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About Mercer
Mercer Investments
Mercer is a leading global provider of investment consulting services, and offers customised guidance at
every stage of the investment decision, risk management and investment monitoring process. We have
been dedicated to meeting the needs of clients for more than 40 years, and we work with the fiduciaries
of pension funds, foundations, endowments and other investors in over 40 countries. We assist with every
aspect of institutional investing (and retail portfolios in some geographies), from strategy, structure and
implementation to ongoing portfolio management. We create value through our commitment to thought
leadership; world-class, independent research; and top-notch consultants with local expertise.
Mercer Investments has over 2,200 employees in 62 offices around the world.
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Market Update
Returns over
last 3
months (%)

Asset Class

(As of 30 September 2018)
Returns over Ann. Returns
last 12
over last 3
months (%)
years (%)

Global Equity (MSCI World)

5.3

12.5

12.7

Global Emerging Markets (MSCI Emerging Markets)

11.3

-0.7

0.2

Europe Equity (FTSE World Europe Index)

1.0

0.8

6.9

Asia ex. Japan Equity (MSCI Asia ex Japan)

-1.2

2.4

12.1

Singapore Equity (STI)

1.3

5.0

9.2

US Equity (S&P 500)

7.9

18.6

15.8

Japan (Topix)

3.4

10.5

11.6

China Equity (MSCI China)

-7.2

-1.4

12.4

India Equity (MSCI India)

-2.0

1.7

5.6

Global Government Bond (Citi World Bond Index)

-1.4

-0.9

0.3

Singapore Government Bond (Markit iBoxx ALBI SG Govt Bond Index)

0.7

-0.3

2.2

Commodities (S&P GSCI)

1.6

23.7

1.8

Data source: Datastream
All returns are in SGD terms, in percentages, with dividends reinvested.
The cut-off date for the prices is the last business day of the relevant quarter.

Global Economic Comments
Synchronised growth to the end of 2017 has turned into more divergent growth, with the US leading the pack while
both the UK and the Eurozone has slowed down. Monetary policy in the developed world is tightening, most notably
in the US, where the US Federal Reserve (“Fed”) has increased interest rates each quarter this year. The UK has
also seen some tightening after short-dated interest rates were increased in August, although no further increases
are expected at least until Brexit has happened next year. The European Central Bank has announced plans to end
quantitative easing this year. Only in Japan are financial conditions expected to remain unchanged. The US Dollar
had another good quarter, strengthening against all major currencies.
Poor market performance notwithstanding, economic fundamentals for emerging markets continue to look good.
China seems to be managing the deleveraging of its economy fairly well. Rising oil prices have benefited a number of
countries in Latin America, although oil importers such as India have started to suffer. Countries with weak current
account positions such as Argentina and Turkey saw their balance of payment crises escalate further.
Political uncertainty and geopolitics continue to be a concern for investors. The escalation of trade tensions between
the US and China overshadowed the good news of the conclusion of the renegotiation of the North American Free
Trade Agreement (“NAFTA”), now known as the United States-Mexico-Canada Agreement (“USMCA”). Weakness in
Chinese equities was one of the main reasons for the poor performance in emerging markets. Political uncertainty
surfaced again in the Eurozone as Italy’s fiscal crisis continued. For the UK, it still remains uncertain what shape
Brexit will take.

Chart 1

Chart 2
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Entering late 2018, the global expansion remains firmly intact. The US economy is continuing to grow briskly,
supported by the combination of fiscal stimulus and accommodative financial conditions, along with continuing strong
gains in household incomes and business investment. In addition, the earlier downturns in the euro area and in Japan
appear to have touched bottom, amid a rebound in China’s Gross Domestic Product (“GDP”) growth in Q2 (which in
turn, has been largely underpinned by a broadening range of stimulus measures).
In contrast, growth across much of the emerging markets (“EM”) remains more mixed. Despite the mild acceleration
in growth in China in Q2, ongoing capital outflows have contributed to a further tightening in financial conditions, and
many emerging economies, which are deeply integrated into global supply chains, are caught in the middle of
escalating trade tensions between the US and China.
Nevertheless, we expect 2018 to mark the peak of the current cyclical upturn, as tailwinds to growth slowly ease and
as cycles remain stubbornly asynchronous across the major regions. More broadly, we expect the tightening in
financial conditions to continue to spread slowly from the US and parts of EM to other developed economies, and the
US to eventually turn moderately restrictive in late 2019 or 2020. Indeed, there are already signs that demand in
sectors sensitive to both interest rates and the dollar is already starting to soften, while the fiscal impulse in the US
will fade over the course of 2019.
The direct impacts on growth and inflation, from announced and foreshadowed US and Chinese tariff increases, still
remains relatively small. Most estimates centre on a -0.1 to -0.2 percentage point cut to global GDP growth. However,
indirect impacts are more difficult to measure, particularly on business investment and confidence which has
underpinned much of the current global upturn. Moreover, it is possible that trade tensions continue to escalate,
particularly should the US proceed in 2019 to impose tariffs on all remaining merchandise imports from China.
The shorter-term outlook for global growth is further constrained by the recent jump in the oil price to the highest level
since 2014. There are also likely limits to the current round of stimulatory measures in China, amid widespread
acknowledgement that China’s structural growth rate is steadily declining. In addition, developments in 2018
demonstrate the difficulties of the euro area sustaining above-trend growth for prolonged periods, and which we
believe is necessary to contain underlying political and financial fragilities.
More positively for households and consumption, there are signs that wage growth is starting to creep higher in
developed markets, following the strong employment growth and falling unemployment rates of the past few years. In
the US, wage growth is now at the fastest rate of the current expansion. The upturn has accompanied slightly
stronger labour productivity growth. Correspondingly, inflation pressures are continuing to intensify only slowly,
allowing central banks ample time to move back from accommodative policy settings.

Chart 3

Chart 4

In the United States, GDP expanded by 4.2% in Q2. Output also appears to have expanded by over 3.0% again in
Q3, partly underpinned by a positive contribution from inventories, with both the Institute for Supply Management
(“ISM”) manufacturing and non-manufacturing surveys rising to new cyclical highs during the quarter. The
strengthening in growth in 2018 has been broad based, with government demand, personal consumption, private
non-residential fixed investment and exports all accelerating (although exports may have been temporarily boosted
by impending tariff increases), while import growth has also slowed (largely due to a dip in oil imports). The slow
strengthening in private domestic demand has accompanied solid upturns in both household incomes and corporate
(post-tax) profits. In contrast, residential investment declined over the first half of 2018, as rising mortgage rates have
increasingly crimped new housing demand.
Although the Fed’s growth forecasts for 2018 and 2019 have been revised up slightly over the past quarter, growth is
still expected to peak in early 2019, although the projections anticipate the US economy continuing to grow above
trend over the ensuing two years. Correspondingly, the unemployment rate is expected to continue to decline to 3.5%
by end-2019 and hover at that level for much of 2020 and 2021, while core inflation is to remain broadly steady at
over 2.0% across the forecast horizon. Amid signs that wage growth is finally beginning to accelerate (the 2.9%
increase in average earnings over the year to August was the fastest of the current expansion), and without a strong
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upturn in labour productivity growth, however, in our view the risks appear to be tilting towards slightly higher inflation
outcomes.
In the Euro area, growth has shifted down a gear in 2018, with GDP expanding at an annualised rate of just 1.6% in
the first half of the year, and compared with 2.5% in 2017. The origins of the downturn this year are unclear, although
the trade sector was a drag on growth in both Q1 and Q2. Consumption and capital expenditure have also eased
slightly, with consumption growth particularly weak in France. Much of the slowdown in export growth appears related
to the euro’s appreciation in 2017, and the sharp weakening in growth in China and other EM in the early part of the
year. The moderation in private demand growth reflects the cumulative effects of higher energy costs, the earlier
escalation of trade tensions between the US and the EU, and tax increases in France. Apart from Italy, there is little
evidence of a tightening in financial conditions.
With these constraints largely temporary, there are now signs the slowdown has stabilised, especially in Germany.
The expectations component of the IFO Index has crept higher in recent months, underpinned by rebounding export
orders. German consumer sentiment has been further supported by a gradual strengthening in wage growth, as the
unemployment rate continues to hover at post-unification lows. In contrast, leading indicators in other member
countries have yet to turn upwards, with the expansion in Italy at risk from the jump in yields, a renewed tightening in
bank lending standards, and continuing budget as well as political uncertainty. Moreover, in France the
unemployment rate is starting to edge higher, at 9.3% in August the highest in almost a year (and largely reflecting
the short-term impact of structural reforms).
With less than six months to the United Kingdom’s exit from the EU, the shape of the formal Withdrawal Agreement
remains elusive, let alone the final arrangements. Prime Minister May’s Chequers plan was firmly rejected by the
European Union (“EU”) in September, increasing the risk that no deal is agreed before March 2019. The replacement
of May with a more euro-sceptic Prime Minister would also increase the risk of a no-deal Brexit. A negotiated “Soft
Brexit” remains our base case, which should help arrest the relative deterioration in the UK’s economic performance.
Despite the strong global backdrop, GDP expanded at an annualised rate of just 1.0% in the weakest increase in a
calendar half year in over six years. The ongoing gradual withdrawal of monetary stimulus is also unhelpful to the
growth outlook.
In Japan, GDP growth bounced back in Q2, the 0.7% increase clawing back more than all of the 0.2% contraction in
Q1. Similar to the euro area, however, the fall in output in Q1 appeared largely attributable to one-offs (including a 0.2 percentage point drag from inventories), which quickly unwound in Q2. Capital expenditure recovered strongly
(+3.1%), suggesting Japan’s business investment cycle still has some distance to run. Although moderating a little
from the turn of the year, employment growth remains strong, and appears finally to be feeding through into an
acceleration in wage growth. However, core inflation, still barely above zero, is rising only slowly, with the Bank of
Japan (“BoJ”) revising down forecasts for inflation in 2019 (from 1.8% to 1.5%).
China’s growth recovered to 1.8% in Q2, following the slump in Q1 to just 1.4% (the weakest in two years). Amid
rising US tariffs on Chinese imports, however, and despite the widening array of targeted stimulatory measures,
growth appears to have eased again in the second half of 2018. With declining export orders, and a further slowdown
in fixed asset investment growth, producer sentiment surveys have fallen back to levels at the turn of the year.
Although the property cycle remains strong, the sector remains at risk from an excessive clamp down on the shadow
banking system. More positively, measures to consolidate capacity in China’s ‘old economy’ appear to be bearing
fruit, with continuing strong profit growth particularly among state-owned enterprises (“SOEs”). Furthermore, even
with a continuing focus on the shadow banking system, China retains ample capability to expand the range of
targeted easing measures, including RMB depreciation.
Elsewhere within the emerging markets, the outlook is similarly mixed. In Q3, serious stresses are still largely
confined to Turkey and Argentina, although Russia, India and Indonesia have all recently lifted interest rates, and
South Africa is widely expected to follow. The increases appear to have given EM currencies some respite towards
the end of Q3, along with improving sentiment around global growth. Sustained strong growth in developed markets,
and to a lesser extent in China, accompanied by very competitive exchange rates and improving external balances,
provides grounds to expect a renewed upturn in the EM cycle. In the meantime, however, leading indicators
(including earnings forecast revisions) are yet to turn upwards, while rising US interest rates, the stronger US Dollar
and capital outflows, represent lingering potential constraints.
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Chart 5

Chart 6

Late 2018 likely marks the point at which the aggregate developed market central bank balance sheet transitions into
run-off (or the point at which global quantitative easing shifts to quantitative tightening), as the Fed’s monthly runoff
cap increases to $US50 billion, and with the European Central Bank (“ECB”) likely ceasing asset purchases in
December. The BoJ has also been reducing the size of monthly asset purchases, although more to enhance
operational and market flexibility.
Nevertheless, at the global level, the expected pace of run-off remains glacial, with the ECB still yet to provide
guidance around moves to cease fully re-investing maturing securities, and with the BoJ likely to trail the ECB by
some years. Moreover, the Fed could complete quantitative tightening in 2020, in order to accommodate the
expected natural growth on the liabilities side of its balance sheet.
Against this backdrop, it is unsurprising there has been relatively little disruption from the transition to US quantitative
tightening. However, while US quantitative tightening may not be an especially large drain on USD liquidity, the story
changes with the inclusion of the widening US budget deficit, the corporate bond refinancing pipeline, and the return
of positive real short-term interest rates. The tightening supply of offshore USD liquidity appears to be one factor
behind escalating stresses in EM in 2018, particularly those with large USD funding requirements (like Turkey and
Argentina).
Against this backdrop, further significant increases in US short term interest rates would be an unwelcome
development. But whereas quantitative tightening in the US is on a predictable path, the trajectory of the Fed funds
rate is becoming more uncertain. The median ‘dot’ was unchanged between the June and September Federal Open
Market Committee (“FOMC”) meetings, with a total of four rate increases expected in 2018, a further three in 2019,
and one final increase to 3.25% - 3.50% in 2020. However, the dispersion in expectations around the median is
widening, in part reflecting the uncertainty around the level of the neutral rate.
Notably, relative to the median of one expected rate increase in 2020, seven of the 16 FOMC members expect two or
more increases, while an equal number expect unchanged policy or a cut in the funds rate. This last group reflects
current market expectations, with the market now pricing the funds rate to peak at 2.75% - 3.00% in mid-2020, and
the Fed to begin easing sometime later. On balance, we still believe this represents the likely lower range of potential
outcomes, with current policy settings only approaching neutral now and with the unemployment rate expected to
continue falling towards 3.5%. Although the US yield curve is relatively flat, inflation breakevens imply the Fed is not
yet ahead of the curve.
Recent interest rate increases have been confined not just to the US and EM (Indonesia and Russia other emerging
markets to have tightened policy rates in Q3), with policy normalisation now well underway in Canada and the UK,
and having now commenced in Norway. We anticipate this process of slow and incremental progress to continue
through 2019 (including a first ECB rate increase by the end of 2019), although central banks in the Asia – Pacific
region (including Japan, Australia and New Zealand) will continue to lag.
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Market Review
(All returns are in Local Currency terms, unless otherwise stated)
The global economy expanded in the third quarter, albeit at a slower pace than in the second quarter. Overall, global
growth has become increasingly more divergent and the outlook has suffered from the effects of global trade
tensions. The successful conclusion of the United States-Mexico-Canada Agreement (“USMCA”) [formerly known as
the North American Free Trade Agreement (“NAFTA”)], was well received and would be passed through each
country’s legislature.
On the economic front, fundamentals remain reasonably supportive on a global basis even as regional divergence
persists. In its October world economic outlook update, the International Monetary Fund (“IMF”) forecasted global
growth of 3.7% in both 2018 and 2019, down from the forecasted 3.9% for both years as of April 2018. The
downward shift reflected concerns over growing trade tensions, as well as a weaker outlook for some key emerging
markets and developing economies.
Economic growth in the US continued to be robust on the back of strong corporate earnings and rising consumer
confidence, growing at an annualised 3.5% over the third quarter. Unemployment rate fell to 3.7%, its lowest level
since 1969. Wages grew 2.8% year-on-year in September, reflecting the tightening labour market. The Federal
Reserve lifted rates at its September meeting by 25 basis points to a range of 2.0% to 2.25% and is expected to lift
cash rates above 3.0% by the end of 2019.
In Europe, uncertainties related to trade protectionism and geopolitical risks weighed on sentiment. The European
Central Bank (“ECB”) lowered its growth forecast for 2018 (from 2.1% to 2.0%) and 2019. The Eurozone
Manufacturing Purchasing Managers’ Index (“PMI”) fell to 53.2 in September, down from 54.6 in August. The ECB
reiterated its position that potential rate increases would remain on hold “at least through the summer of 2019”. On a
positive note, the labour market showed some signs of strength, with unemployment declining to 8.1% in August, its
lowest level since November 2008. Across the Channel, the Bank of England raised rates by 25 basis points to
0.75% in August, supported by a strong labour market and credit growth, amid uncertainty over Brexit.
In emerging markets, the ongoing trade disputes and continued rate increases by the US Federal Reserve resulted in
emerging market currencies being broadly weaker in the third quarter. While the outlook for emerging markets
remains broadly positive, with fundamentals remaining solid, country-specific problems are on the rise. Countries with
persistent current account deficits, including Turkey and Argentina, face the additional challenge of navigating
balance of payment crises. Protectionism concerns and a stronger US dollar present short-term headwinds, which
could lead to further weakness before a turnaround occurs.
Most equity markets registered gains over the quarter. Developed market equities gained 5.4% on the back of strong
performance by the US equity market, which gained 7.7%. European equities ended the quarter up 1.2%, even
though the UK fell 0.7% amid ongoing political uncertainty. Amid a volatile quarter, emerging market equities were
almost flat, gaining 0.1%. Asia ex-Japan equities had a lackluster quarter, closing the quarter down 0.9% as Chinese
stocks underperformed.
In contrast, most bond markets suffered losses over the quarter, with the exception of global corporate bonds (0.4%),
Asian bonds (1.2%) and Singapore government bonds (0.7%). In tandem with the Fed’s rate hike and hawkish
rhetoric, the US Treasury yield curve shifted upwards and continued to flatten over the third quarter. Global
government bonds underperformed versus the corporate bonds; the investment grade corporate bonds’ credit spread
to Treasuries decreased by 17 basis points to 1.1%. Gilts posted the worst performance, losing 2.0% over the
quarter.
In currencies, the Singapore dollar depreciated against the US dollar by 0.2%. The Singapore dollar gained 0.3%,
2.3% and 1.0% against the Euro, the Japanese Yen and the British Pound respectively.
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Figure 1: Market indices 1 year ending 30 September 2018 (in Singapore dollar terms, normalised to 100 at 30
September 2017)

Figure 2: 10-Year Government Bond Yield (in local currency)

Most bond markets suffered losses over the quarter. Global government bonds, as measured by the FTSE World
Government Bond Index, decreased 0.9%. Global corporate bonds as measured by the Bloomberg Barclays Global
Aggregate Corporate Bond Index, increased by 0.4%.
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Figure 3: SGD against major currencies
Spot Rates
SGD/USD
SGD/100xJPY
SGD/AUD
SGD/EUR
SGD/GBP

Current
1.3673
1.2014
0.9879
1.5872
1.7817

Last Q
1.3627
1.2309
1.0095
1.5937
1.8000

During the quarter, the USD appreciated against the EUR, the GBP, and the JPY by 0.7%, 1.4% and 2.7%
respectively. The SGD depreciated against the USD by 0.2%, and appreciated against the EUR, the JPY and GBP by
0.3%, 2.3% and 1.0% respectively.
Figure 4: Gold and Crude Oil Returns
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Mercer Recommended Investment Strategy
Lower Risk
Singapore Bond

80%

Global Bond

4%

Global Equity

6%

EM Equity

5%

Singapore Equity

5%

Investors with this risk profile are mainly concerned with
capital stability. They are prepared to accept only a minimal
level of volatility. Overall returns are expected to be low
relative to the other risk profiles.
Investment Strategy expected volatility*: 4.1% p.a.
Probability of loss over any 10-year period: 0.1%
66% probability of generating returns of 3.5% p.a. or above**
50% probability of generating returns of 3.9% p.a. or above**
33% probability of generating returns of 4.3% p.a. or above**

Low to Medium Risk
Singapore Bond
Global Bond
Global Equity

65%
4%
6%

EM Equity

15%

Singapore Equity

10%

Medium to High Risk
Singapore Bond

50%

Global Bond

4%

Global Equity

6%

EM Equity

25%

Singapore Equity

10%

Asian Equity

5%

Higher Risk
Singapore Bond
Global Bond
Global Equity

Investors are chiefly concerned with achieving stable
returns, particularly of capital returns. They are willing to
accept a modest level of volatility to achieve these returns.

35%
4%
6%

EM Equity

30%

Singapore Equity

15%

Asian Equity

10%

Investment Strategy expected volatility*: 6.8% p.a.
Probability of loss over any 10-year period: 1.3%
66% probability of generating returns of 4.1% p.a. or above**
50% probability of generating returns of 4.7% p.a. or above**
33% probability of generating returns of 5.4% p.a. or above**

Investors within this risk profile aim to achieve capital growth
over the medium to long-term. They are prepared to accept
higher volatility than Low to Medium risk profile to achieve
this return.
Investment Strategy expected volatility*: 10.2% p.a.
Probability of loss over any 10-year period: 4.2%
66% probability of generating returns of 4.5% p.a. or above**
50% probability of generating returns of 5.4% p.a. or above**
33% probability of generating returns of 6.4% p.a. or above**
Investors with this risk profile seek high growth over the
long-term. They are willing to accept a high level of volatility
to achieve this so are not concerned about capital stability
from year to year.
Investment Strategy expected volatility*: 13.6% p.a.
Probability of loss over any 10-year period: 7.4%
66% probability of generating returns of 4.8% p.a. or above**
50% probability of generating returns of 6.0% p.a. or above**
33% probability of generating returns of 7.3% p.a. or above**

* The “Investment Strategy expected volatility” is, assuming a normal distribution, the standard deviation of the statistical distribution of returns, which are generated based on
Mercer’s 20-year Capital Market Assumption (“CMAs”). Volatility refers to the amount of uncertainty or risk about the size of changes in an investment’s value. A higher volatility
means that an investment’s value can potentially be spread out over a larger range of values.
** Based on annualised returns over any 20-year period
Mercer recommended investment strategy is a set of suggested allocations to asset classes that is generated using Mercer 20-year Capital Market Assumptions (“CMAs”). All
risks and returns projections in this section are statistical in nature, using Mercer CMAs for the underlying asset classes allocated in this strategy, without considering any
investment cost. Investors, implementing this strategy using appropriate Collective Investment Scheme (“CIS”) products as indicated below, are subjected to associated
investment costs, and may or may not experience risks and returns as projected by Mercer here, which have been derived using Mercer’s CMAs. Actual return and risks
experienced by investors is dependent on the combined performances of these allocated CISs.
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Recommended Implemented Solution
Lower Risk
PRUlink singapore dynamic bond fund

80%

PRUlink emerging markets fund

5%

PRUlink global managed fund

10%

PRUlink singapore growth fund

5%

Low to Medium Risk
PRUlink singapore dynamic bond fund

65%

PRUlink singapore growth fund

10%

PRUlink emerging markets fund

15%

PRUlink global managed fund

10%

Medium to High Risk
PRUlink singapore dynamic bond fund

50%

PRUlink singapore growth fund

10%

PRUlink emerging markets fund

25%

PRUlink global managed fund

10%

PRUlink asian equity fund

5%

Higher Risk
PRUlink singapore dynamic bond fund

35%

PRUlink singapore growth fund

15%

PRUlink emerging markets fund

30%

PRUlink global managed fund

10%

PRUlink asian equity fund

10%

Performance of Implemented Solution

Last 3 months
Returns (%)

Last 6 months
Returns (%)

Last 12 months
Returns (%)

Since Inception
Returns (% p.a.)

Lower Risk

0.4

-0.1

-0.2

3.2

Low to Medium Risk

0.0

-1.2

-0.7

3.1

Medium to High Risk

-0.2

-1.7

-0.4

3.3

Higher Risk

-0.4

-2.3

-0.4

3.1

Model Portfolio
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Lower Risk Model Portfolio Summary Funds Allocation
Mercer Recommended Investment Strategy
Investors with this risk profile are mainly concerned with capital stability. They are prepared to accept only a minimal
level of volatility. Overall returns are expected to be low relative to the other risk profiles.

Asset Allocation
Singapore Bond

80%

Global Bond

4%

Global Equity

6%

EM Equity

5%

Singapore Equity

5%

Expected Distribution of Returns for any 1-Year Investment Period

Investment Strategy
Expected Volatility*
= 4.1%

-2.7%

Return with 50% Probability** = 3.9%

10.9%

Range of possible returns with a 90% probability
* The “Investment Strategy Expected Volatility” is, assuming a normal distribution, the standard deviation of the statistical distribution of returns, which
are generated based on Mercer’s 20-year Capital Market Assumption. Volatility refers to the amount of uncertainty or risk about the size of changes in
an investment’s value. A higher volatility means that an investment’s value can potentially be spread out over a larger range of values.
** The “Return with 50% Probability” of an investment strategy represents the median return, which means that there is a 50% probability of achieving
returns below this median figure and a 50% probability of achieving returns above this median figure over any 20-year period.
Mercer recommended investment strategy is a set of suggested allocations to asset classes that is generated using Mercer 20-year Capital Market
Assumptions (“CMAs”). All risks and returns projections in this section are statistical in nature, using Mercer CMAs for the underlying asset classes
allocated in this strategy, without considering any investment cost. Investors, implementing this strategy using appropriate Collective Investment
Scheme (“CIS”) products as indicated below, are subjected to associated investment costs, and may or may not experience risks and returns as
projected by Mercer here, which have been derived using Mercer’s CMAs. Actual return and risks experienced by investors is dependent on the
combined performances of these allocated CISs.
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Recommended Implemented Solutions

Prulink Singapore Dynamic Bond Fund
Prulink Singapore Growth Fund
Prulink Emerging Markets Fund
Prulink Global Managed Fund

80%
5%
5%
10%

Changes to Model Portfolio (Over previous quarter)


In 3Q18, the allocation to Prulink Singapore Dynamic Bond Fund was increased by 5%, while the allocation
to Prulink Asian Equity Fund was reduced by 5%.

Performance of Implemented Solution
Last 3 Months
Returns (%)
Actual

Benchmark

Last 6 Months

Value
Actual
Added

Benchmark

Last 1 Year

Value
Actual
Added

Benchmark

Since Inception (p.a.)
Value
Actual
Added

Model
0.4
0.7
-0.3
-0.1
0.4
-0.5
-0.2
0.8
-1.0
Portfolio
Performance numbers of underlying funds are net of fund management fees but do not include other fees.

3.2

Benchmark

Value
Added

2.8

0.4

Portfolio Volatility (%)
1-Year
2.6
3-Year
Since
inception

3.2
3.2

The model portfolios started in
July 2010.

Portfolio Commentary
The portfolio returned 0.4% over the quarter, underperforming its reference composite benchmark by 0.3%. The
portfolio underperformed the Straits Times Index (1.3%) and the Markit iBoxx ALBI Singapore Government Bond
Index (0.7%).
On total return basis, all funds experienced positive performance for the quarter, except the Prulink Emerging Market
Fund. The PRUlink Global Managed Fund was the strongest performer, achieving 1.9% return.
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Low to Medium Risk Model Portfolio Summary Funds
Allocation
Mercer Recommended Investment Strategy
Investors are chiefly concerned with achieving stable returns, particularly of capital returns. They are willing to accept
a modest level of volatility to achieve these returns.

Asset Allocation
Singapore Bond

65%

Global Bond

4%

Global Equity

6%

EM Equity

15%

Singapore Equity

10%

Expected Distribution of Returns for any 1-Year Investment Period

Investment Strategy
Expected Volatility*
= 6.8%

-5.9%

Return with 50% Probability** = 4.7%

16.6%

Range of possible returns with a 90% probability
* The “Investment Strategy Expected Volatility” is, assuming a normal distribution, the standard deviation of the statistical distribution of returns, which
are generated based on Mercer’s 20-year Capital Market Assumption. Volatility refers to the amount of uncertainty or risk about the size of changes in
an investment’s value. A higher volatility means that an investment’s value can potentially be spread out over a larger range of values.
** The “Return with 50% Probability” of an investment strategy represents the median return, which means that there is a 50% probability of achieving
returns below this median figure and a 50% probability of achieving returns above this median figure over any 20-year period.
Mercer recommended investment strategy is a set of suggested allocations to asset classes that is generated using Mercer 20-year Capital Market
Assumptions (“CMAs”). All risks and returns projections in this section are statistical in nature, using Mercer CMAs for the underlying asset classes
allocated in this strategy, without considering any investment cost. Investors, implementing this strategy using appropriate Collective Investment
Scheme (“CIS”) products as indicated below, are subjected to associated investment costs, and may or may not experience risks and returns as
projected by Mercer here, which have been derived using Mercer’s CMAs. Actual return and risks experienced by investors is dependent on the
combined performances of these allocated CISs.
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Recommended Implemented Solutions

Prulink Singapore Dynamic Bond Fund
Prulink Singapore Growth Fund
Prulink Emerging Markets Fund
Prulink Global Managed Fund

65%
10%
15%
10%

Changes to Model Portfolio (Over previous quarter)


In 3Q18, the allocation to Prulink Global Managed Fund was increased by 5%, while the allocation to Prulink
Asian Equity Fund was reduced by 5%.

Performance of Implemented Solution
Last 3 Months
Returns (%)
Actual

Benchmark

Last 6 Months

Value
Actual
Added

Benchmark

Last 1 Year

Value
Actual
Added

Benchmark

Since Inception (p.a.)
Value
Actual
Added

Model
0.0
0.5
-0.5
-1.2
-0.6
-0.6
-0.7
0.7
-1.4
Portfolio
Performance numbers of underlying funds are net of fund management fees but do not include other fees.

3.1

Benchmark

Value
Added

3.5

-0.4

Portfolio Volatility (%)
1-Year
3.5
3-Year
Since
inception

4.2
3.8

The model portfolios started in
July 2010.

Portfolio Commentary
The portfolio returned 0% over the quarter, underperforming its reference composite benchmark by 0.5%. The
portfolio underperformed the Straits Times Index (1.3%) and Markit iBoxx ALBI Singapore Government Bond Index
(0.7%).
On total return basis, all funds experienced positive performance for the quarter, except the Prulink Emerging Market
Fund. The PRUlink Global Managed Fund was the strongest performer, achieving 1.9% return.

16

Mercer’s proposal for the Ministry of Finance – Accountant-General’s Department

Medium to High Risk Model Portfolio Summary Funds
Allocation
Mercer Recommended Investment Strategy
Investors within this risk profile aim to achieve capital growth over the medium to long-term. They are prepared to
accept higher volatility than Low to Medium risk profile to achieve this return.
Asset Allocation
Singapore Bond

50%

Global Bond

4%

Global Equity

6%

EM Equity

25%

Singapore Equity

10%

Asian Equity

5%

Expected Distribution of Returns for any 1-Year Investment Period

Investment Strategy
Expected Volatility*
= 10.2%

-10.0%

Return with 50% Probability** = 5.4%

23.5%

Range of possible returns with a 90% probability
* The “Investment Strategy Expected Volatility” is, assuming a normal distribution, the standard deviation of the statistical distribution of returns, which
are generated based on Mercer’s 20-year Capital Market Assumption. Volatility refers to the amount of uncertainty or risk about the size of changes in
an investment’s value. A higher volatility means that an investment’s value can potentially be spread out over a larger range of values.
** The “Return with 50% Probability” of an investment strategy represents the median return, which means that there is a 50% probability of achieving
returns below this median figure and a 50% probability of achieving returns above this median figure over any 20-year period.
Mercer recommended investment strategy is a set of suggested allocations to asset classes that is generated using Mercer 20-year Capital Market
Assumptions (“CMAs”). All risks and returns projections in this section are statistical in nature, using Mercer CMAs for the underlying asset classes
allocated in this strategy, without considering any investment cost. Investors, implementing this strategy using appropriate Collective Investment
Scheme (“CIS”) products as indicated below, are subjected to associated investment costs, and may or may not experience risks and returns as
projected by Mercer here, which have been derived using Mercer’s CMAs. Actual return and risks experienced by investors is dependent on the
combined performances of these allocated CISs.
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Recommended Implemented Solutions

Prulink Singapore Dynamic Bond Fund
Prulink Singapore Growth Fund
Prulink Emerging Markets Fund
Prulink Global Managed Fund
Prulink Asian Equity Fund

50%
10%
25%
10%
5%

Changes to Model Portfolio (Over previous quarter)


In 3Q18, the allocation to Prulink Singapore Dynamic Bond Fund was increased by 5%, while the allocation
to Prulink Asian Equity Fund was reduced by 5%.

Performance of Implemented Solution
Last 3 Months
Returns (%)
Actual

Benchmark

Last 6 Months

Value
Actual
Added

Benchmark

Last 1 Year

Value
Actual
Added

Benchmark

Since Inception (p.a.)
Value
Actual
Added

Model
-0.2
0.3
-0.5
-1.7
-0.9
-0.8
-0.4
1.4
-1.8
Portfolio
Performance numbers of underlying funds are net of fund management fees but do not include other fees.

3.3

Benchmark

Value
Added

4.2

-0.9

Portfolio Volatility (%)
1-Year
4.9
3-Year
Since
inception

5.3
5.2

The model portfolios started in
July 2010.

Portfolio Commentary
The portfolio returned -0.2% over the quarter, underperforming its reference composite benchmark by 0.5%. The
portfolio underperformed the Straits Times Index (1.3%) and Markit iBoxx ALBI Singapore Government Bond Index
(0.7%).
On total return basis, all funds experienced positive performance for the quarter, except the Prulink Emerging Market
Fund. The PRUlink Global Managed Fund was the strongest performer, achieving 1.9% return.
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Higher Risk Model Portfolio Summary Funds Allocation
Mercer Recommended Investment Strategy
Investors with this risk profile seek high growth over the long-term. They are willing to accept a high level of volatility to
achieve this so are not concerned about capital stability from year to year.
Asset Allocation
Singapore Bond

35%

Global Bond

4%

Global Equity

6%

EM Equity

30%

Singapore Equity

15%

Asian Equity

10%

Expected Distribution of Returns for any 1-Year Investment Period

Investment Strategy
Expected Volatility*
= 13.6%

-14.1%

Return with 50% Probability** = 6.0%

30.7%

Range of possible returns with a 90% probability
* The “Investment Strategy Expected Volatility” is, assuming a normal distribution, the standard deviation of the statistical distribution of returns, which
are generated based on Mercer’s 20-year Capital Market Assumption. Volatility refers to the amount of uncertainty or risk about the size of changes in
an investment’s value. A higher volatility means that an investment’s value can potentially be spread out over a larger range of values.
** The “Return with 50% Probability” of an investment strategy represents the median return, which means that there is a 50% probability of achieving
returns below this median figure and a 50% probability of achieving returns above this median figure over any 20-year period.
Mercer recommended investment strategy is a set of suggested allocations to asset classes that is generated using Mercer 20-year Capital Market
Assumptions (“CMAs”). All risks and returns projections in this section are statistical in nature, using Mercer CMAs for the underlying asset classes
allocated in this strategy, without considering any investment cost. Investors, implementing this strategy using appropriate Collective Investment
Scheme (“CIS”) products as indicated below, are subjected to associated investment costs, and may or may not experience risks and returns as
projected by Mercer here, which have been derived using Mercer’s CMAs. Actual return and risks experienced by investors is dependent on the
combined performances of these allocated CISs.
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Recommended Implemented Solutions

Prulink Singapore Dynamic Bond Fund
Prulink Singapore Growth Fund
Prulink Emerging Markets Fund
Prulink Global Managed Fund
Prulink Asian Equity Fund

35%
15%
30%
10%
10%

Changes to Model Portfolio (Over previous quarter)


In 3Q18, the allocation to Prulink Singapore Dynamic Bond Fund was increased by 5%, while the allocation
to Prulink Asian Equity Fund was reduced by 5%.

Performance of Implemented Solution
Last 3 Months
Returns (%)
Actual

Benchmark

Last 6 Months

Value
Actual
Added

Benchmark

Last 1 Year

Value
Actual
Added

Benchmark

Since Inception (p.a.)
Value
Actual
Added

Model
-0.4
0.2
-0.6
-2.3
-1.3
-1.0
-0.4
1.8
-2.2
Portfolio
Performance numbers of underlying funds are net of fund management fees but do not include other fees.

3.1

Benchmark

Value
Added

4.3

-1.1

Portfolio Volatility (%)
1-Year
6.3
3-Year
Since
inception

6.7
7.1

The model portfolios started in
July 2010.

Portfolio Commentary
The portfolio returned -0.4% over the quarter, underperforming its reference composite benchmark by 0.6%. The
portfolio underperformed the Straits Times Index (1.3%) and Markit iBoxx ALBI Singapore Government Bond Index
(0.7%).
On total return basis, all funds experienced positive performance for the quarter, except the Prulink Emerging Market
Fund. The PRUlink Global Managed Fund was the strongest performer, achieving 1.9% return.
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Disclaimers
Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2018 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive use of
the parties to whom it was provided by Mercer. Its content may not be modified, sold or otherwise
provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission. The
findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject
to change without notice. They are not intended to convey any guarantees as to the future performance of
the investment products, asset classes or capital markets discussed. Past performance does not
guarantee future results.
This does not contain investment advice or constitute individualized 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 contained herein has been obtained from a range of third party sources. While the information
is believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no
representations or warranties as to the accuracy of the information presented and takes no responsibility
or liability (including for indirect, consequential or incidental damages), for any error, omission or
inaccuracy in the data supplied by any third party.
This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or
any other financial instruments or products or constitute a solicitation on behalf of any of the investment
managers, their affiliates, products or strategies the information of which may be contained herein. Such
an offer may be made only by delivery of separate confidential offering documents to institutional
investors or other qualified investors pursuant to the private placement provisions of the Securities and
Futures Act (Cap. 289 of Singapore) and relevant rules and regulations. The contents and information
contained herein have not been reviewed nor endorsed by the Monetary Authority of Singapore and/or
any other regulatory authorities.
The information contained herein may not adequately take into account the recipient’s particular
investment objectives, financial situations, or needs. Prospective investors should consult their legal, tax
and financial advisers as to the consequences of an investment. Any manager mix and portfolio structure
which may be provided herein are for illustrative purposes only and subject to change. The inclusion of
any investment herein does not represent a recommendation of that investment. All investments
experience gain or loss. An investor may lose all or a substantial part of its investment in any private
investment vehicle. There can be no assurance that the investment objectives of any fund managed by
Mercer will be achieved.
For Mercer’s conflict of interest
www.mercer.com/conflictsofinterest.

disclosures,

contact

your

Mercer

representative

or

see

For the most recent approved ratings of an investment strategy, and a fuller explanation of their
meanings, contact your Mercer representative.
Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer
group comparisons over a chosen timeframe. Mercer does not assert that the peer groups are wholly
representative of and applicable to all strategies available to investors .
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