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Bonjour, la France!
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Bonjour, la France!
- J’ai un message
pour vous ……. 
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EAPSPI, Paris 22 Oct 2010

”- This is not an easy match!”
What can be done to manage pensions in a world of 

low interest rates in the long term  

Björn Hamre, Director  KLP,  Norway
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How tough was the 2008 financial crisis?

Spread BBB rated Credit bonds vs Gov.bonds (in %) 
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(Source: Bloomberg, Ecowin)

Value of  U.S. bank stocks (rebased; index 100 at 1st Jan 2005) 
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Three stock indices; relative change 1st Jan 2010 – ytd

(as at Oct 20)
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The “price” on CDS for some 5 Y Gov Bonds 

(basis points)

Greece

Ireland

Portugal
Spain
Italy
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International and Norwegian key policy rates 

1999     2000   2001    2002    2003    2004     2005    2006   2007    2008    2009

Euro

Norway
USA

(status spring 2009)
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International and Norwegian key policy rates 

1999     2000   2001    2002    2003    2004     2005    2006   2007    2008    2009

Euro

Norway
USA

KLP pension fund challenge: KLP pension fund challenge: 
How to fullfill a guaranteed return of 3,2%? How to fullfill a guaranteed return of 3,2%? 

Oct.
2010
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”- You’ll never walk alone  …”

”- Some like it hot …”
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(as at Oct. 2010) 

Central bank key 
interest rates

Country   Rate         Central Bank
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(as at Oct. 2010) 

Central bank key 
interest rates

For how long will these 
interest levels last? 

Country   Rate         Central Bank
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The effect of currency hedging (here: US $ vs NOK)
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A lower m
aximum discount ra

te 

A lower m
aximum discount ra

te 

in Norw
egian life

 insurance

in Norw
egian life

 insurance
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DB schemes; A substaDB schemes; A substantial riskntial risk
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Norwegian life insurance:
Allocation of central financial assets - in % of total assets 

(Source: ’Finanstilsynet’ Oct 2010)

Equities              Bonds           Held-to-maturity bonds
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Norwegian life insurance; value adjusted return 

(Source: FNO)
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Chart 1.15a Projected key policy rate in the 
baseline scenario with fan chart. Per cent.

90% 70% 50% 30%

Can we trust the experts’ forecasts?  Outlook June 2008 …

20



EAPSPI, Paris 2010 11

0

1

2

3

4

5

6

7

8

9

mar.06 mar.07 mar.08 mar.09 mar.10 mar.11
0

1

2

3

4

5

6

7

8

9

Chart 1.15a Projected key policy rate in the 
baseline scenario with fan chart. Per cent.

90% 70% 50% 30%

….. the result, ….. and the new outlook June 2010 …
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The long term interest scenario

Norwegian yield curve based on money market and swap  

(as at October 2010)

12 months back

Current

One month back 
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The duration problem in a low-rate scenario 

i.e. All-time high risk for corporate bond investors
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The duration problem in a low-rate scenario 

All-time high risk for corporate bond investors

The duratio
n 

The duratio
n ””mismatch

mismatch
”” betw

een

betw
een

the assets and th
e lia

bilit
ies !

the assets and th
e lia

bilit
ies !
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Allocation of financial assets as at 31.12.2009

Norway’s three largest life insurance companies

[1]

%     Equity Bonds, money 
market a.o.

Held-to-
maturity 
bonds

Lending,
morgage

Real 
estate

Total
%

KLP 12 28 35 14 11 100

Storebrand 11 48 23 2 16 100

Vital 13 34 36 0 17 100

(Source: Annual Reports, inv.rel.present.)
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Looking for new 
asset classes?
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Alternatives are being considered …..

… but are the 
authorities, 
politicians and
the regulatory
framework
in favour of it?
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Basel III ……->

…. and Solvency II
as to apply from 2013  

… look to Norway. 28
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Still precautious (and reluctant?) to escalate in equities

Use of derivatives, incl. CPPI (a security derivative) strategy

Invest in highly rated corporate bonds

Benefit from held-to-maturity bond portfolio 

Seek new asset classes; i.e. infrastructure, energy, environment 

Increased real estate/ property investment level 

Reconsider framework ; Counter-cyclical funding regulations  

Some indications as to what can be done
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Stay alert!

bjorn.hamre@klp.no
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