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’- This is not an easy match!”
What can be done to manage pensions in a world of
low interest rates in the long term

Bjorn Hamre, Director KLP, Norway
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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
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International and Norwegian key policy rates
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(status spring 2009)

International and Norwegian key policy rates

KLP pension fund challenge:
How: to fullfillla_guaranteed return_of 3,296?
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FINANCIAL NEWS ”- You'll never walk alone
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Dutch pension fund ABP threatens to cut payments
Dowe Jones Mewswires

10 Sep 2010

ABP, one of the world's largest pension funds warned on Friday that it may have to reduce pel
and called on authorities to change regulations, as histori
difficult for it to maintain guarantees under current valuati

ion payments
ally low interest rates are making it increasingly
nrules,

The pension fund also warned that higher life expectancy will have a bigger negative

impact than previously expected T WS (RS

SAVE FOR LATER

Experts =say that the MNetherlands' generous pension system, inwhich many citizens EMAIL & FRIEND
over the age of 65 receive 70% ofthe net minimum wage, needs to prepare for a SEMD LS YOLR
drastic restructuring to cope with these challenges FEEDEIACK,

ABP, which covers 2.8 million active and retired civil servants and teachers in the
Metherlands, said Friday it may have to cut pension payments as of 2011 because STORY TAGS
its coverage ratio--a gauge that measures the fund's assets relative toits liabilities—
dropped to 88% in August, far below the legally reguired minimurm of 105%.

It said it may not be able to guarantee current pavout levels atthe end of the vear,
adding that it will assess ifitneeds to take additional measures atthe beginning of
2011

GOOGLE ADS
Itis another setback for ABP, which was hit hard by the financial crisis. The fund,
which currently has €218bn worth of assets under management, lost around 20% of
its total capital in 2008, although it managed to offset most of these losses since
2009

ABF said the low interest rate environment was the main cause ofthe current
ghortfall and called on authorities to change regulations. Under Dutch law, pension
funds have to use market interest rates to value their long-term liahilities.

e . massasje
o mer Inntil -70%

| On Wednesday, 1st September, 2010 Life Insurance Gorporation (LIG) announced that it
will launch a new unit-linked pension scheme, Pension Plus with minimum guaranteed

I Licer return of 4.5 per cent on Thursday 2nd Sept, 2010,

”- Some like it hot ...”

R Siragd 91

LIFE INSURANCE CORPORATION OF INDIA

sccording to T S Ramakrishnan, LIC senior divisional manager, “The new scheme comes with lots of
benefits, Minimurn rate of interest of 4.5 per cent is guarantesd on new unique pension plan and after
maturity, one-third of the corpus can be withdrawn as a lumpsum amount”,

He also said that, “The remaining two-thirds wouwld be paid in either monthly or half-yearly
installments after maturity, which would be decided by the policy holders”,
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Country Rate Central Bank

HMorge 2,00 Horges Bank

[slnd 7,00 Setlabanki fslands

Swverige 0,75 Sveriges Rikshank

Dianrnark 0,75 Dianrarks Nationalbank

England 0,50 Bank of England

Seits 0,53 Swiss Mational Bank

Foussland 7,75 The Central Bank of the Fussian Federation

[Exrn-landene 1,00 The Furopesn Central Bank

[AEFN 0,25 BOG of the Federal Reserve System

Canada 0,75 Bank of Canada

Iylexdco 4,50 Banko de Ilexdco

Klina 531 The People's bank of Ching

Japan 0,10 Bank of Japan

India 5,50 Beserve Pank of India

T hailand 1,50 Bank of Thailand

Singapore 425 Mlonetary Authority of Singapore

Hong Kong 525 Hong Kong Monetary &utorithy

Sar Korea 2,45 The Bank of Korea

& ustralia 4,50 Beserve Bank of Australia

Isracl 3,00 Bank of [arael

Ezypt 8,25 Central Bark of Egwpt

Irak 6,00 Central Bank of Irag

Sar Afrika 6,50 South &{rican Reserve Bank

Brasil 10,25 Banco Central do Brasil
I(]-1 Chile 1,00 Baneo Central do Chile

Central bank key
interest rates
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For how long will these
interest levels last?
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The effect of currency hedging (here: US $ vs NOK)
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FINANSTILSYNET
THE FINANCIAL SUPERVISORY Bank og Forsikring g | “erdipapir- Materte foretak | Revisjon Ekstern
AUTHORITY OF NORWAY finans pensjon omradet Prospekter regnskapsfarir

g

————  Foride/ . /Finang \é i meﬁlutt A DErPgnmgsrﬂntEn i \Ivsfnr’swkr\ng
Aktuelt .fﬁ H

Om Finanstilsynet

A\
fin SZDEHEI\\‘e 30. august 2010~ =

Presse &ﬁ‘
e eX é aiﬁs\ynet har besluttet 4 sette ned
“"a“‘“““"a’ ' \N yningsrenten i livsforsikring

Kansesjol
P“ SO( Finanstilsynet har besluttet 4 sette ned den maksimale beregningsrenten

Dokumertsek
— i livsforsikring til 2,5 prosent for alle livsforsikringskontrakter som
Arsmelding etableres etter 1. januar 2011. Videre er det besluttet at hayeste tillatte

beregningsrente som norske livsforsikringsselskaper og pensjonskasser
kan anvende ved beregning av premier og forsikringsmessige

avsetninger for ny pensjonsopptjening for kollektive rente- og
pensjonsforsikringer skal veere hoyst 2,5 prosent fra 1. januar 2012.
Finanstilsynet skal av soliditetsmessige drsaker fastsette den heyeste rentesats som
livsforsikringsselskaper og pensjonskasser kan anvende ved beregning av premier og

forsikringsmessige avsetninger. Valget av beregningsrente i narsk livsforsikring er blant annet
avhengig av det langsiktige renteniviet

Tilstanden i finansmarkedet
Ahonnement
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DB schemes; A substantial risk
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Norwegian life insurance:
Allocation of central financial assets - in 2 of total assets
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] (Source: 'Finanstilsynet’ Oct 2010)
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Norwegian life insurance; value adjusted return
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Can we trust the experts’ forecasts? Outlook June 2008 ...
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. Chart 1.15a Projected key policy rate in the
baseline scenario with fan chart. Per cent.
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..... 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
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The duration problem in a low-rate scenario

Rekordhey risiko for

e bond investors

obligasjonsinvestorer

FinANS: En moderat renteakning vil forarsake
storre tap for investorer i bedriftsobligasjoner
ennnoengang tidligere, ifelge Bloomberg.

THOMAS HILMERSEN 976 —/0

THOMAS. HILMERSENSFINANSAVISEN NG

Arsaken er atinvestorene har mit-

tet g langt ut pd rentekuryen for &
otta en akseptabel rente.

For eksempel har en investar
som krever fire prosent rente mét-
tet bevege seg fra firedrige bedriftso-
bligasjoner farste kvartal 2009 til
hele 15 &r i dag, ifolge BNP Paribas.

errill Lynch’ indekser viser den
samme trenden, Smittdurasjonen,
som miler obligasjonskursenes
folsomhet til renteendringer, ligger
i pA 5,69 i — mer enn noen gang

«lp

sensitiviteten il mange investorer  lange obligasjoner. Ifolge Bloomberg
sannsynligvis steget hadde 29 prosent av obligasjonene

Analytikerne har beg som bl let i august en lepetid
4bekymre seg over hva som vil skje,  pd ti dr eller mer. Andelen har ikke

dersom rentene faktisk skulle be-

vaert hoyere siden desember 2007.

prosent. I Tyskland betalte tidrige
statsobligasjoner bare 2,09 prosent.

Anbefaler korte rentepapirer

Wilander og andre strateger har

vege seg bort fra = Etamerikansk  advart at de ekstremt lave rentene
tidligere. dagens rekord- , Med Iengre dura b i kan veere et ¢ fenomen.
fave nivier sjoni portefoljene - Varkortskii ing for
Rekordhay Et eksempel  blir ogsdtapenestorre,  utstedetsigaren  september erd undervekie lange
Utviklingen inneberer imidlertid Icr Telecom Ita- dersom rentene skulle 100-arig obliga-  renter, samtidig som viligger npy-
okt risiko for investorene. s 5,25 prosent sjon. Deter forste  tralvektet korte renter, sier Nordea-
~ Med joni portefol. Jobligas m  stigemerennmarkedet  gangsiden2005at strategen.
jene blir ogsi tapene sterre, dersom. Qutleper i 2055. Flisl!flllll noe slikt skjer. ~ Innenfor lange renter overvek-
rentene skulle stige mer enn mar- fHer vil en ek- "FREDRIK WILANDER, STRATEG Samtidig falt  terviselskapsobligasjoner og under-
kedet priser inn, forklarer strategen fining i rentene pi § snittrenten for vekter statsobligasjoner.
Fredrik Wilander i Nordea. 0,5 prosent fordrsake etkursfall pd  Merrill Lyneh’ globale bedriftso-  Wilander baserer sitt syn pa at
~ Ltillepg blir prisen pd en obli- ~ hele seks prosent. bligasjonsindeks til rekordlave 344  bedre makrookonomiske utsikter
gasjon mer folsom overfor renteend- prosent pi tampen av forri ogleller akt risikoappetitt i
ringer, dersom renten pd obligasjo-  Selger lange obligasjoner Ogsh renten pi i i i
nen erlav. Gitt at lange renter har ~ Telecom Ttalia og andre drarnytteav  kansk igasj niddeen b
falt i den siste maneden, har rente-  de sveert lave rentene til 4 lempe ut  ny bunn i august, fattigslige 0,45  rentepislag for selskapsobligasjoner.
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Allocation of financial assets as at 31.12.2009

Norway'’s three largest life insurance companies

% Equity | Bonds, money Held-to- |Lending, |Real Total
market a.o. maturity |morgage |estate %
bonds
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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... but are the
authorities,
politicians and
the regulatory
framework

in favour of it?
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Basel 111 ...... _~ German banks need 50 billion euros -

Germany's tap 10 banks will need to raise 50 billion euros in
new capital o meet proposed new global banking rules due
to go into effectin 2014, the weekly Der Spiegel reports

Citing a confidential document from the Bundeshank,
Germany's central bank, the weekly said the banks should be
able to raise 40 billion euros by setting aside a portion of
future profits and by raising funds on the markets

nseil européen informel
Brumeles - 11 fewvier 2000

.. look to Norway. 28
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Some indications as to what can be done

v’ Still precautious (and reluctant?) to escalate in equities

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

v Invest in highly rated corporate bonds

v Benefit from held-to-maturity bond portfolio

v Seek new asset classes; i.e. infrastructure, energy, environment
v Increased real estate/ property investment level

v Reconsider framework ; Counter-cyclical funding regulations

Stay alert!

bjorn.hamre@klp.no
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