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The pandemic is proving to be a seismic event for the world economy. Although in most areas its impact on
financial markets so far has been less severe than the 2008/9 financial crisis, its impact on the real economy
based on measures such as unemployment has already been a lot more dramatic.

A key question, then, is whether institutional investors are looking to make fundamental changes to the broad
trend in asset allocation strategies established over the past decade.

So far, the answer is “probably not” – but the crisis will accelerate the trend toward environmental, social and
governance (ESG) investing, with much more emphasis on the social “S”, particularly outside North America.

Two main trends have been driving asset allocation strategies among institutional investors – de-risking of
corporate defined pension plans and immunization of liabilities. Broadly speaking, this has reduced equity
allocations and demand for liability-matching fixed-income instruments.

Outside the world of corporate defined benefit plans, the trend has mostly been toward higher risk assets in
the form of specialty equity and fixed-income strategies and away from high-grade government bonds.
Common to both groups, demand for private markets assets, such as private debt, private equity and
infrastructure, has been rapidly rising.

Focus Remains on Long-Term Asset Allocation Plans Despite
Crisis
Between January and April 2020, Greenwich Associates interviewed more than 500 institutional investors in
continental Europe as part of its regular annual research cycle. The institutional investor population in
continental Europe is highly diverse but broadly fits into the two aforementioned groups, with non-corporate
defined benefit plans accounting for the majority of investors – i.e., public pension funds, defined contribution
schemes, foundations, insurance companies, and other types of financial institutions.

Dividing the data collected into two cohorts – one from interviews conducted in January and February and one
from those conducted in March and April – allows us to look at changes in future intentions for manager hiring
and asset allocation.

The charts below highlight that expected medium-term shifts in asset allocation pre-COVID and post-COVID do
not show major changes. Investors are neutral or want to reduce high-grade fixed-income allocations and
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continue to want to increase exposure to both equities and specialty fixed income.

There is even an apparent shift toward more risk in March/April as illustrated by a higher share of investors
intending to shift assets into European and emerging markets equities as opposed to global equities. Demand
for bank loans is picking up amid significant dislocation in this asset class during the market turmoil.

The story is similar in private markets where intentions to increase allocations to infrastructure debt and
equity as well as to private debt and equity are remarkably resilient. These medium-term intentions are also
reflected in near-term plans for hiring asset managers.



Short-Term Hiring Intentions Indicate Willingness to Capitalize
on Market Dislocation
The share of institutions interviewed in March/April that are planning to hire a manager for equities and fixed
income during the next 12 months has increased significantly from the trend line of the past few years.

The story is similar when it comes to alternative strategies, with real estate remaining the only asset class
where demand looks unlikely to pick up. Investors will have to fundamentally reassess the long-term impact
of the crisis on real estate subsectors such as hotels, retail and office before planning further increases in
exposure.



While understanding the COVID crisis' impact on financial markets is still in its early days, investor reaction so
far has been measured. Investors continue to focus on the long term when assessing whether the crisis could
affect their overall investment strategies.

This is good news for the asset management industry, since the flow of new business does not look severely
disrupted – albeit certainly delayed due to increased difficulty in arranging due diligence meetings or final
presentations.

Acceleration of ESG Investing Outside North America
While asset allocation plans and hiring activity have not changed materially as a result of the COVID crisis,
there is one area of investing where it is bringing a step change to an already strong trend – ESG investing.

When respondents were asked to rate the overall importance of Environmental, Social and Governance
factors to their investment approach, governance historically came out first, followed by environmental
factors. Social factors have been ranking last.

Post-crisis, the importance attached to environmental and governance factors has not changed materially, but



the social factor has gained significantly more weight – outside North America. The comment from one Asian
investor sums up well how investors will look at companies’ role in managing the suffering and social
challenges caused by the COVID crisis:

“The current crisis has a gigantic impact on the way people live. It gives a chance for corporates to show their
will to help or improve social matters.”

This presents a challenge and an opportunity for the asset management community, since there is much less
consensus on how to measure companies’ performance on social factors compared to environmental and
governance factors. While there are accepted methods of measuring companies’ carbon footprint or voting on
shareholder resolutions, this is much less clear for areas ranging from diversity and inclusion to ethically
managed supply chains.

On the flipside, this change provides an opportunity for asset managers to develop more robust concepts on
setting objectives and measurements for social performance and to further strengthen their ESG investment
credentials.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of strategic
benchmarking, analytics and insights to the financial services industry.

We specialize in providing unique, high-value and actionable information to help our clients improve their
business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market share, revenue
performance, client relationship share and quality, operational excellence, return on equity, behavioral
drivers, and industry evolution.

About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets
function better. It is majority owned by S&P Global Inc., a leading provider of transparent and independent
ratings, benchmarks, analytics, and data to the capital and commodity markets worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong record of
growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000 customers
through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China, Hong Kong, and
Singapore.

For more information, visit www.crisil.com
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rights reserved. This Document may contain analysis of commercial data relating to revenues, productivity
and headcount of financial services organisations (together with any other commercial information set out in
the Document). The Document may also include statements, estimates and projections with respect to the
anticipated future performance of certain companies and as to the market for those companies’ products and
services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or
future activities of the businesses or companies considered in it but rather is designed to only highlight the
trends. This Document is not (and does not purport to be) a comprehensive Document on the financial state
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of any business or company. The Document represents the views of Coalition Greenwich as on the date of the
Document and Coalition Greenwich has no obligation to update or change it in the light of new or additional
information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not
form basis of any lending, investment or credit decision. This Document does not constitute nor form part of
an offer or invitation to subscribe for, underwrite or purchase securities in any company. Nor should this
Document, or any part of it, form the basis to be relied upon in any way in connection with any contract
relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data in this Document may reflect the views reported to Coalition Greenwich by the research participants.
Interviewees may be asked about their use of and demand for financial products and services and about
investment practices in relevant financial markets. Coalition Greenwich compiles the data received, conducts
statistical analysis and reviews for presentation purposes to produce the final results.
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GREENWICH DISCLAIMS ALL REPRESENTATIONS OR WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO
THIS DOCUMENT, INCLUDING AS TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE
INFORMATION, STATEMENTS, ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF ALL OR ANY OF
THIS DOCUMENT. COALITION GREENWICH ACCEPTS NO LIABILITY WHATSOEVER FOR ANY DIRECT, INDIRECT
OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS
DOCUMENT.
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