« In difficult times, preserving value
through finance is already quite a
challenge»
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Q FP Was pre crisis growth sustainable ?7?

Net foreign borrower

The United States runs persistent balance of trade and current account deficits.
‘and uses foreign capital to finance the difference between domestic investment

and domestic savings.
(percent of GDP) (percent of GDP)
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Source: IMF, World Econamic Outiook, Aprif 2011,
Mote: The balance of payments is the curment account plus the capital account, |
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Q FP An inconvenient truth: the last 30 years growth was not

"As long as the
music Is
playing, you've
got to get up
and dance.
We're still
dancing".

—— FORENORD BY ORVIUF. SWENSEN —

Chuck Prince,
ex Citi CEO
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30 years of a one side bet
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Q_\FP Public indebtedness was already high before the cri SIS

European Debt-to-GDP Ratios

General Government Consolidated Gross Debt
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Q.\F R Central banks do their best !

600 - === Bilan FED (mds$) Base 100 dec-2000
===Bilan BoJ (mds de yens) Base 100 dec-2000 561
=== Bilan BCE (mds d'euros) Base 100 dec-2000

500 ~

Monetary base has

strongly increased 400 |
But with what impact: 200 | -
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Sources : MACRORAMA, Feri
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Q.\F s Getting closer to a very scary situation
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Euro zone is getting closer to outright deflation

Inflation mondiale, glissement annuel
6%

5%

4%

3%

2% I N9 S — L2 3%

1%

0.7%

0%

== Zone Euro
10 ! ! | |
02 03 04 05 06 o7 08 09 10 11 12 13

6 —41 mm Etablissement de Retraite additionnelle de la Fonction publique — 12, rue Portalis - CS 40 007 - 75381 Paris Cedex 08 — www.rafp.fr



Retraite
additionnelle
de la Fonction
publique N

Activity remains weak
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Entering uncharted territories?
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1990-1994

9—141

You would not buy that asset, now...... Would you?

-+ el =10.000

age 2.U20

M Last Price 1.17
T High on 09/28/90 10
L Low on 11/04/14 1170 |

=3 000

= 0.000
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= 2.000
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1995-1999

« Funny » that pension funds
are encouraged to « derisk »
their balance sheets by
buying more bonds.........

When those bonds have
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Q.\Fgggg;m,e Liquidity has to go somewhere... A lasting low yield

de la Fonction

publique I enVIFOnment’???f)

After too much pessimism back to too much optimism???

Les écarts de taux diminuent en Europe
Lis & spraads « enire le taux & 10hans de chaque pavs of le taux § 10 et alarmand, e points
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Govies

From risk free
asset

to

High risk no
return asset

Buying peripherals: still an option ???
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Liquidity has to go somewhere !
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Corporate bonds: Should | stay or should | go ?
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Q_\FP High yield is pricey too

Evolution sur 5 ans des obligations "High Yield" US
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. 160,00
Becoming
. 140,00
pricey /-/’v\\l"’
120,00 A/
B ut 100,00 T T T T 1
21/08/09 21/08/10 21/08/11 21/08/12 21/08/13 21/08/14
=== Barclays US Corporate High Yield
Expected
: Spread to worst Yield to worst
default still P ks
X0 20-year average=587bp 1 - gc g& 20-year average=9.69%
reasonable 1800bp 20-year median=523bp Dec-08 19.0% - = 20-year median=9.24% pec 0
16000 | Dec90 _— 1925bp 17.0% 2092% L)
B 1400bp 1070 B 15.0% Nov-00
] —
,?_, 1200bp K 1 21-Aug14 = 14.80%
8 1000bp
5 800bp
600bp
400bp
200bp
Source: J.P Morgan Source: J.P.Morgan

14 — 41 mm Etablissement de Retraite additionnelle de la Fonction publique — 12, rue Portalis - CS 40 007 - 75381 Paris Cedex 08 — www.rafp.fr



Q.\FP For the patient long term investor High yield is st il

e worth considering
pub?iquec-
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How do we get out of QE ?
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Taper: talper:

The roll over option : v. a) to gradually decrease, as in action or
force
There is still an open question : are those b) to grow gradually lean

assets bought by central banks supposed to
be sold back to investors?

2000

Excess Reserves of Depositary Institutions
(1959-2013)
_ ($bn)
The furnace option : let’s burn them all !!!!
1500 +
1000
There is just one little problem: Can you push on )
a string?
Milennium Bug
‘Panic’
; S
1960 1970 1980 1990 2000 2010
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Q.\FP Will there be a restructuring of the debt?

BCG 2011 : the looming threat of debt restructuring

Financial debt can be restructured
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Q-\FP A NEW GLOBAL THREAT : debt overhang and

~ Click to see how global economic forces have affected debt-to-GDP ratios
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Source: Eeal Time Economics

Actually, the deleveraging has not started

http://www.riskreversal.com/2013/05/28/chart-of-the-

day-global-debt-dynamics/
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Govies: a risk free asset?
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Collateral Damage

Back to Mesopotamia? BUG

TrE Boston ConsurTiNG GRoup

The Looming Threat of Debt Restructuring

EXHIBIT 1 | Real Total Debt Levels Have Almost Quadrupled Since 1980

Nonfinancial-sector debt

As a percentage of GDP? Real levels, deflated by consumer prices-
330 700
280 : 600

230 500
180 400
130 i i 300

80 /‘:_‘_”'/’—"f%__—__/’ 200

30 100 o :

1985 1990 1995 2000 2005 2010 1985 1890 1985 2000 2005 2010

— Total — Government ~— Private sector Household -— Corporate

Source: Stephen Cecchetti, Madhusudan Mohanty, and Fabrizio Zampolli, "The Real Effects of Debt," BIS Working Paper No. 352, September 2011.

*Simple averages for 18 OECD countries and the U.S.
*1980 = 100; simple averages for 16 OECD countries.
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Q_\FP Govies: a risk free asset?

Necessary debt reduction to reach 180 percent debt-to-GDP ratio Changes proposed by the IMF:
D @ @ @ @ @ @ @ DG *  amodification of the equal
et treatment “pari passu” clause
400 used by US hedge funds to claim
o tal full repayment on Argentine
% 17| IR bonds.
00| =1 [54] o e | R > to explicitly exclude th
Wi { - "",'.'6: 180%
" 63 B E N B8R e ol Wl threshold _O e?<p ICitly exclude the
100 | €5 f€° e | B obligation to pay holdout
" | 53 _ investors.
Germany [taly Spain Ireland
G | .S. . .
s O Toles Rapgne A8 * inclusion of a clause that can
[ 1Household debt [ Corporate debt [l Government debt blnd a” inveStorS tO d dECiSion

made by a supermajority of 75
per cent of creditors if a country
defaults and attempts to
restructure its debt.

Sources: Eurostat; Federal Reserve; Thomson Reuters Datastream; BCG analysis.
Note: All data as of 2009.
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Quick buck artists come and
go with every bull

market but the steady
players make it through

the bear markets.
Mannheim (Wall Street)

garyvarvel.com

21 —41

Is there an urgency exit through inflation?

% Rendements réels frangais
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Break even francais
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Q FP How to make good on promises to pay underpriced
'\ b benefits?

Towards social benefits restructuring?
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Q_\FP Over optimistic assumptions and enduring

- Liabilities have been "underpriced”

= Retirement benefits too generous

= The higher the discount rate the cheaper
the cost

P
-
-

Discount rate :
_ 1%

= What happens if the actual rate of return
iIs much lower than the discount rate

- If the actual return is 3,5% (vs. an it nalci]
expected return of 7%), )

== | am short by 318
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Q.\Fisafiiinele WHAT HAPPENS WHEN YOU HAVE BEEN TOO
i OPTIMISTIC ?

With three, five and 10-year
stock returns negative

= there is no way
companies should be
assuming 8 percent returns
on their pension funds.

DSt
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Q_\FIJ RUDE AWAKENING OR HARD LANDING!!!

I Pension funding gaps, big and small

Adjusted net pension liabilities
as % of state revenues, 2012 or latest available

Rank State % Rank State %
1 Illinois 241 41 S.Dakota 21
o Connectlcut190 420hlo ............. 20
3 ..... I(entncky ...... 141 43Tennessee ...... 19
e NewJersey137 44Flonda .......... 19

-------------------------------------------------------------

7 Colorado 118 47 Iowa 16
8 ..... Penn ........... 105 481daho ........... 15
9 ..... Mass ........... 1m 49Msconsm ....... 14
10Mary|and ...... 1m 50Nebraska7
Source: Moody's
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Q_\FP The first bolts are popping up?

Retraite des fonctionnaires : Detroit’s proposal to restructure its $18 b of
FUMR va réduire de 30% les debt by paying pensioners at more than twice
rentes de 110 000 ex- the rate of some municipal bondholders
adhérents du Cref threatens to increase borrowing costs for

localities throughout Michigan.

StOthon baﬂlmlptcy The draft plan given to creditors this week by

Emergency Manager Kevyn Orr offers different

pUts legal limits to teSt recovery rates for classes of unsecured

{ltheituwns B P IR A DR R mEATOOY creditors. Pensions would get 45 to 50 cents on
waltch (o see v banknuptcy of Stockton, Calif, could be the crudal test case that . . L
:vhaiélhapgensﬁts Eﬁﬁ?ﬁﬂﬁ:ﬁﬁﬁgﬁiﬁﬁﬂ the dollar, though retiree health-care liabilities
ks ok lor ety to e ol o e eiemsentt.— \would recoup just 13 cents, according to the
% St e ) lttle dissgreement — that it cannot cut more and, Instead, the knife must be

]l o | Smmessiebosecdemewees o plan. By comparison, those who loaned S1.4
[?‘ ﬂ} f"‘E:I financial situation withcut going into Chapter 2 (baniruptoy),” says STORY gt .

Mayor Aan Jonsion. T ruly s bad that were i this st bt billion to shore up the two pension funds would
- W e o Mt By SR . . )
T | ctysconfnting hescona nukmilion-dolle probem e smes icesand.——— receive 20 percent of their claims. Holders of
P 5 StoCkEon sl sehaal districts natianwwade: unfl.m_uedpmnngsrnrpenmnﬁandrfnr_eeh:-alw

care. With unusual frankness, City Manager Bob Dets compares Stockton’s

| strategy with that of General Motors and American Alrfines, recent examples of 5369 mi”ion |n un“mlted—tax general Obllgatlons

;i!i:cﬁ-nbikr:u_lmﬂs technigue o sbandon costhy retiremens promeses by
g would recover 46 %.

Pleate see COVER STORY next page +
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Time to change tack?

P

The individual has always had to struggle to keep
fron being overwhelmed:sby the tribe. If you try it,

you will be lonely of - and sometinmes frlghtened-v1
But no price is too hi

privilege of owning 30
-Hletzsche

‘‘‘‘‘

1L “-'lullrll‘-'-.' ) Illl llll:'l'@

-----
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Q_\FP Carbon debt: the only debt we cannot restructure?

We have almost overspent our allocated carbon budget
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Fiduciary duty and carbon footprint transparency

publique N
Figure 1: Global Emissions Scenarios
1000
; H - il H e Business as Usual: Our Current Path
Some still discuss mankind responsibility in Global
. | B0 ——Small Emissions Reduction
warmi ng . = Medium Emissions Reduction
E === | arge Emissions Reduction
But who can argue against carbon being a risk? Sge| Tl
£
73
g 400
=
“Normal” weather distribution over time Distribution range shifted by climale change

el < y P eren 2num o W o W o W

= / \ / EEELEEESEEEEZBRBE S

§ F . / \\ — = = = = = = = = o4 ow a4 O 0N

: / \ / \ Years

% ﬁ \ _/ \ Our research examines the risks of the U.S. continuing on its

- \ ) \ ) \ ; o \ ) current path, or “business as usual.” Aiternate pathways that

Exireme events Likely events Exireme events The new normal include investments in adaptation or policy efforts to mitigate

climate change through lowering carbon emissions could

significantly reduce these risks.
Human society is structured around “normal” weather, with some days hotter than average and some colder. At the distant “tails” are

extreme events such as cotastrophic weather. Climate change shifts the entire distribution curve to the right. Old extremes become the Data Source: Rhodium Group

new normal, new extremes emerge, and the process continues until we take action.

Source: Risky Business
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Fiduciary duty and carbon footprint transparency
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If carbon is a risk? Some of our assets may already be stranded

CO, emission balances under the two degree scenario

Must be lefi in the ground under 205

2i3 of known resources
80% of coal resources
45% of oil resources
42% of gas resources

Assumes significant reduction of emissions
from coal compared to gas and oil

Forecasted gas production within budget

Some 20% of forecasted oil
production outside budget
- / Haif of discovered oil and
hatf of undiscovered oil
not produced
]
Carbon Gas

Linrestricted
befors 2050
[
oil Gas Coal Total Stranded  Carbon —oi— Knownoll Sekeesd
budget budget oil
Known resources —— Umresmricted production 2013-2050

The time honzon iz pofentally seversl hundred years into the future. While 3 large part of The fime horzon 2 204 3-2050. Forecasted production nof resfmcted by low demand
known ol and gaz resowrces will be produced befiore 2050 in an unresinci=d case, only smound and low oif price iz comparsd fo fhe 205 carhon budget, sssuming fre emiission My
one third of coal resources are kely fo be produced in the same penod . between coal, ol and gas as proposed by 1EA Energy Technology Perspechives

http://www.carbontracker.org/site/norwegian-government-assess-exposure-to-stranded-oil-gas-assets
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Q.\FP Fiduciary duty and carbon footprint transparency

Is carbon a risk?
=» For an answer read the Risky Business report

http://riskybusiness.org/

How can large institutional investors
> Some of them being public

> Some of them being entrusted money to be managed for a very lon g time (pension
funds or insurance companies)

Justify that

- They will not do their best effort to assess that risk and what it means for the value
of the stakeholders’ rights and there after mitigate

- That having that information they consider it has not to be co mmunicated to the

stakeholders

The very definition of Fiduciary duty seems to answer that qu estion!
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Those who won’t make public their carbon footprint
=» will have to justify to ever more pressing stakeholders

Index providers will be encouraged to propose new benchmark S

Asset managers having to take into account a growing demand, will have to design
new solutions or products.

Decarbonizing products is already happening (BlackRock, A mundi,...)
. Best in Class policies could be tilted
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Q*FP What could be done by the international stakeholders?

In respect of the trillion dollars  that is called to be invested in transition,

=» Should be included the investments by pension funds and other investors, which
would demonstrate:
that their investment policies significantly reduce the carbon

footprint of their portfolios relative to that of their benchmarks i.e. over and above the
minimum threshold to be defined in respect of the objective of limiting the average
temperature increase to 2° by 2050.

What is really urgent : at EU level to adopt the 2030 Package

=» To fix the market so it can work
that means to have a price on carbon

=» To convince large institutional investors to act together
that's what IIGCC is aiming at  (cf. Memo sent to European Commission)

=>» To get public opinion on board by stressing the unique opportunity to unleash a wealth
of investments if we set up the right framework
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Q_\F!T? The time 1S now!

o ® THIS IS THE SOLUTION
| see the the heat arising. WE'VE DEVISED FOR DEALING | € - ;

WITH THE FLOODING CAUSED
| see trouble on the way. RLbine iy
| see hurricanes and lightnin'.
| see bad times today.

Don't go around tonight,
Well, it's bound to take your life,

There's a bad moon on the rise.

(with my apologies to Creedence Clearwater Revival)
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THANKS FOR YOUR ATTENTION

www.rafp.fr
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Mandatory, Defined € ZObn
4 5 O O O contribution,
! I_:l_JIIy funded_ AU M
additional pension
scheme

Q_\FP ERAFP’s key characteristics

Fair Value

employers

Created In

2005 X _\FR

s |5 Fanchic

P -

o e Funding
4 5 million Ratio

)
€2bn per beneficiaries

year until 2023

106,3%
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How governments address the urgency to tackle Green house
Gas Emissions

Retraite

senadls. . ERAFP score on the criterion : national environmental strategy
@ ERAFP score on the criterion : limitation of greenhouse gas emissions
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