
available information on the asset allocation of 
this market. 

Overall, the asset allocation of Latin America’s 
pension funds is conservatively positioned 
compared with the survey average, with a fixed 
income allocation of 65%. 

Brazil, Mexico and Argentina are large holders of 
fixed income in the region because interest rates 
have been relatively high and have offered good 
returns. A higher allocation to fixed income is 
common for DB plans globally, but many plans in 
these markets are DC plans, which tend to have 
lower allocations to fixed income, as participants 
can afford to take more risk with a longer time 

Latin America 

Data includes:

Market Plan name(s) Sponsor and plan type Current asset size 
(US$ millions)

Argentina Fondo de Garantía de  
Sustentabilidad (FGS)

Government DB 36,063

Insurance retirement plans  
(under social security)

Corporate and  
government DC

582

Supplemental DC plans Corporate DC 165

Argentina Total 36,810

Brazil Multiple plans within the pension 
association ABRAPP9

Corporate DC and DB 254,468

Chile Administradoras de fondos de pensiones Mandatory DC 219,027

Colombia Administradoras de fondos de pensiones Mandatory DC 79,697

Mexico Private pension plan Corporate DB 12,827

Private pension plan Corporate DC 13,002

AFOREs Mandatory DC 196,860

Mexico Total 222,689

Peru Administradoras de fondos de pensiones Mandatory DC 50,411

Latin America Total 863,102

9. Associação Brasileira das Entidades Fechadas de Previdência Complementar. 
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24.5% 65.3% 2.3% 4.0%3.9%

Latin America 

horizon. In these markets, participants don’t 
need to take such risk while interest rates 
are high, and fixed income offers sufficiently 
strong returns. Interest rates have recently 
come down in Brazil, so we expect to see 
greater diversification both domestically 
and internationally.

Allocation to equities has decreased from 29% 
to about 25% over the measurement period 
and is now the lowest among all regions in 
the survey, which have an average equity 
allocation of 37%. Allocation to alternatives 
has slightly reduced from 5% to 4% over the 
year, though it remains modestly higher than 
in the inaugural period. Relatively speaking, 
Peru and Colombia have invested more in 
equities, reflecting participant selections 
in more aggressive asset allocation mixes 
offered within the AFP investment lineups and 
the relaxation of restrictions in recent years on 
investment in foreign securities.

Latin America: Asset allocation

Latin America: Current allocation by country (%)

28.9% 59.1% 4.4%3.6% 4.0%Inaugural

Current

2.8%Prior 25.9% 61.7% 5.3% 4.3%

Equity OtherFixed income/bonds Alternatives Cash/short term

Argentina

Colombia

Peru

14.3%

35.8%

47.5%

65.1%

54.2%

40.2%

13.2%3.3%4.2%

9.1% 0.9%

5.4%3.4%

5.4%7.1%

Brazil

Mexico

18.5%

18.9%

73.4% 5.1% 3.0%

70.1%

Latin America 
average

Chile 60.9%29.7%

24.5% 65.3% 2.3% 4.0%3.9%

3.2%1.4% 4.8%

2.2%

3.8%Overall survey 
average 37.5% 49.3% 4.5% 4.9%
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Inaugural 44.0%56.0% Inaugural 7.2%92.8%

Latin America 

Latin America: Domestic versus foreign

Fixed income investments remained largely in domestic markets owing to high domestic interest rates in most Latin American markets. 

We see a large discrepancy between foreign and domestic equities across countries — Argentina invests virtually nothing outside its borders, 
and Brazil is just starting to diversify into foreign assets. Conversely, Chile, Colombia and Peru have some of the largest foreign equity 
exposures (as a percentage of the overall equity portfolio) across the survey. We exclude Brazil because our data source does not break out 
foreign and domestic securities.

Many countries in Latin America have either undergone or may soon introduce pension reforms, which will continue to place additional 
focus on retirement structures. Plan sponsors will therefore need to review their investment strategies to ensure they can serve the long-term 
needs of individual members and societies.

Latin America: Domestic versus foreign equity

Domestic equity Foreign equity

Prior year 52.2%47.8%

Latin America: Domestic versus foreign fixed income

Domestic fixed income Foreign fixed income

Prior year 6.3%

Current 48.0%52.0% Current 7.3%92.7%

93.7%
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06. Latin America  Argentina

Argentina’s retirement income system comprises a 
pay-as-you-go social security system and voluntary 
occupational corporate and individual pension plans, 
which may be offered through employer book reserves 
(DB), insurance companies or pension trusts (DC).

Both employees and employers contribute to the pay-
as-you-go Fondo de Garantía de Sustentabilidad (FGS). 
Employees contribute 11% of base salary up to a salary 
ceiling. Employers currently contribute 17% of 21% 
(according to the industry, headcount and company 
turnover) of payroll without limit; these percentages 
will converge to an employer contribution of 19.5% in 
January 2022.

Many companies are interested in providing a 
supplemental DC retirement plan, particularly for 
those employees affected by the benefit cap. To date, 
however, few such plans have been established. 
Although some companies have established new, 
supplemental DC plans, we don’t expect these 
plans to become more popular without additional 
incentives, such as tax benefits. When companies are 
adding new pension plans, they are generally doing 
so for retention purposes and HR branding. Typically, 

only management is eligible, though some plans 
are offered to all employees. Nearly three-quarters 
(66%) of companies offer these plans to key positions. 
Payment is generally a lump sum at retirement, 
although annuities are available in the market.

The FGS comprises the vast majority of assets 
represented for Argentina (over 97% as of 2019 data). 
The FGS invests in projects and financial instruments 
that promote growth in the Argentine economy and 
support the development of local capital markets, so it 
only invests in domestic securities. Although detailed 
allocation information is not available for insurance or 
pension trust assets for the supplemental DC plans, in 
Mercer’s experience, these plans do invest in foreign 
securities to a limited extent.

During 2019, the government introduced new tax 
deductions, regulating an income tax deduction for 
retirement and life insurance policies with a cap of 
ARS 12,000 (US$200) per fiscal year, per instrument. 
Mutual funds that are constituted for retirement 
purposes should also have this same tax deduction; 
however, the National Securities Commission has yet 
to rule on which funds are subject to the deduction. 

The maximum deductions will increase to ARS 18,000 
(US$300) in 2020 and ARS 24,000 (US$400) in 2021. The 
government has also limited the purchase of foreign 
currency to US$200 monthly and only for individuals, 
making investments in dollar assets difficult. 

In October 2019, Argentina elected a new government, 
which came to power in December 2019. The industry 
is now waiting to see how economic and retirement 
policy develops in reaction to the changes.

Latin America — Argentina
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Fondo de Garantía de Sustentabilidad (FGS) Government DB 36,063

Insurance retirement plans (under social security) Corporate and government DC 582

Supplemental DC plans Corporate DC 165

Total 36,810

Note: Other is not defined.

14.3%

Equity OtherFixed income/bonds Alternatives Cash/short term

13.2%

3.3%4.2%

65.1%

Inaugural Prior year Current year
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06. Latin America  Brazil

Brazil’s retirement income system comprises a 
pay-as-you-go social security system with higher 
replacement rates for lower-income earners and 
voluntary occupational corporate and individual 
pension plans, which may be offered through 
insurance companies or pension trusts.

The pension fund industry in Brazil is facing 
important changes that will create some challenges 
for sponsors, trustees, managers and participants. In 
October 2019, important pension and social security 
reform was approved that will affect all Brazilians and 
any companies doing business in Brazil. In addition, 
local interest rates decreased substantially in 2019 
and, prior to the outbreak of the COVID-19 pandemic, 
had reached their lowest level in history. These events 
will certainly affect pension fund schemes and their 
investment policies.

Pension reforms have a significant impact on 
Brazilians through:

• Increasing the retirement age to 65 for men and 
62 for women

• Increasing the required contribution time to 20 years 
for men that are starting work (the requirement for 
women remained the same at 15 years)

• Reducing the benefit amount in retirement, the 
pension for death and for disability, and the 
contribution percentage

Supplementary DC plans offered by employers have 
been growing in popularity for some time and are 
prevalent in midsize and large companies. As pension 
reforms progress, we expect this interest to increase, 
with both a greater level of employer contributions 
to existing plans and a greater number of new plans 
being opened. 

On the financial market side, the decrease in yields 
was responsible for the strong returns in fixed income 
markets in 2019. Long-term real rates fell from 5% at 
the end of 2018 to almost 3.5% at the end of October 
2019. The risk-free rate reached the lowest level in 
history at 5% (nominal rate). 

Pension funds are reviewing their investment 
strategies with the expectation that fixed income 
assets are unlikely to achieve returns as strong as 
in the past; consequently, diversification is the 
main topic of discussion. Brazilian pension funds 
are planning to diversify and increase allocation to 
riskier strategies; equities, liquid alternatives, multi-
asset funds, international exposure and REITs are the 
asset classes receiving most attention from trustees. 

Pension fund managers are including more room to 
allocate in such strategies in their investment policies. 

Mercer’s survey includes data from ABRAPP, including 
data from closed private and state-owned pension 
plans. Data are not available for the PGBL10 segment, 
which comprises individual accounts held at an 
insurance company. 

The current allocation in equities is around 18%, 
compared with almost 25% five years ago and a legal 
limit as high as 70%. The same trend applies to other 
diversifying asset classes, such as alternatives, which 
currently have lower allocations than in the past 
and are significantly below regulatory limits. By law, 
Brazilian pension funds must review their investment 
policies annually, and many are decreasing their 
target allocation to fixed income and increasing their 
target allocation in different asset classes. 

Investing internationally is becoming more popular 
due to the benefits of diversification and the low 
correlation with local markets. The latest changes in 
international investment legislation are prompting 
investors to discuss an initial inclusion or expansion 
of international strategies within their portfolios; 
however, this year’s pension reforms did not change 
limits to international assets. 

Latin America — Brazil

10. Plano Gerador de Benefício Livre. 
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Multiple plans within the pension association ABRAPP Corporate DC and DB 254,468

Note: Other includes loans to participants, alternatives
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06. Latin America  Chile

Chile’s retirement income system comprises 
means-tested social assistance; a mandatory, 
privately managed DC scheme based on employee 
contributions with individual accounts managed 
by a small number of administradoras de fondos de 
pensiones (AFPs); and a framework for supplementary 
plans sponsored by employers (the APVC schemes).

The Chilean Pension Security system was introduced 
in 1981 and is mandatory for every individual who 
has a formal job. Monthly contributions total 10% of 
salary and are sent directly to one of the six private 
master trusts (AFPs) that oversee administration and 
investment management for the assets. Changes 
to the system structure and asset allocation limits 
have been discussed in the past few years. Recent 

protests in Chile are deeply rooted in the population’s 
discontent with the low replacement rates the AFP 
system offers (~30%) now that people are retiring. 
In response, the government announced a 20% 
increase in monthly pension payments that fall under 
the solidarity pillar (a “safety net” that incorporates 
government-provided income for individuals not 
sufficiently covered by the pension system). 

In 2017, investment regime reform was undertaken to 
allow AFPs to invest in alternatives — generally up to 
10%, though specific limits vary by risk-based portfolio. 
The main objective of this reform was to boost returns 
so replacement rates can increase. The AFPs offer 
individuals the ability to select from a number of 
risk-based funds; each has set ranges of allowable 

investments, including overall equity/fixed income 
exposure and the level of foreign assets permissible.

Chile’s fixed income allocation rose from 55% to 60% 
over last year’s measurement period. The level of 
foreign exposure remained relatively stable. Foreign 
equity represented 68% of total equity exposure, and 
the foreign exposure to fixed income instruments was 
22% of the total fixed income portfolio.

The trend among AFPs has been to pursue return-
seeking strategies by moving toward active managers 
for greater alpha potential as well as increasing 
allocations to higher-returning equity segments, such 
as emerging markets (Asian equities, in particular).

Latin America — Chile

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Administradoras de fondos de pensiones Mandatory DC 219,027



33 Latin America — Chile

Note: Other is not defined

Current allocation

Foreign as % of asset class

Inaugural Prior year Current year
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06. Latin America  Colombia

Colombia’s retirement income system comprises a 
means-tested pension and two parallel and mutually 
exclusive pension systems. The first of these two 
systems is a pay-as-you-go DB plan, and the second 
is a system of funded individual accounts offered 
through qualified financial institutions (AFPs). An 
employee elects to join one system and has the option 
to change later, with certain restrictions. The employer 
and employee contribution rates are the same for both 
systems. Some companies also offer a supplemental 
plan, typically DC, designed for higher earners whose 
benefits under the mandatory system are limited by 
a contribution ceiling, allowing them to benefit from 
favorable tax treatment.

As noted in the prior year’s survey, the Colombian 
government has recently implemented reforms to the 
DC investment regime that allow for greater exposure 
to alternatives and foreign investments. The reforms are 
intended to promote Colombia’s infrastructure, reduce 
local investment risk and allow greater diversification. 
Investment funds are typically selected internally by 
AFP staff and include regulations precluding delegation 

of asset management fund selection to other parties, 
with the exception of fund-of-funds.

Structural pension reform was supposed to take place 
during 2019 but was postponed. Although no formal 
language has been released, some pronouncements 
from government officials indicate that: 1) no pension 
parameter will be changed (for example, retirement 
age, contribution rate) and 2) the reform will aim to 
expand pension coverage and promote solidarity 
among participants. This solidarity would be driven 
by additional required contributions from wealthier 
participants to offset gaps in pension adequacy for 
those who do not qualify for the pension or have not 
amassed sufficient assets. Colombia is also planning 
new regulations to make fee disclosures clearer and 
more comprehensive to help investors make informed 
choices.

Our survey indicates that Colombia modestly 
reduced equity exposure over the year and increased 
allocations to fixed income and alternatives. The 
change in fixed income over the one-year period is 

due to the regulator’s reclassification of short- and 
medium-term time deposits as fixed income and away 
from cash. Notably, the level of foreign fixed income 
exposure increased as a portion of the overall fixed 
income portfolio.

AFPs offer individuals the ability to select from a 
number of risk-based funds; each has set ranges of 
allowable investments, including overall equity/
fixed income exposure and the level of foreign assets 
permissible. Several years ago, a more aggressively 
positioned fund was added to the suite of AFP 
investment options, which incorporated higher equity 
and alternatives exposure, including foreign allocations; 
however, this more aggressive option constitutes less 
than 10% of total assets under management.

AFPs have traditionally looked for more passively 
managed options in order to lower fees, although this 
trend is changing as alpha-seeking strategies become 
more prevalent. At the same time, AFPs have shown 
increasing interest in higher-returning equity segments, 
such as emerging markets, including Asian exposure.

Latin America — Colombia

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Administradoras de fondos de pensiones Mandatory DC 79,697



35 Latin America — Colombia

Notes: Other is not defined
 The change in fixed income shown over the one-year period is due to the regulator’s reclassification of short and medium-term time deposits as fixed income and away from cash.
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06. Latin America  Mexico

Mexico’s retirement income system 
comprises a mandatory and funded 
DC scheme for private companies and 
government employees. In 1997, the private 
company scheme transitioned from DB 
to DC, and the government employees’ 
scheme made the same transition in 2007. 
The Administradoras de Fondos Para el 
Retiro (AFOREs) are the retirement fund 
administrators for these schemes. Some 
companies also offer supplemental private 
pension plans to their employees (either 
DB or DC).

Mexico has 10 AFOREs, representing  
US$197 billion, that are mandatory schemes 
for individuals with formal jobs. As of 
December 2019, AFOREs transitioned from 
auto-enrolling participants in target risk 
funds to offering a range of target date 
funds, which work as lifecycle funds. The 
aim of the transition was to achieve better 
outcomes for employees and to avoid 
individuals needing to change investment 
strategies as they near retirement, which 
would incur additional costs.

The investment strategy remained largely 
the same over the past year, though as 
AFOREs review their asset allocation strategy 
in light of the move to target date funds, this 
may change — in particular, we have seen 
a growing interest in increasing exposure 
to foreign equity. The limit for foreign 
equity remains at 20%, though regulatory 
change to increase the foreign maximum 
to 30% is under consideration and would 
further support the ability of plans to invest 
offshore and increase exposure to equity 
and alternatives. 

Overall, the AFOREs investments dominate 
the results of our analysis, particularly in 
terms of exposure to foreign equity, as 
supplemental private pension plans have 
minimal foreign exposure.

As of January 1, 2019, the Mexican 
government has also established a universal 
pension, consisting of a bimonthly payment 
of 2,550 Mexican pesos (US$130) for all 
Mexicans age 68 or older.

Latin America — Mexico
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In addition to the mandatory schemes, some limited 
tax incentives encourage companies to provide their 
workers with supplemental private pension plans. 
These supplemental plans are subject to certain 
investment restrictions:

• Thirty percent must be invested in government 
instruments or fixed income mutual funds.

• The remaining 70% can be invested in any type of 
asset, as long as the instrument is registered with 
the Comisión Nacional Bancaria y de Valores.

• A maximum of 10% can be invested in the 
company’s own securities.

As of the end of December 2018, close to  
2,200 supplemental private plans representing  
US$26 billion registered with the Comisión Nacional 
del Sistema de Ahorro Para el Retiro — or 2% of 
Mexico’s GDP. This percentage is almost unchanged 
from the previous year and represents a 10% increase 
over the past five years. Forty-four percent of these 
plans are DB — a figure that has been decreasing 
over the past four years, mainly due to tax regulation 
changes and plan administration costs. At the same 
time, we observed an increase in the creation of DC 
plans: 140 new DC and hybrid plans were created in 
the last year, in addition to more than 300 over the 
prior five-year period. Hybrid schemes, which include 
DC components with a guaranteed minimum benefit, 
have become particularly prevalent.

For DB supplemental plans, the investment strategy 
is migrating to a more conservative allocation by 
decreasing exposure to equity. However, many DC 
supplemental plans have migrated from a single 
investment option to a lifecycle or lifestyle option. 
Within supplemental private pension funds, asset 
allocations did not move significantly over the period, 
but equities decreased slightly due to Mexican market 
volatility. Most of the decrease was in foreign assets 
due to the Mexican peso exchange rate and trade 
tensions with other governments (though these 
decreases remained at less than 3%). Most private 
pension plans seek actively managed strategies 
through mutual funds, though more sophisticated 
plans make direct investments.

Latin America — Mexico

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Private pension plan Corporate DB 12,827

Private pension plan Corporate DC 13,002

AFOREs Mandatory DC 196,860

Total 222,689
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06. Latin America  Peru

Peru’s retirement income system comprises a means-
tested pension and two parallel and mutually 
exclusive pension systems. People are able to choose 
between a pay-as-you-go DB public system and a fully 
funded DC system managed by four private-sector 
AFPs. Once an individual chooses between the DB and 
DC schemes, strict rules limit switching between them; 
for example, only participants who began contributing 
to the DC scheme prior to 1995 may switch into the 
DB scheme. Supplemental corporate private pension 
plans are not common.

AFPs offer individuals the ability to select from a 
number of risk-based funds; each has set ranges of 
allowable investments, including overall equity/fixed 
income exposure and the level of foreign assets.

Although the pension reform debate is not as 
lively as in other countries in the region, the lack of 
competition and the need to reduce the fees that 
AFPs charge are always hot topics. Like other pension 
systems in the region, the Peruvian AFP system 
produces low replacement rates and reaches only a 
small portion of the population.

Peru devotes a significant portion of its allocation to 
equities (almost half of assets under management), 
of which close to 73% is invested internationally. This 
foreign equity exposure was slightly reduced from 
76% in the prior year; however, the international 
fixed income exposure more than doubled from its 
2018 position (though the fixed income portfolio 
remains domestically focused, with only 11% 
invested internationally).

Peru’s AFPs have been moving strongly toward 
passively managed strategies in order to reduce fees. 
At the same time, they have shown an increasing 
interest in higher-returning equity segments, such as 
emerging markets, including Asian exposure.

Latin America — Peru

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Administradoras de fondos de pensiones Mandatory DC 50,411
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Middle East and Africa07. 
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07. Middle East and Africa

The Middle East and Africa region includes a  
number of large, sophisticated investors. Mercer 
estimates that the GCC region is home to more  
than US$5 trillion in institutional assets under 
management; however, data on investors in the 
region is not publicly available. The UAE has launched 
a key new initiative in the form of the first mandatory 
DC savings scheme for expatriates in the market in 
Q1 2020. The Dubai International Financial Center 
Employee Workplace Savings plan is intended to 
provide a mechanism for employees to save for their 
retirement and other financial goals.

Our data set is more limited for this region, but we 
have added Turkey to the survey for the first time 
this year, and we continue to include data for South 
Africa, provided in part by Alexander Forbes.

Data includes:

Market Plan name(s) Sponsor and plan type Current asset size 
(US$ millions)

South Africa Government Employees Pension Fund Government DB 126,738

Plans represented in the Alexander 
Forbes Investable Global Manager 
Watch™ survey

Corporate DC 15,685

Total South Africa 142,423

Turkey Voluntary Voluntary DC 16,235

Auto-enrollment (employee) Mandatory DC 1,173

State contribution Mandatory DC 2,449

Total Turkey 19,857

Total Middle East and Africa 162,281

Middle East and Africa 
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South Africa invested more than 58% in equities 
and 33% in fixed income, which is a more 
aggressive position than the survey averages of 
37% and 50%, respectively. Our data indicates 
that GCC investors are also more aggressively 
positioned, with diversified portfolios in 
equities (including sizeable allocations to 
foreign equities) and alternatives. Conversely, 
concerns about economic and market volatility 
in Turkey have led to an allocation of more than 
67% to fixed income and cash combined.

This region represents a set of economies in 
very different circumstances and of widely 
varying sizes. We see further significant 
differences in the positioning of each market’s 
pension investments. 

Both South Africa and Turkey are diversifying 
into foreign markets. South Africa has increased 
its exposure to foreign markets both within 
equities and fixed income, in part, due to 
recently relaxed regulations that now allow up 
to 30% foreign investments (up from 25%) and 
an additional 10% exposure to Africa (outside 
South Africa). Conversely, although Turkey has 
also been increasing exposure its to foreign 
markets (mostly within fixed income), it remains 
heavily home biased.

Middle East and Africa: Current asset allocation by country (%)

Turkey and South Africa: Asset allocation
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Middle East and Africa 
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Inaugural Inaugural29.8% 66.0%2.7% 3.0%

Inaugural Inaugural52.6% 15.0%6.0% 1.0%

South Africa: Equity (% of total assets)

South Africa: Fixed income (% of total assets)

Turkey: Equity (% of total assets)

Turkey: Fixed income (% of total assets)

Domestic equity Foreign equity Domestic equity Foreign equity

Domestic fixed income Domestic fixed incomeForeign fixed income Foreign fixed income

Prior year

Prior year Prior year

Prior year50.8% 10.0%

30.6% 40.0%

Current Current49.6% 11.0%8.9% 2.0%

7.0% 2.0%

Current Current31.4% 36.0%1.5% 14.0%

1.5% 12.0%

Middle East and Africa 
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07. Middle East and Africa  Gulf Cooperation Council (GCC)

In the GCC region, pension funds are the second-
largest category of institutional investors, with 
around US$400 billion in assets under management, 
after sovereign wealth funds (SWFs). Pension 
systems across the GCC can vary, but, in general, 
pension systems that cover nationals fall within two 
main categories:

• Government- or state-sponsored plans: These 
plans comprise the majority of assets and have 
embarked on an institutionalization journey 
outlined later in this section.

• Corporate or nongovernment-sponsored plans: 
These plans are relatively rare and, in general, 
are conservatively positioned and lack the 
sophistication and risk management of their 
government-sponsored peers.

Expatriates or others who do not fulfill retirement 
conditions are typically paid an earnings-related 
lump-sum retirement benefit by their employers. The 
UAE has recently introduced the Dubai International 
Financial Center (DIFC) Employee Workplace Savings 
Plan, which aims to reform end-of-service benefits 
arrangements to align with global retirement savings 

standards. The initiative means employees will switch 
from an unfunded end-of-service benefits regime to 
a funded, professionally managed DC scheme. It also 
offers a voluntary savings plan for employees working 
in the DIFC, and this may be offered to UAE employers 
outside the DIFC in the future. 

GCC state pension funds face sustainability 
challenges; that is, contributions will not currently 
cover benefits. After the oil price dropped a number 
of years ago, the cost of funding pensions was 
seen as increasingly unaffordable and a potential 
distraction from other priority spending areas. GCC 
pension funds have therefore increasingly invested 
internationally to diversify away from the local 
markets, which can be heavily influenced by the oil 
price. This strategy also acts to diversify the funds 
away from their government sponsors, which are 
typically reliant on oil revenues.

GCC pension funds and other institutional investors 
in the region have historically held considerable 
portions of their assets in local real estate. However, 
both groups have shown a desire to diversify from 
this asset class, particularly following the large drop 
in real estate prices in the region after the global 

financial crisis. In addition, some pension funds have 
historically had high allocations to cash, which — 
partly due to governance issues — has faced delays 
in deployment. 

These investors have shifted toward increasing 
allocations to private markets as investment teams 
become more familiar with a broad range of asset 
classes and follow the lead of the large SWFs, whose 
behavior frequently influences pension investment 
trends in the region.

As in international developed markets, GCC pension 
funds have recently placed much greater emphasis on 
lower fees and have increased negotiations with asset 
managers. They have also moved toward investing 
passively in more efficient markets.

ESG factors have also become a discussion topic for 
pension fund investors, driven by the influence of 
regional SWFs involved in the One Planet initiative.11 
ESG considerations could therefore become a greater 
area of importance for pension funds when assessing 
their investment strategy.

Middle East and Africa — Gulf Cooperation Council (GCC)

11. One Planet Sovereign Wealth Funds website: https://oneplanetswfs.org/.
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07. Middle East and Africa  South Africa

Middle East and Africa — South Africa

South Africa’s retirement income system 
comprises a means-tested public pension and 
tax-supported voluntary occupational schemes. 
Our analysis includes data from South Africa’s 
Government Employees Pension Fund (GEPF) 
and information provided by Mercer’s strategic 
partner in Africa, Alexander Forbes Investments 
(AF). Allocations provided by AF are based on its 
Spectrum portfolio, an equally weighted portfolio 
comprising managers who take part in the AF 
Global Manager Watch™ survey.12

The survey asset allocations remain broadly 
unchanged over the year; however, on average, 
they are positioned slightly more defensively than 
last year. Current allocations in the survey totaled 
70% to equity (46% domestic, 24% foreign), 24% 
to fixed income and 6% to cash. Equity decreased 
slightly year over year from 73%, with an increase 
in fixed income making up the difference.

12. Alexander Forbes Investments. Manager Watch™ Annual Survey, 2019, 
available at www.alexanderforbes.co.za/research/publications.
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Government Employees Pension Fund Government DB 126,738

Plans represented in the AF Manager Watch survey Corporate DC 15,685

Total 142,423

We noted in last year’s survey that, in February 
2018, the South African Reserve Bank announced 
an increase in South African investors’ offshore 
investment limits to 30% (from 25%), and the 
exposure to Africa (outside South Africa) was 
extended to 10% (from 5% previously). Managers are 
making use of the increased ability to invest offshore 
with close to 30% allocated to non-South African 
asset classes (the overwhelming majority of this 
allocation was to markets outside Africa). 

Over the past year, exposure to foreign equities 
within the GEPF increased slightly (12% of the equity 
portfolio, up from 8%), though overall allocations 
to equity, fixed income and alternatives remained 
relatively unchanged year over year. 

The recent relaxation of restrictions on pension fund 
investments has enabled investors to move closer to 
their preferred investment allocations. However, a key 
area of concern for South African investors in 2019 was 
the prospect of government-mandated prescribed 
assets, which may result in a reversal of the trend 
for greater investment freedom. The prospect has 
received attention from some government parties, 
but, currently, there are no detailed proposals. 

Discussions about government-prescribed 
assets acknowledge the need to find investment 
opportunities that fulfill the dual objectives of 
providing attractive, sustainable investment returns 
and promoting broader economic and social benefits. 

Suitable impact investments have historically been 
scarce in South Africa, but investors are increasingly 
appreciating the need to shift focus to these areas. 
Irrespective of the government’s final guidance on 
prescribed assets, the focus on impact investments 
(listed or unlisted) is likely to continue in the 
coming years. 
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07. Middle East and Africa  Turkey

The pension system in Turkey consists of 
three pillars. The first pillar is a mandatory 
pay-as-you-go public pension in the form 
of an earnings-related scheme supported 
by a means-tested safety net and a flat-rate 
pension. The second pillar is occupational 
schemes, which are mostly DB plans. The 
third pillar is a voluntary, fully funded private 
pension system, established in 2003.

Over the past decade, two major reforms 
to the third pillar have been introduced in 
order to encourage savings. In 2013, the 
government started matching employee 
contributions by 25% up to the monthly 
minimum gross wage. In January 2017, it 
introduced auto-enrollment with mandatory 
employee contributions. Employers with 
more than five employees are now required 
to implement a plan but not required to 
contribute financially toward pension pots. 

Such changes should have been followed 
by an increase in the participation rate and 
pensions savings; however, the scheme has 
seen a higher opt-out rate than predicted, 
meaning only around 35% of employees are 
staying in the auto-enrollment plans. 

Today, Turkey has total assets under 
management of nearly US$20 billion 
invested in 407 pension funds, with 
6.8 million contributors in voluntary 
plans and 5.3 million contributors in 
auto-enrollment plans. 

The majority of the funds are invested 
in local fixed income securities, mainly 
due to Turkey’s high economic volatility 
and high interest rates on short-terms 
deposits. However, investment choices are 
migrating toward to a less conservative 
allocation by increasing exposure to Turkish 
equities, precious metal funds (mainly 
gold as a traditional investment vehicle) 
and public-leasing certificates, which are 
securities issued by asset-leasing companies 
with returns tied to revenue received from 
the underlying asset. Investment options are 
different in voluntary and auto-enrollment 
plans; currently, no auto-enrollment funds 
invest in other-currency eurobonds or 
foreign securities.

Middle East and Africa — Turkey
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Voluntary Voluntary DC 16,235

Auto-enrollment (employee) Mandatory DC 1,173

State contribution Mandatory DC 2,449

Total 19,857

The state-contribution investment strategy is set 
by the Turkish Treasury and cannot be changed by 
participants. It comprises at least 70% government 
bonds and leasing certificates, 10% Turkish stocks 
(introduced via legislation change in May 2019) and 
20% deposits and private-sector bonds. Conversely, 
voluntary and auto-enrollment plan asset allocation 
is participant-directed and can be changed up to six 

times a year. However, due to low financial literacy, 
only a limited number of participants change their 
fund allocation during the year. The largest pension 
administrators are already employing robo-advisors 
on a large scale to support better fund allocation and 
help individuals manage their assets. 

The government is currently discussing new reforms, 
which include reenrollment to the auto-enrollment 
system, mandatory employer contributions to DC 
plans and integration of termination indemnity 
to the private pension system. These actions, if 
implemented, will encourage long-term savings and 
increase private pension assets under management.
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08. Asia

Asia is a diverse region 
— the data covers 
mandatory DC schemes, 
such as those in Hong 
Kong and Malaysia, 
and large government 
DB schemes in Korea, 
Japan and many others 
in markets across the 
region. Given the large 
size of the Japanese 
pension system, we will 
review trends for Japan 
and the rest of Asia 
separately.

Asia

Data includes:

Market Plan name(s) Sponsor and plan type Current asset size 
(US$ millions)

Hong Kong SAR Mandatory Provident Funds (MPF) schemes Mandatory DC 116,678

India National Pension System (NPS) Government DC* 45,175

Seamen’s Provident Fund Organization Government DC 259

Employee Provident Fund (EPFO) Government DC (with guarantee) 88,193

Employee Pension Scheme (EPFO) Government DB 53,556

Total India 187,183

Indonesia Employer pension fund — DB (DPPK-PPMP) Corporate DB 10,396

Employer pension fund — DC (DPPK-PPIP) Corporate DC 2,259

Financial institution pension fund Financial institution DC 5,743

BPJS Ketenagakerjaan — jaminan pensiun Mandatory DB 1,783

BPJS Ketenagakerjaan — jaminan hari tua Mandatory DB 17,559

Total Indonesia 37,740

South Korea National Pension Fund Partially government-funded DB 639,182

Government Employee Pension Fund Partially government-funded DB 7,791

Teachers’ Pension Fund Partially government-funded DB 14,829

Military Mutual Aid Association Co Ltd. Government DC 6,916

Corporate pensions Corporate DB 4,814

Corporate pensions Corporate DC 7,026

Total South Korea 680,558
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Malaysia Kumpulan Wang Simpanan Pekerja (KWSP) (EPF) Mandatory DC 199,751

Kumpulan Wang Persaraan (KWAP) Government DB 34,128^

Total Malaysia 233,879

Taiwan Statutory corporate DB plans (LSA) Mandatory DB 30,018

Statutory corporate DC plans (LPA) Mandatory DC 71,192

Private-school pension fund Government DB 95

Private-school pension DC Government DC 1,515

Public Service Pension Fund Government DB 18,397

Total Taiwan 121,217

Thailand Government Pension Fund Government DC 12,610

Voluntary provident fund Corporate DC 39,690

SSF benefit fund (old age and child allowance) Government DB 67,816

Total Thailand 120,116

Total Asia ex Japan 1,497,371

Japan Government Pension Investment Fund (GPIF) Government DB 1,414,968

Other public DB Government DB 443,231

Pension Fund Association Corporate DB 102,254

Corporate DB Corporate DB 587,047

Corporate DC Corporate DC 104,176

Individual DC Corporate DC 14,420

Total Japan 2,666,096

Total Asia 4,163,467

Notes:
* Established by the government but now overseen independently by NPS Trust.
^ KWAP’s latest annual report was not available at time of publication; as such, asset values used in Mercer’s Asset Allocation Trends 2019 survey were carried over into this 2020 edition.
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The Asia ex-Japan region was allocated slightly 
more conservatively than the overall survey data, 
with 41.4% in equities and alternatives versus 
42% for the total growth markets. India’s high 
fixed income allocation is one driver of this. 
Going forward, we expect to see India’s equity 
allocation rise as a result of 2015 regulations 
that made equity investments mandatory for 
plans other than the NPS. Investors in India must 
increase their allocation to equity by a minimum 
of 5% each year to a cap of just 15%. The relatively 
low cap, along with continued restrictions 
on investment outside of India, will result in 
portfolios heavily influenced by domestic fixed 
income until restrictions are further relaxed.

Over the past few years, allocations for Asia ex-
Japan investors have been relatively flat overall, 
with modest increases to alternatives (+1.6%) and 
decreases to fixed income and cash (-1.3% and 
-0.8%, respectively) over the full measurement 
period. Hong Kong and Taiwan have the 
most aggressive asset allocation among all 
jurisdictions. Hong Kong has about 65% allocation 
to equities and 21% to fixed income, while 

Asia  — Asia ex-Japan

Asia ex-Japan: Asset allocation

Overall survey average: Asset allocation

33.4% 54.1% 5.9%6.0% 0.7%Inaugural

0.8%Current 33.8% 52.8% 7.6% 5.1%

0.7%Prior 35.1% 52.5% 7.2% 4.5%

31.7% 57.2% 4.0%3.7% 3.3%Inaugural

3.8%Current 37.5% 49.3% 4.5% 4.9%

3.7%Prior 38.7% 48.1% 4.3% 5.2%

Equity OtherFixed income/bonds Alternatives Cash/short term

Taiwan has ~43% allocation to equities, nearly 10% 
to alternatives and 27% to fixed income. Many Asian 
markets, especially Taiwan, Indonesia and Thailand, 
have a high allocation to cash, ranging from nearly 
15% to 20%. South Korea has the highest allocation to 
alternatives of all markets at just over 12%.

Within the equity portfolio, assets have shifted to 
foreign equities (in the current period, up to 48% 
foreign from 34% in the inaugural period). Fixed 
income is also moving in this direction, but to a 
much lesser extent (9% of the fixed income portfolio 
is allocated to foreign securities, which is not a 
significant change over the period).

08. Asia  Asia ex-Japan
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In Asia ex-Japan, more DC plans are 
invested in cash (11.3% versus 1.9% for 
DB plans), whereas more DB plans are 
allocated to alternatives (9.8% versus 
5.2% of DC plans); however, DC plans have 
increased alternatives exposure by more 
than three percentage points over the 
full measurement period. Both DC and 
DB plans have reduced their allocations 
to fixed income over the years in favor of 
other asset classes. 

Mandatory/government-sponsored plans 
in Asia ex-Japan did not materially change 
allocations over the measurement period, 
but they have higher allocations to fixed 
income than do their corporate peers 
(59% versus 28%). Government plans 
have maintained a fairly stable allocation 
over the years, with fixed income holding 
around 59%, equities around 31% and 
alternatives another 7%–8%. Corporate 
plans have only marginally increased their 
equities allocation from 44% to 46% and 
alternatives allocation from 1% to 4% at the 
expense of fixed income decreasing from 
33% to 28%. However, corporate plans 
continue to maintain a high allocation 
to cash at about 19%, driven primarily 
by Thailand.

Asia ex-Japan: DC asset allocation 

Asia ex-Japan: Government/mandatory asset allocation

Asia ex-Japan: DB asset allocation 

Asia ex-Japan: Corporate asset allocation
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08. Asia  China

China’s retirement income system comprises an urban 
system and a rural social system as well as systems for 
rural migrants and public-sector workers. The urban 
and rural systems have a pay-as-you-go basic pension 
consisting of a pooled account (from employer 
contributions or fiscal expenditure) and funded 
individual accounts (from employee contributions). 
Some employers also provide supplementary plans, 
more so in urban areas. 

China’s pension assets have grown rapidly over the 
past few years. Since 2018, the pension market is 
gradually becoming a more significant force in China’s 
capital markets and has made good strides forward. 
The government established a third pillar (individual) 
pension scheme with significant support, signaling 
the development of a more commercialized pension 
market. The first pillar involves delegating more state 
pension assets from the provincial social security 
funds to the National Council of Social Security Fund 
(NCSSF). The second pillar (supplemental pension 
scheme) is occupational annuity schemes, which 
have started to appoint investment managers and 
invest in the capital market (notably the A-share 
equity market).

Asia — China

As one of the most well-known institutional investors 
in China, the NCSSF has been generating stable 
returns through its institutionalized investment 
process. It has steadily increased the proportion of 
assets managed by external investment managers, 
from 49.7% in 2014 to 55.6% in 2018. Despite being 
able to invest a maximum of 20% in foreign assets, 
NCSSF assets are mostly concentrated in the onshore 
market. Less than half of its offshore investment 
scope is used, with approximately 8% of total assets in 
foreign markets in 2018 (although the absolute value 
of foreign investment has increased by close to  
US$5 billion over the past five years).

From Mercer’s experience with pension plans and 
other investors, there are a number of consistent 
investment trends in China, notably an increasing 
interest in alternative asset classes and ESG 
investment approaches, although no public data 
is readily available. Alternative asset classes have 
become more popular with institutional clients in 
recent years, particularly large insurance companies 
and sovereign wealth funds. Alternatives diversified 
risk exposures and potential return upside 
(particularly within private equity) are attractive, 

especially in a low-yield environment with a volatile 
public equity market. Although the landscape of RMB 
private equity funds has gradually shifted over the 
past few years,13 the client base has also shifted from 
being traditionally HNWI-dominated to include more 
institutional investors.

Interest in alternatives is not confined to the Chinese 
domestic market, as investors with a QDII quota 
(which allows onshore investors to move assets 
outside China) continue to allocate to private 
market investments in offshore developed markets. 
Conversely, many smaller investors are cautious 
about investing in alternative assets due to their 
illiquid nature.

ESG has been another emerging topic among 
investors and domestic asset managers, especially 
over the past year. Notably, we have seen leading 
investors in China include thematic investments in 
their global allocations, set up ESG teams, incorporate 
ESG into their long-term strategic plans and develop 
policies to include ESG considerations in their 
investment processes. 

13. The RMB PE/VC market is extremely competitive, with more than 14,000 current players. Resources and capital have been leaning toward top players.
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08. Asia  Hong Kong SAR

In Hong Kong, the Occupational Retirement Schemes 
Ordinance (ORSO) and Mandatory Provident Fund 
(MPF) are retirement savings schemes set up for 
employees. The ORSO came into effect in 1993 as 
a voluntary occupational retirement scheme, and 
the MPF system was launched in December 2000 
as a mandatory, privately managed, fully funded 
contribution scheme. 

The two types of schemes operate quite differently. 
ORSO schemes are established voluntarily by 
employers to provide retirement benefits for their 
employees, and, as such, the governing rules are 
drawn up by individual employers. Some ORSO 
schemes are quite sizable, have a long history and 
are actively maintained by employers. However, we 
consistently observe slowing asset growth within 
ORSO schemes compared to MPF schemes, largely 
due to their voluntary nature. As of June 30, 2019, 
ORSO scheme asset growth was 21% over the past  
five years14 compared with 68% growth in MPF assets 
over the same period.15

In terms of the types of retirement plans, the DC 
approach adopted under both ORSO and MPF 
schemes dominates and accounts for over 90% of 
total pension assets as of June 30, 2019. 

The average fund expense ratio (FER) for MPF funds 
has shown a declining trend. As of March 31, 2019, 
the average FER had dropped by 26% over the past 
10 years. The MPF Authority (MPFA) is continuing 
to drive market competition and transparency to 
create room for fee reductions through collective 
market power. 

In addition, voluntary contributions have been an 
area of focus in the MPF market in recent years. 
Voluntary contributions have increased by 67% 
from 2009 to 2018, representing 16% of the total 
contribution from scheme members as of 2018. 
Moreover, in April 2019, the MPFA introduced a tax-
deductible voluntary contribution up to a maximum 
of HK$60,000 per year to encourage employees to 

contribute to their MPF schemes. The aim was to 
provide a simpler, more convenient and flexible 
arrangement for retirement savings.

Our analysis includes only MPF schemes, given 
their considerable market share. The majority of 
assets are invested in equities (including equity 
allocations in lifestyle funds as well as standalone 
equity funds), with the remainder in fixed income 
and cash. Alternative investment options have not 
yet been introduced to MPF schemes because of 
the restrictions on permissible investments. Asset 
allocation remained largely the same compared 
with that of five years ago, and the overall MPF 
market has a home bias in both the equities and fixed 
income allocations. 

As of June 30, 2019, the past year has seen limited 
changes in terms of asset allocations.

14. As of June 30, 2019, the asset size of ORSO DB and DC schemes stood at US$16.003 million and US$28.594 million, respectively. On June 30, 2014, these figures were US$14.854 million and US$22.547 million, respectively. 
15.  As of June 30, 2014, the asset size of MPF schemes was US$69.582 million.

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Mandatory Provident Funds (MPF) schemes Mandatory DC 116,678

Asia — Hong Kong SAR
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08. Asia  India

India’s retirement income system comprises 
an earnings-related employee pension 
scheme (DB), a DC employee provident fund 
(EPF hybrid, with a guaranteed interest rate) 
and the National Pension System (NPS), which 
is made up of supplementary employer-
managed pension schemes (largely DC). 

The retirement system also includes the 
civil services pension, which comprises a 
legacy DB plan and a DC-based plan (NPS) 
introduced as the mandatory pension scheme 
for civil servants in 2004. The government 
schemes were launched as part of a universal 
social security program aimed at benefiting 
the unorganized sector. Some employers 
also provide legacy supplementary 
superannuation schemes (largely DC), but 
due to 2016–2017 regulatory changes, these 
are gradually moving over to the NPS. 

The Employee Provident Fund Organisation 
(EPFO) was established in 1952 with the dual 
role of regulator and administrator of the 
employee provident fund scheme in India. 
The EPF is a mandatory scheme for corporate 
employers to which both employees and 
employers contribute 12%. The EPF is a 

nonunitized plan that credits interest to all 
members annually and is largely exempt 
from income tax. The EPFO does not allow 
employee choice in investments; investment 
decisions are made by fund managers 
appointed by the EPFO. EPFO investments are 
made largely in fixed income instruments and 
held to maturity.

The Pension Fund Regulatory and 
Development Authority regulates the NPS, 
which was launched in 2004 as a mandatory 
pension scheme for government employees 
as a part of pension system reform and 
migration from DB to DC. The government 
subsequently extended the NPS to all citizens 
in 2009. In 2011, a corporate model was 
introduced as a nonstatutory supplementary 
pension plan with flexible contribution 
options for employers and employees, 
flexible investment choices, fund variety with 
lifestyling options, income tax benefits and 
one of the lowest fund management charges 
in the world. The corporate model has an 
open architecture with functions such as fund 
management, record keeping and investment 
monitoring by external experts. 

Asia — India
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

National Pension System Government DC* 45,175

Seamen’s Provident Fund Organisation Government DC^ 259

Employee Provident Fund (EPFO) Government DC (with guarantee) 88,193

Employee Pension Scheme (EPFO) Government DB 53,556

Total 187,183

Both DB and DC retirement funds in India have 
high allocations to fixed income. These funds buy 
underlying bonds directly (under advice from 
advisors) and invest very small amounts in external 
managers’ fixed income products. In 2015, equity 
was made a mandatory asset class for the EPFO, 
with a minimum 5% of investments to be added 
incrementally each year to a maximum of 15%. 

Though direct equity is allowed, retirement funds 
in India have largely opted for externally managed 
equity funds offered by asset management firms. 
Investments in foreign assets are not yet allowed.
The 2018–2019 year saw a quick succession of credit 
events in the Indian markets and a spate of defaulting 
AAA-rated issuers from the shadow banking sector, 
which affected retirement funds, asset managers 

and other market participants. This had a detrimental 
effect on the credibility of credit-rating agencies, 
investment advisors, auditors and regulators, and 
investors are now wary of the shadow banking 
sector. Common stakeholder concerns in the Indian 
market include improving governance, recalibrating 
exposure limits to issuers and enhancing existing risk-
management frameworks. 

* Established by the government but now overseen independently by the NPS Trust.
^ The inaugural period data includes only the Seamen’s Provident Fund Organisation plan because data were unavailable for the others. Other plan data are included, beginning with the one-year-ago figures.
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Note: Inaugural period data includes only the Seamen’s Provident Fund Organisation plan because data was not available for the others. Other plan data is included beginning with 
 one-year-ago figures.
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08. Asia  Indonesia

Indonesia’s retirement income system 
comprises three pillars:

• Social security is funded by a mandatory, 
state-run scheme that provides basic 
coverage in the form of DC and, from 2015 
onwards, DB pensions. The scheme is 
funded by fixed, salary-linked contributions 
from employers and employees.

• Labour Law No. 13/2003 mandates 
a minimum level of benefit paid by 
employers to employees when they reach 
retirement age. Employers are not required 
to set aside assets to fund this benefit, but 
they can offset it with the employer portion 
of private pension fund benefits.

• Private pensions consist of voluntary DC 
or DB plans funded by contributions from 
employers and employees. These pensions 
can be administered in-house by employers 
or outsourced to a financial institution.

Rates of household saving are relatively high 
by international standards, but these mostly 
take the form of bank deposits, and people 
generally have low engagement with long-

term savings. Growth in corporate private 
pensions and savings vehicles will be critical 
for improving Indonesian retirement benefits.

Indonesia continues to see a shift from 
DB to DC plans in the corporate pension 
system, with further growth in the number of 
employers contributing to voluntary DC plans 
administered by a financial institution (DPLK). 
However, employees seldom have visibility or 
input into asset allocation choices.

Employers invest conservatively in fixed 
income and cash/short-term assets to ensure 
they can meet Labour Law benefits. This is 
particularly the case within DPLK plans, for 
which the average allocation to cash/short-
term assets is 61%. The investment strategies 
of social security plans are also risk-averse.

Asset allocation saw only small changes over 
the year, with a slight reduction in allocations 
to fixed income and cash/short-term assets 
and a small increase in the amounts invested 
in equity and other assets (including 
mutual funds).
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Employer pension fund — DB (DPPK-PPMP) Corporate DB 10,396

Employer pension fund — DC (DPPK-PPIP) Corporate DC 2,259

Financial institution pension fund (DPLK) Voluntary/financial institution DC 5,743

BPJS Ketenagakerjaan — jaminan pensiun* Mandatory/government DB 1,783

BPJS Ketenagakerjaan — jaminan hari tua Mandatory/government DB 17,559

Total 37,740

Over the past six years, we have seen a shift from 
cash/short-term assets to fixed income across the 
investment portfolios of the social security plans and 
corporately managed private pensions as investors 
seek to increase yield. Allocations to equities have 
increased slightly, but overall allocations to growth 
assets remain low compared with neighboring 
markets. We believe this can be attributed to:

• Relatively high interest rates available on bank and 
time deposits (although rates have been falling) 

• Lack of information to help investors assess the 
quality of available investment strategies 

• Inconsistent approaches to pension scheme 
and investment governance, with limited use of 
independent investment advice on strategy and 
asset allocation

Investment regulations also limit the possibility 
for investment in growth assets, including a low 
maximum allocation for equity investments for 
social security plans and restrictions on foreign 
investments, either directly or via mutual funds, for 
private pension plans. 

Efforts to repatriate offshore assets through a tax 
amnesty have so far proved relatively unfruitful, and a 
large proportion of individual wealth remains outside 
the market.

Reduced monetary limits on mutual fund investments 
and emerging fintech solutions are supporting a new 
trend of micro-investors. Though still in the early 
stages, indications are that the growing middle class 
is becoming more engaged with investments and 
more interested in putting its savings to work. That 
said, employers could do more to provide the tools, 
training and technology to engage employees in their 
long-term financial well-being.

* Past data is not available for this plan, as it was established in 2015.
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08. Asia  South Korea

The South Korean pension system comprises 
three pillars, the first of which consists of 
two parts:

• The National Pension Fund (NPF), managed 
by the National Pension Service (NPS), 
which applies to the public, excluding 
government employees, private school 
teachers and military service personnel

• The special occupational pension (SOP) 
schemes, which apply to government 
employees (GEPS), private school teachers 
(TP), and military service personnel and 
associated civilian employees (MMAA)

The second pillar consists of the Severance 
Pay Scheme (SPS) and retirement plans 
governed by the Employee Retirement 
Benefit Security Act (“ERBSA plans”),16 while 
the third pillar consists of private pension 
plans — voluntary pension schemes funded 
by individual contributions. 

The NPF was established in 1988 to secure 
retirement benefits for Korean citizens who 
are not entitled to the SOP Scheme.17 It is the 

world’s third-largest pension fund, with total 
assets under management amounting to 
KRW 703 trillion (US$639 billion) as of  
July 31, 2019. Today, NPF is placing greater 
focus on its governance framework and 
responsible investment in ESG. Although 
each SOP scheme has its own purpose, 
mission and policy, we note significant 
overlaps between the investment 
approaches adopted by both NPF and SOP. 

Since 2016, the NPF has adopted responsible 
investment clauses in its investment policy 
statement and introduced an assessment 
system to support ESG-based scoring 
analysis in investment decisions. In 2018, the 
GEPS and TP announced that they would not 
consider financing any new coal-fired power 
plants, becoming the first Korean financial 
institutions to boycott coal financing amid 
the global movement to tackle climate 
change and air-pollution problems. Interest 
in ESG governance and ESG-themed 
investment has increased over the past year, 
and we expect to see more developments in 
this area. 

16. The Employee Retirement Benefit Security Act (ERBSA) was introduced in 2005, replacing the Severance Pay Scheme (SPS) established in 1961 as the first mandatory DB benefit plan.
17. The special occupational pension applies to government employees, private school teachers, and military service personnel and associated civilian employees.
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

National Pension Fund Partially government-funded DB 639,182

Government Employee Pension Fund Partially government-funded DB 7,791

Teachers’ Pension Fund Partially government-funded DB 14,829

Military Mutual Aid Association Co Ltd.* Government DC 6,916

Corporate Pensions^ Corporate DB 4,814

Corporate Pensions^ Corporate DC 7,026

Total 680,558

Allocations to fixed income assets still dominate, 
accounting for more than 50% of total pension assets. 
However, looking at the changes over the past six 
years, we note that NPF and other SOP schemes have 
increased allocations to equity (+7%) and alternatives 
(+2%) while decreasing allocations to fixed income 
assets (-10%) to seize opportunities from changing 
market environments. We expect this trend to 
continue in the future based on the schemes’ midyear 
target asset allocation plans. Allocations to equities 
within domestic and foreign sectors remain balanced, 
but allocations to domestic fixed income continue to 
reflect a heavy home bias. 

Although the corporate retirement plan market 
represents US$155 billion, principal-protected 
products account for 90%, and performance-based 
products18 account for 10%. The move toward the 
latter has been increasing in recent years in light 
of relative low return19 from the former. Within 
performance-based products in DB schemes, 
alternative investments, including real estate and 
physical assets, account for more than 48%. Fixed 
income and fixed-income-balanced funds account 
for 45%, with the remainder of assets in equity funds 
(6%) and mixed asset funds (1%). Within DC schemes, 
the fixed income and fixed-income-balanced funds 

account for almost 75%, with the balance allocated to 
equity funds (19%), mixed asset funds (5%) and less 
than 1% in the alternative investment space. 

Under current ERBSA regulations, retirement pension 
assets can only invest up to 60% in risky assets, 
which has considerably limited members’ investment 
choices. However, in 2019, the government introduced 
a new rule on Target Dated Funds (TDFs). These funds 
will now allow investments of up to 100% of the 
member’s plan assets. We expect to see increased 
trends and activities in the TDF arena. 

* Added to the survey in 2020 for the first time.
^ Past data is not available for this plan, as it was established in 2015.

18. Includes mutual funds, such as equity, fixed income and various types of alternative funds. 
19. As of December 31, 2018, principal-guaranteed products within the DB and DC schemes have returned 1.54% and 1.72% p.a., respectively.
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08. Asia  Malaysia

There are two main state-run pension plans 
in Malaysia:

• The Employees Provident Fund (EPF) is a 
mandatory DC plan that covers private-sector 
employees and nonpensionable public-sector 
employees (with funds for around 14 million 
Malaysians). The plan includes a guaranteed  
2.5% p.a. investment return, and provisions allow 
some benefits to be withdrawn at any time (under 
predefined uses, including fund education, home 
loans and severe ill health), with other benefits 
preserved for retirement.

• The government pension fund (KWAP) is a 
partially funded DB plan that covers public-sector 
employees (around two million individuals).

Both plans have typically held a domestic bias; 
however, over the five-year period, there have been 
changes in the asset allocation for the EPF, with an 
increase in foreign equity. There have also been 
increased efforts to diversify the portfolios, including 
allocations to alternatives, such as real assets and 
private equity. Overall, the plans’ combined asset 
allocation maintains a strong bias for domestic 
equities — although this is gradually reducing — 
and Malaysian government fixed income securities.

In 2013, the Securities Commission launched the 
supplementary Private Retirement Schemes (PRS) 
(with AUM of approximately US$640 million as of 
December 31, 2018). These are DC funds set up on a 
voluntary basis by individuals or employers through 
private-sector providers. The aim of the PRS is to 
provide additional sources of retirement savings, 

increase the role of the private sector and aid 
development of Malaysia’s capital markets. Virtually 
all PRS assets are invested domestically. In addition, 
an estimated US$1.1 billion as of December 31, 2018, 
is invested in private pension funds, which includes 
some employer-sponsored arrangements. According 
to Securities Commission statistics, the assets of 
these funds are predominantly invested offshore 
(around 80%), but asset allocation information 
is unknown.

In 2017, the EPF launched a sharia-compliant option 
for members, with an initial allocation of around 
US$20 billion. KWAP has also stated a longer-term 
aspiration of being 100% sharia-compliant. We 
therefore expect that sharia-compliant investments 
within the plans may increase over time. There is also 
interest in broader ESG issues.

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Kumpulan Wang Simpanan Pekerja (KWSP) (EPF) Mandatory DC 199,751

Kumpulan Wang Persaraan (KWAP) Government DB 34,128*

Total 233,879

* KWAP’s latest annual report was not available at survey publication time; as such, asset values used in Mercer’s Asset Allocation Trends 2019 survey were carried over into this 2020 edition.
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08. Asia  Philippines

Pensions in the Philippines comprise two 
government-sponsored DB plans: the Social 
Security System (SSS) for the private sector and 
the Government Service Insurance System (GSIS) 
for public servants. The regulatory requirement of 
DB termination indemnity provides at least half a 
month’s salary for every year served, with a minimum 
of 10 years of service, though retirees who have at 
least five years of service will receive a lump sum 
upon retirement equal to member and employer 
contributions plus interest. Retirees also have a 
right to a 13th-month pension every December. 
Employers can offset these statutory termination 
indemnities by offering supplemental retirement 
scheme benefits.

Supplementary corporate/private sponsored 
plans are not uncommon, with more than 50% 
of multinational or local employers sponsoring 
a supplementary DB plan and 25% sponsoring a 
supplemental DC plan.20 Private-sector employees 
are entitled to retirement benefits upon compulsory 
retirement at age 65, with optional retirement 
beginning at age 60. Companies commonly have 
final salary DB plans, linked to age and length of 
service, though these are rarely integrated with 
social security. Any DC plans are essentially hybrids, 

20.  Mercer. Introduction to Benefit Plans Around the World, 2019.
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as they must at least provide termination indemnity, 
and these are typically structured to equal the greater 
of employee contributions or the minimum statutory 
retirement benefit.

New plans are still predominantly DB, in line with 
the market, but some multinational firms are looking 
to migrate from DB to DC plans even amid the 
legal DB minimum. We are seeing a shift in interest 
toward DC for the purposes of risk management, 
global alignment of benefits or other employee-
retention efforts.

Philippine government-sponsored plans have 
specific limitations on the asset class, sector and even 
financial products in which they can invest. The asset 
classes they are restricted to are focused on peso-
based investments, including government securities, 
private equities and securities, and member loans, 
such as housing loans. 

Conversely, private plans do not have regulatory 
investment restrictions; however, market prevalence 
is for private pension plans to be invested through 
local bank trustees, which often provide proprietary 
products or mutual funds through local partners. 
Demand for offshore investments is relatively 
low, in part, due to low financial literacy, though 
we are starting to see signs of growth in offshore 
investments from local boutiques introducing fund of 
funds to established offshore investment managers.

However, the Philippines is experiencing 
unprecedented economic growth, forcing the capital 
markets, banking sector and pension systems to 
quickly transform and evolve. For example, the SSS, 
for the first time in its history, is looking to pilot 
offshore investment in 2020, with the potential to 
increase foreign exposure by 2021 and beyond. The 
SSS also invested in local fund managers in 2019 
to provide greater diversity in management of its 
Investment Reserve Fund (IRF). Additionally, political 
pressures to increase benefits have put a strain on the 
pension systems. This has left them with no recourse 
but to seek higher-yielding investment products.

Furthermore, given the significant and catastrophic 
natural events that have occurred in the country 
over the past few years, the Securities Exchange 
Commission (SEC) of the Philippines is considering 
the impact of climate change and has taken 
important steps to increase focus on innovative 
financial products that address sustainability issues. 
For example, there has been a growing interest in ESG 
risk disclosures and in promoting sustainable finance, 
such as the issuance of the Guidelines for ASEAN 
Green Bonds. 
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08. Asia  Singapore

Asia — Singapore

The main pension fund in Singapore is the Central 
Provident Fund (CPF), which is a mandatory DC plan. 
As of September 2019, there was US$300 billion in 
total account balances within the CPF system. This 
excludes US$16.1 billion withdrawn for investment 
in the CPF Investment Scheme through which CPF 
members can withdraw funds for a wide range of 
investments to enhance their retirement savings. 
We are seeing increasing interest in supplementary 
benefit plans, especially for higher earners and 
foreign workers; however, the prevalence of this 
remains small.

The CPF’s financial statements indicate that the 
assets supporting members’ accounts are Singapore 
government bonds. However, these are special 
nontradable bonds that underlie a risk transfer 
mechanism to move CPF’s obligations for guaranteed 
minimum returns to the government. Therefore, 
an asset allocation snapshot of a portfolio fully 
invested in domestic fixed income securities does not 
accurately portray the risk exposures within the fund.

In addition to CPF, there are separate DC schemes for 
the armed forces and the Home Affairs Uniformed 
Services, which had combined assets of around 
US$2.1 billion as of March 2018 per their latest 
annual reports. 

These provide members a choice of three funds: 

• Dynamic (70% equity, 30% fixed income) 

• Balanced (40% equity, 60% fixed income) 

• Stable (100% fixed income) 

As of December 2018, approximately US$6.7 billion 
was invested in accounts in the Supplementary 
Retirement Scheme (SRS), representing more than 
156,000 individual accounts. The SRS is a voluntary 
savings arrangement with certain tax incentives 
available to any resident of Singapore; some 
multinational companies have used the SRS as a 
savings vehicle for foreign workers. The statistics 
on this scheme indicate that 28% of the assets are 
invested in equities, 36% in unit trusts/insurance 
products and the balance in cash or other assets.
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08. Asia  Taiwan

In Taiwan, the Labor Standards Act (LSA) 
and the Labor Pension Act (LPA) are both 
retirement protection schemes for private-
sector employees. The LSA came into 
effect in 1984 in the form of a DB plan. The 
LPA was launched in 2005, with the aim of 
shifting the retirement income system to a 
DC scheme. Effective July 1, 2005, the LPA is 
mandatory for employees hired after that 
date and is optional for pre-existing LSA 
participants. The LSA has been closed to 
new participants since July 1, 2005.

The operations of the two schemes are 
similar. Both the LSA and LPA are funded 
on a mandatory basis by private employers 
to provide retirement benefits for their 
employees, but plan funds are held by the 
government. The government also conducts 
and manages the investment of plan funds. 
Since the pension system is transitioning to 
a DC scheme, the LPA’s fund size has grown 
at an annualized rate of 15.3% over the 
five-year period ended December 31, 2017, 
compared to an annualized rate of 9.2% for 
the LSA fund.
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In addition to the LSA and LPA, there are two main 
state-run retirement schemes for public-sector 
employees in Taiwan:

• The Public Service Pension Fund (PSPF) is a 
mandatory DB plan that covers public servants.

• The private school pension system covers private 
school teachers. The system consists of one DB plan 
and one DC plan. Similar to the LSA and LPA, the DB 
plan is closed to new participants.

The private school DC plan is the first state-run plan 
that offers investment options to its participants. The 
focus now is to lower the participation rate in low-risk 
default investment options to encourage participants 
to invest according to the risk and return category 
fund for their age. 

Recently, regulators have begun introducing 
investment options to other state-run retirement 
schemes. In terms of asset allocation, over the past 
five years, there has been a trend toward increasing 
foreign investments. 

Allocation to alternative investments has increased 
over the period. This is due to the increasing exposure 
to these investments for LSA and LPA plan funds. Over 
the same period, average cash balances declined but 
remain high. 

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Statutory corporate DB plans (LSA) Mandatory DB 30,018

Statutory corporate DC plans (LPA) Mandatory DC 71,192

Private school pension fund Government DB 95

Private school pension DC Government DC 1,515

Public Service Pension Fund Government DB 18,397

Total 121,217
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08. Asia  Thailand

Asia — Thailand

The Thai pension system is in its growth and 
development phase. The system structure and 
asset allocation are geared toward conventional 
practice, but the system is developing greater 
sophistication. 

The first Thai pension system was initiated in 1902 
as a pay-as-you-go DB scheme for government 
officials. The system continued for almost a 
century, but the apparent unsustainability led to a 
complete restructuring in the late 1990s. At a high 
level, that system currently comprises three pillars. 
The first pillar consists of two parts:

-  Old Civil Service Scheme (DB)

-  Social Security Fund (SSF)

The second pillar consists only of the Government 
Pension Fund (GPF), a DC pension system for 
civil servants.

The third pillar is the Provident Fund, voluntarily 
established between employer and employees 
based on respective contributions. Provident funds 
can be set up either as a single fund, whereby the 
fund committee has full control of the investment 
policy and objectives, or as part of a pooled fund.
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Despite the difference in size across these schemes, 
the asset allocation is similar; most allocations are 
geared toward domestic fixed income, with GPF 
being the most sophisticated. Of the three schemes 
covered, only SSF is a DB scheme and thus has an 
explicit liability component to consider. Nevertheless, 
since the SSF is still in its growth phase, we expect 
allocations to be comparable to its DC counterpart. 

Provident Fund currently has the highest allocation 
to (domestic) fixed income and limited allocations 
to alternatives (especially hedge funds and private 

equity). This is due to a lack of employee choice, 
access, availability, regulations and a thorough 
understanding of this asset class. 

Recent trends have seen more employers adopting 
the “life-path” option as the default for their 
employees, so we expect to see more allocations 
to domestic equity over the longer term, where 
domestic equity is still prevalent in life-path 
allocations. In the short term, however, foreign 
equities have risen (as a percentage of the equity 
portfolio); this may be due to investors seeking 

additional return in the midst of low yields in bonds 
and a higher demand for equities generally. For SSF 
and Provident Fund, access to foreign equities is 
mostly achieved through ETFs and feeder foreign 
investment funds. 

Sustainability investment is gaining traction in the 
investment community, especially for institutional 
investors, including the GPF, SSF and large-scale 
asset managers. 

Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Government Pension Fund Government DC 12,610

Voluntary provident fund Corporate DC 39,690

SSF benefit fund (old age and child allowance) Government DB 67,816

Total 120,116
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08. Asia  Japan

The pension system in Japan is robust and 
comprises both corporate and public DB 
schemes — including the US$1.4 trillion 
Government Pension Investment Fund (GPIF) 
— and a growing DC system that includes 
both corporate and individual plans. 

Japan has transitioned from being the most 
conservative of all growth market regions 
to the market with the most aggressive 
allocation over the full measurement period. 
Japan currently has a higher allocation to 
equities (among the growth markets), at 
about 43% (versus an average of 37% for 
growth markets), with 43% in fixed income 
(versus the growth markets average of 49%) 
and a slightly lower allocation to alternatives 
(3% versus the growth markets average 
of 4%). Over the measurement period, the 
allocation to equities increased at the cost 
of fixed income from around 31% in the 
inaugural year to 43% in 2019. Allocations to 
fixed income saw a steep decline from 59% in 
the inaugural period to 43% in 2019.

Japan: Asset allocation

Overall survey average: Asset allocation

30.7% 59.0% 3.0%3.0% 4.3%Inaugural

Current 42.8% 43.1% 3.0% 5.6%

Prior 43.5% 42.5% 2.6% 6.0%

31.7% 57.2% 4.0%3.7% 3.3%Inaugural

3.8%Current 37.5% 49.3% 4.5% 4.9%

3.7%Prior 38.7% 48.1% 4.3% 5.2%

Equity OtherFixed income/bonds Alternatives Cash/short term

5.4%

5.6%

DC versus DB

Although DC plans are a small component of 
the Japanese retirement landscape, they are a 
growing one. DC plans stayed concentrated in 
principal-guaranteed products (defined, generally, 
as bank deposits and insurance policies), whereas 
DB plans moved into equities.

In DB plans, fixed income accounts for about 45% of 
the assets, and equities take another 44%. Allocations 
to alternatives, cash and other investments range 
between 3% and 4%. Over the years, allocation to 
equities has increased at the expense of fixed income. 
The share of equities in DB plans increased from 31% 
in the inaugural year to 44% in 2019, while the share 
of fixed income dwindled from 59% in the inaugural 
period to around 45% in 2019.
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DC plans in Japan maintained 
a larger allocation to domestic 
equities, at over 60% of the equity 
portfolio, compared with 47% in 
domestic securities within Japanese 
DB plans. DB plans have been 
increasing their foreign exposure 
at a faster pace — foreign equities 
now account for about 23% of the 
total portfolio, up from 15% in the 
inaugural period. 

Although foreign exposure has been 
increasing for DB plans, domestic 
investments still dominate the fixed 
income exposure, constituting 
about 63% of the total fixed 
income exposure.

The current share of foreign 
fixed income is 16% (of the total 
assets) and that of domestic fixed 
income is 28%. Over the period of 
measurement, foreign assets in 
fixed income have gained greater 
traction at the cost of domestic 
fixed income assets. 

Japan: DC asset allocation

Japan: DB asset allocation

Japan: DC plans — domestic versus foreign equity Japan: DB plans — domestic versus foreign equity
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In recent years, the GPIF has seen its assets 
grow, primarily due to the shift away from 
employee pension funds (EPFs), which were 
all but eliminated following 2013 legislation.

GPIF’s allocation to fixed income increased, 
with decreases to cash/short-term and 
equity from one year ago. Within its equity 
and fixed income allocations, foreign assets 
have increased relative to domestic assets. 
It has also demonstrated interest in ESG-
related strategies and private markets.

Corporate DB plans have increased 
allocations to alternatives and decreased 
equity and fixed income allocations since last 
year. Both the GPIF and corporate DB plans 
have been decreasing their home-country 
bias in the fixed income area over the year.

DC plan members have so far preferred 
principal-guaranteed products, such as bank 
deposits and insurance products, though 
we have seen a move to more equity at the 
expense of principal-guaranteed products 
over the last year. A 2018 amended DC law 
might affect asset allocation in the future, in 
ways that include:

• Making reasonable efforts to provide 
ongoing investment education

• Abolishing the rule requiring a principal 
guaranteed product in the product lineup

• Easing the requirements to remove a fund

• Clarifying the requirements on setting the 
default fund 

• Requiring regular reviews of DC providers 
at least every five years
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Data includes:

Plan name(s) Sponsor and plan type Current asset size (US$ millions)

Government Pension Investment Fund (GPIF) Government DB 1,414,968

Other public DB* Government DB 443,231

Pension Fund Association Corporate DB 102,254

Corporate DB Corporate DB 587,047

Corporate DC Corporate DC 104,176

Individual DC Corporate DC 14,420

Total 2,666,096

* Includes Pension Fund Association for local government officials; National Federation of Mutual Aid Associations for municipal personnel; Federation of National Public Service Personnel Mutual Aid Associations; Promotion and Mutual Aid 
Corporate for private schools; and National Pension Fund Association.
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09. Appendix: Source notes

Appendix: Source notes

Market
Current AUM 
included  
in survey  
(US$ millions)

Date
Prior AUM 
included  
in survey  
(US$ millions)

Date Source Plan info and  
other notes

FX rate used 
(US$1 = X local) Key contributors

Argentina 36,810 Data as of 30 Jun 
2019, 31 Mar 2019,  

30 Sep 2019

47,844 Data as of 31 Oct 2018, 
30 Jun 2018,  
30 Sep 2018

BNP Paribas; Santander Rio, 
TMF Group; Superintendencia 

de Seguros de la Nación 
(SSN); Fondo de Garantía de 

Sustentabilidad (FGS) 

Government DB, 
government and 

corporate DC, 
corporate DC

0.0174 Gustavo Aguilar,  
Martin Lopez

Brazil 254,468 Data as of 
 31 Dec 2018

236,707 Data as of 31 Dec 2017 Abrapp (pension  
plans association)

Corporate DC and DB 0.2564 Wagner Kladt,  
Vanessa Santos

Chile 219,027 Data as of  
30 Sep 2019 

191,000 Data as of 31 Oct 2018 Superintendencia de  
Valores de Chile

Mandatory DC 0.0014 Pablo Medina,  
Emily Vásquez

Colombia 79,697 Data as of  
30 Sep 2019 

73,000 Data as of 1 Jun 2018 Superintendencia  
Financiera de Colombia

Mandatory DC 0.0003 Pablo Medina,  
Emily Vásquez

Mexico 222,689 Data as of  
31 Dec 2018 

250,743 Data as of 31 Dec 2017 CONSAR, Mercer Mexico Corporate DB and DC; 
mandatory DC 

0.0510 Ivette Maya, Jose Luis 
Quiroz, Oscar Castanon

Peru 50,411 Data as of  
30 Sep 2019 

49,000 Data as of 30 Apr 2018 Superintendencia de  
Valores de Peru

Mandatory DC 0.2979 Pablo Medina,  
Emily Vásquez

GCC Paul Rooney,  
John Benfield

South Africa 142,423 Data as of 30 Sep 
2019 for AF survey; 

31 Mar 2018 for GEPF

145,737 Data as of 30 Sep 2018 
for AF survey;  

31 Mar 2018 for GEPF

Alexander Forbes Investable 
Global Manager Watch™ survey; 

South Africa Government 
Employees Pension Fund (GEPF)

Corporate DC, 
government DB

0.0697 Alexander Forbes:  
Mark Smathers,  

Makhonsonke Madi,  
Riccardo Fontanella;

Turkey 19,857 Data as of  
30 Sep 2019

15,875* Data as of 31 Jul 2018 https://www.spk.gov.
tr/SiteApps/Yayin/

AylikIstatistikBultenleri

Corporate DC 0.1869 Gokhan Karali, Dincer 
Guleyin, Serap Ozalp, 

China Leo Shen, Marco Liu

Hong Kong SAR 116,678 Data as of  
30 Jun 2019

109,230 Data as of 30 Jun 2018 MPF Schemes Statistical Digest Mandatory DC 0.1282 Danielle Chung, Adeline 
Tan, Vincent Tsang

India 187,183 Data as of 31 Mar 
2019 for NPS and 

Seamen’s plans; 31 
Mar 2018 for EPFO

154,737^ Data as of 31 Mar 2017 Plan annual reports Government DC  
and DB

0.0142 Akhil Dev Sharma,  
Amit Gopal,  

Richa Rastogi
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Indonesia 37,740 Data as of 31 Dec 
2018 and 31 Dec 2017

39,091 Data as of 30 Sep 2018 
and 31 Dec 2017

OKJ, BP JS Ketenagakerjaan Corporate DB, 
corporate DC, financial 

institution DC, 
mandatory DB

0.00007 Milo Kerr, Jovita Sadrach

Japan 2,666,096 GPIF data as of 
30 Jun 2019; other 

public data as of 
30 Jun 2019 and 

31 Mar 2019; PFA 
as of 31 Mar 2019; 
DC corporate and 

individual as of  
31 Mar 2018

2,739,000 GPIF data as of 30 
Sep 2018; other 

public data as of 30 
Sep 2018 and 31 Mar 

2018; PFA as of 31 Jan 
2018 and 31 Dec 2017; 

DC corporate and 
individual as of  

31 Mar 2017

GPIF, PFA and other  
public websites

Government DB, 
corporate DB, 
corporate DC

0.0089 Takuya Arai, Tomoya 
Goto, Toshio Imai, 

Nobuhiro Shingyoji

South Korea 680,558 KNPS data as of 31 
Jul 2019; GEPS data 

as of 31 Aug 2019; 

TP data as of 31 Dec 
2018; MMMA and 
corporate DB and 

DC as of 31 Dec 2018

595,200 KNPS data as of 30 
Aug 2018; GEPS data 

as of 31 Dec 2017; 

TP data as of  
31 Dec 2017 

Korea NPS website; GEPS 
website; Teachers Pension Korea 

website; MMMA site;  
Financial Supervisory Services 

(FSS) website

Partially government-
funded DC

0.0009 Danielle Chung, Aaron 
Jeong, Elizabeth Oh

Malaysia 233,879 EPF data as of 31 
Dec 2018; KWAP 

data as of  
31 Dec 2017 

229,950 EPF data as of 31 Dec 
2017; KWAP data as of 

31 Dec 2017 

EPF Annual Report 2018; 

KWAP Annual Report 2017

Mandatory DC and 
government DB

0.2396 Chin Yee Koh,  
Garry Hawker

Philippines Harold Tan

Singapore Garry Hawker

Taiwan 121,217 Data as of  
31 Dec 2018

113,106 Data as of 31 Dec 2017, 
30 Jun 2018

Annual Reports, Ministry of 
Labour; Private School Pension 

Fund Committee; Annual Report, 
Public Service Pension Fund

Government DC, 
government DB, 

mandatory DB, 
mandatory DC

0.0324 Sue Cheng, Laura Liao, 
Janet Li

Thailand 120,116 SSF as of 30 Sep 
2019; GPF as of 31 

Dec 2018; Prov Fund 
as of 30 Jun 2019 

92,038 Data as of 30 Sep 
2018; 31 Dec 2018;  

28 Feb 2018 

www.sso.go.th; 

www.gpf.or.th; 

www.thaipvd.com

Government DC, 
government DB, 

corporate DC

0.033 Suthayut Chuaphanich, 
Akekachat 

Lertsurapakdee, Kasin 
Sutuntivorakoon

Overall 5,188,849 5,082,258 OECD Pension Markets in Focus;

Melbourne Mercer Global 
Pension Index

Simon Coxeter, Fiona Dunsire,  
Garry Hawker, Santiago Zapata,  

Tracy Teel, Martyn James, Daniela Simic, 
Ana Baptista, Vishal Kalra, Atul Pahuja,  

Hem Kishore, Deepanshu Yadav
* Turkey was not included in the 2019 survey; prior AUM shown here has been added to the 2020 survey’s historical data.
^ India was not included in the 2019 survey; prior AUM shown here has been added to the 2020 survey’s historical data.

Appendix: Source notes
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Important notices

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

© 2020 Mercer LLC. All rights reserved.

Proprietary and confidential

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.

Opinions — not guarantees

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 
individualized investment advice.

Not investment advice

This does not contain investment advice relating to your particular circumstances. 
No investment decision should be made based on this information without first 
obtaining appropriate professional advice and considering your circumstances.

Information obtained from third parties

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 representation 
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.

For Mercer’s conflicts of interest disclosures, contact your Mercer representative, 
or see www.mercer.com/conflictsofinterest.

Contact us
Should you have any questions about the survey,  
please contact:

Fiona Dunsire
Investments and Retirement Leader, Growth Markets
fiona.dunsire@mercer.com

Tracy Teel
Strategy Leader, Growth Markets, Investments and Retirement
tracy.teel@mercer.com

Simon Coxeter
Growth Markets, Investments Strategic Research Director
simon.coxeter@mercer.com


