Top BEuropean Asset Managers Guide
Institutions on Tough Challenges

2017 Greenwich Leaders: Continental European Institutional Investment Management

European institutions contending with a set of formidable challenges—including sweeping regulatory reforms,
persistently low interest rates and the threat of increased volatility—are turning to asset management firms for advice
and assistance on these critical issues. That demand for support is giving a boost to pan-European, multi-asset-class

managers like Allianz Global Investors—the 2017 Greenwich Quality Leader®™ in Continental European Institutional
Investment Management.
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As part of its 2017 research program, Greenwich Associates interviewed 757 key decision-makers at Europe’s largest
institutional investors. These professionals were asked to name the external asset managers their organizations employ
and to rate the quality delivered by these firms in a series of investment and service categories. Firms that receive
client ratings topping those awarded to competitors by a statistically significant margin were named Quality Leaders.
“In 2017, only AllianzGl qualifies for that title,” says Greenwich Associates Managing Director Markus Ohlig.

AllianzGl and other large asset managers are benefiting from institutions’ requests for assistance on three issues rated
as top-of-mind by the investment professionals participating in the Greenwich Associates study:

1. The need to comply with new regulations and standards;

2. Concerns about increasing volatility levels, and

3. Finding incremental investment returns in an era of low interest rates and yields.
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Adapting to Regulations, ESG Considerations

European institutions are working to comply with a raft of new Europe-wide regulations, including EMIR, Solvency I
and MIFID I, as well as reforms at the national level. At the same time, institutions are revamping internal practices in
accordance with environmental, social and governance (ESG) considerations, socially responsible investing (SRI) and
other standards taking deeper hold in the investment industry and in their own organizations. The second issue cited

by study participants might come as a surprise, since volatility levels in equities and fixed income have been hovering
near historic lows. However, portfolio managers and other investment professionals are anxious about a host of political,
regulatory and market/economic factors that could trigger a sudden spike in volatility.

The related tasks of complying with new rules and putting in place risk management strategies to protect their
portfolios against volatility has consumed significant time and attention for senior leadership of Europe’s institutions.
But institutions now have been working on these issues the past several years—in many cases with expert advice from
asset managers. “By 2017, many of Europe’s largest institutions have made enough progress in these areas to focus on
their next pressing issue: diversifying their portfolios to find new sources of investment returns in an era of historically
low interest rates,” says Markus Ohlig.

An investment professional for a Norwegian corporate pension fund summed up the perspective of many of the
institutions in the study. “Regulations and increased market volatility are issues that take much of our attention these
days, as is the historically low interest-rate level and our expectations for it to come up soon. To address these issues,
we are looking at alternatives to improve our fixed-income yield. We have already moved our fixed-income assets into
global high-yield bonds for the most part, and we are looking more closely at emerging market debt and loans.”

3-YEAR EXPECTATIONS OF SELECTED ASSET ALLOCATION CHANGES—
INSTITUTIONAL INVESTORS
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Domestic government bonds
European government bonds 12%

European equities

Global equities

Emerging market equities

Private equity

Infrastructure

Real estate 19%

% of continental European investors

Note: Based on 757 responses.
Source: Greenwich Associates 2017 Continental Europe Institutional Investors Study
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Diversifying Portfolios to Meet Targets

A similar pattern is playing out across the European market: Institutions recognize the need to diversify their portfolios
to meet return targets. However, these ambitions are challenged by regulatory and risk management constraints that
limit the amount they can invest in asset classes seen as having higher return potential. Nevertheless, institutions are
finding opportunities to shift assets into “higher octane” asset classes. While those asset classes include equities and
real assets, many of the biggest shifts are occurring within fixed-income portfolios, where institutions are moving from
domestic and European government bonds into “specialty” strategies, such as high-yield bonds and emerging markets
debt.

Over the next three years, assets are expected to continue flowing into these specialist fixed-income categories, as
well as into private equity, infrastructure and real estate. Institutions expect inflows to hedge funds to be much more
modest. “While hedge funds have fallen short of expectations performance-wise, institutions now have access to multi-
asset funds that perform some of the same functions as a global macro hedge fund strategy—but without the ‘two and
twenty’ price tag,” says Greenwich Associates consultant Mark Buckley.

As institutions diversify away from domestic and European government bonds, they are moving further from the
comfort area of internal investment professionals. The share of European institutions describing themselves as “expert
and well resourced” to manage their investments has been declining for the past two years. Meanwhile, the share of
institutions saying they are reliant on external advice climbed over the past 12 months. “Institutions’ reliance on external
expertise has created a window of opportunity for asset managers like AllianzGl that are stepping up with advice and
solutions,” says Markus Ohlig.

MEASURING PORTFOLIO CARBON EXPOSURES

Nordic institutions are leading a movement to measure the carbon exposure of their
investment portfolios. Forty-three percent of Finnish companies participating in

the Greenwich Associates 2017 study currently track the carbon exposure of their
investment portfolios, and 96% expect to be doing so within two years. In Sweden,
28% already track these exposures and another 28% expect to start doing so by 2019.

Although the concept of measuring carbon exposures and footprints is gaining
momentum among institutional investors, adoption of this practice varies widely
across the Continent. For example, less than 5% of German institutions measure
carbon exposures, and only about 5% expect to start doing so within the next two
years.

Most institutions that have adopted the practice have done so as part of their
organizations’ ESG programs. However, more than a quarter of institutions that track
carbon exposures say they do so as a portfolio risk management measure, while 16%
do so to manage regulatory risk.
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Institutions’ practices regarding carbon emissions and climate change are driven by

a combination of regulations, political expectations and public perceptions or social
sentiment. “In France, investors are required by law to report on their climate impact,”
says Maximilian Horster, a Managing Director at ISS-Ethix Climate Solutions and a
presenter at the Greenwich Associates 2017 Competitive Challenges Conference.
“Swedish and Finnish institutional investors see a strong ask by their governments to
disclose climate risks, and the Dutch institutions are influenced by the fact that the
public is very aware of the investment behaviors of their pension plans. Germany, at
the other end of the scale, is historically a country of savers rather than investors, and
the Swiss government is still quite hesitant to ask for too much transparency from the
financial industry.”

Consultants Mark Buckley and Markus Ohlig advise on the investment management market in Continental Europe.

METHODOLOGY

During the first quarter of 2017, Greenwich Associates conducted in-depth interviews with 757 key decision-makers at the largest
Continental European institutional investors. Institutions included Continental European corporate, public, and industry-wide
defined-benefit, defined-contribution and hybrid pension funds, banks (including Sparkassen in Germany), foundations and
churches, insurance and reinsurance companies, sovereign pension reserve funds, and other non-pension institutional investors
including official institutions, central banks, monetary authorities, sovereign wealth funds, and supranationals.
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