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nlt was the best of times, it was the worst of times,

it was the age of wisdom, it was the age of foolishness,
it was the epoch of belief, it was the epoch of incredulity,
it was the season of Light, it was the season of Darkness,
it was the spring of hope, it was the winter of despair,
we had everything before us, we had nothing before us,
we were all going direct to Heaven, we were all going direct the other way,

in short, the period was so far like the present period, @& .

Source : Tale of two Cities (1859), Charles Dickens
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Alt was the best of times, it was the worst of times,

it was the age of market consistency, it was the age of matching adjustment,

it was the epoch of swap discounting, it was the epoch of fundamental spread,
it was the season of internal model, it was the season of standard formulae,
it was the spring of capital allocation, it was the winter of asset allocation,

we had everything before us, we had nothing before us,

we were all going direct to transitionals, we were all going direct the other way

in short, the period was so far like the presentper i od, ¢é.
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It was the best of times,
It was the worst of times

A Asset strategy is evolving and driven by more than regulatory changes.
A Optimal asset allocation is an ideal.

A Efficient frontiers are fine in theory but are not optimal once you allow for
fundamental and practical considerations.

A A collaborative and evolutionary approach is essential where
A asset owners recognise that portfolio objectives differ with liabilities
A asset managers adapt to the specific needs of each client.
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It was the age of wisdom,
It was the age of foolishness,

We look at bringing theoretical and practical asset allocation together

A Multi asset allocation
A The theory and how asset managers do it

A How insurers do it in practice
A A matching adjustment case study

A Adapting to the specific needs of insurers
A An emerging market debt example
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Multi asset allocation

The theory and how asset managers do it




Multl asset allocation

We look at bringing theoretical and practical asset allocation
together for a portfolio of

Developed Market Equity (DE)
Emerging Market Equity (EE)
10 year US Treasuries (UST)
10 year German Bunds (DT)
Investment Grade Credit (IGC)
High Yield Credit (HYC)
Emerging Market Debt (EMD)
Inflation linked US Treasuries (TIPS)
Inflation linked German Bunds (D IL)
Cash

A ltwastheageofimean SCRO optimisati on

A ltwastheageofimean varianceo opt.i mggése}tttit on
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Multl asset allocation

Example market correlations used by asset manager

T C D S IL S

was the epoch of 1 standard N
==

deviation VaR,
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N

| was the season of Solvency I
correlations, it was the season
of market correlations

Solvency Il standard formula correlations

Source : EIOPA, BMO Global Asset Management 5
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Allocation (%)

Multl asset allocation

Asset manager
nMean varianceoOo nHMean

100% 100%
90% 90%
80% 80%
70% = 70%
60% < 60%
o

50% = 50%
(8}
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A Source : BMO Global Asset Management, for illustrative purposes only

Solvency Il optimisation

SCRO
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Volatility (%)
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Multl asset allocation
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10 . . . Example of Actual Portfolio
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Multl asset allocation

Asset managers will have regard to a range of scenarios

AAn AORSAO approach
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How Insurers do It in practice

A matching adjustment case study




Efficient frontier: Path to target SAA

Strategic asset allocation across broad asset 4 —sStepl-Noconstraints  ====Step2- Capital constraints
. . . . . - igh i f h
classes, including weight and capital constraints Sieps-ieignteonstians -« Aller® months
® Today After 12 months

Solvency Il impacts
less capital efficient asset classes e.g. credit

Other assets excluded e.g. growth assets in
MA or some securitisations

Return

Implementing the asset class
Path to target SAA
Solvency Il impacts )
Eligibility criteria
Reporting and look-through requirements

SCR categorisation
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How Iinsurers do it Iin practice

How do we manage credit in the matching adjustment funds?

-

Active model

~

-

New model

~

>

Index benchmark-based
Targets right objectives?
Inappropriate for annuity

assets

A

B>

-

No index benchmark
ABuy and
Minimise defaults and

downgrades

mai nt

A

/

A 4

/

Meeting strategic objectives

~

A Rate matching
A Economic/regulatory risk
A S2 capital ratio, MA

L

-

Passive model

~

A Buy & hold or buy & forget?
O0A  One-off allocation exercises
A May not pre-empt corporate
k actions j
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How insurers do it Iin practice

Investment grade bond spreads
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How insurers do it Iin practice
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How insurers do it Iin practice

A matching adjustment case study
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How insurers do it Iin practice
A matching adjustment case study

BBB bond spreads

Source: Bank of America Merrill Lynch 31-Dec-15




