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Sara Benwell: Jeev, can you describe your current role at NN IP, and set the 
scene by examining some of the reasons that insurers are turning to private 
debt as an asset class?

Jeev Muthulingam: I work at NN IP, the asset management arm of NN Group, 
where I develop investment solutions both for our internal as well as for third party 
insurance balance sheets. I started my career as an ALM actuary and prior to NN 
IP built experience implementing and managing a variety of fully outsourced 
insurance CIO mandates across Europe.

There are two reasons insurers access private debt. Firstly, it provides 
diversification from pre-dominantly domestic government, government-related 
and corporate bonds which are relatively small in terms of exposure to names and 
sectors.

Secondly the significant risk-adjusted spreads or RaRoC (risk adjusted return on 
capital) as shown in this relative value chart.

There is a role for insurers to provide access to investment solutions which 
policyholders cannot directly access themselves given the private nature, scale or 
complexity of private debt. Therefore, it makes sense to add these to an asset mix 
to attract policyholders into savings solutions out of cash or deposits.

Whilst spreads have generally compressed across all sectors, these have been 
differentiated across domestic and cross currency markets. Especially considering 
capital and ESG adjusted metrics, there are still pockets of opportunities in “less 
travelled areas”. 
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The chart shows a sample asset class universe for 
insurers stepping out of liquid investment grade 
fixed income and tapping into less liquid private debt 
instruments. This illustrates the relative attractiveness 
considering spread return for a buy-and-hold investor per 
unit of SCR credit.

Now, this is obviously all under standard formula. 
Given some insurers amongst us including NN or 
Phoenix use partial internal models, the relative value 
comparison could differ slightly, which in some cases 
also partly explains certain tilts towards specific asset 
classes. However, we need a common starting point for 
illustration purposes.

You can see a sub-universe “efficient pool”, separated 
from the generic pool. This comprises what I find 
are well-rewarded strategies for a buy-and-maintain 
investor. You can also see a triangle, which is an 
illustrative optimal allocation. 

In practice, in the implementation there is leeway, as it 
is possible to dial up or down the risk and spread levels. 
Nevethless it is a good guide from an SAA standpoint to 
illustrate the relative pick-up.

Sara Benwell: Can you explain your role in selecting 
investments and which asset classes you are 
considering now and in the future?

Corrado Pistarino: I’m the CIO at Foresters Friendly 
Society. Foresters is a UK mutual society. It has a small 
balance sheet, so we are heavily constrained in our 
investment strategy, but over the past few years we have 
oriented our balance sheets towards alternative assets.

When I joined at the end of 2017, the balance sheet was 
what one would expect from a traditional UK middle-sized 
insurance company, with a sizeable allocation to gilts, 
sterling corporate credits and the FTSE index. 

Since then, we have changed the asset allocation 
significantly, broadening our investment universe into 
new asset classes and geographies. In the liquid space, 
we have added exposures to high yield and convertibles. 
We have moved from a domestic approach to a global 
approach by investing in global or regional share classes 
hedged back into sterling.  

As a result, the liquid portfolio has become more granular 
and diverse. However, the heavy lifting has been done 
with respect to the illiquid portion of the investment 
portfolio because this is where the real value is, I think. 

We have a legacy portfolio of UK commercial and 
residential properties, which we manage directly. We have 

scaled this down to reduce concentration to the asset 
class and used these funds to invest into alternatives. 

Currency risk is expensive both in terms of economic 
and solvency capital. It is a big constraint for us. On the 
other hand we do not want to be solely exposed to the 
UK economy. We do recognise the value in diversifying 
across geographies. For instance, we have invested in 
a private debt fund with a European reach, where the 
currency exposure is hedged back into Sterling. Hedging 
currency risk is obviously easier with debt products than 
equity products.

WE HAVE 
CHANGED THE 
ASSET ALLOCATION 
SIGNIFICANTLY, 
BROADENING 
OUR INVESTMENT 
UNIVERSE INTO 
NEW ASSET 
CLASSES AND 
GEOGRAPHIES
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In terms of alternatives, our exposures include private 
debt, income-generating properties, infrastructure 
equities, trade finance and, more recently, commercial 
real estate equity. I believe we have succeeded in 
building a reasonably diversified private-market portfolio, 
considering the size of Foresters’ balance sheet. 

We monitor the liquidity profile in our portfolios. 
Building a portfolio of alternatives requires patience 
and good planning. At the beginning, optimising 
liquidity management is critical in order to avoid 
significant yield dilution. 

As more capital is drawn across different funds, the 
portfolio becomes gradually fully invested and we can 
get a better sense of the schedule of repayments. This is 
the point when we can commit to new investments in a 
harmonised fashion, as we try to match the inflows from 
late-cycle assets with the prospective outflows from new 
capital drawdowns. 

Liquidity management remains centre stage at any 
point during those investment cycles. Being prudent is a 
mandatory requirement. But being over-prudent destroys 
value and does not serve our members well.

Gerard Bonekamp: I work for Achmea in the investment 
department. Responsibilities include defining and 
implementing the asset allocation for the Achmea 
insurance companies. My focus is on fixed income.

Achmea consists of Health, Property and Casualty and 
Pensions and Life insurances. For each we have our 
investment strategy. For example, in health, the duration 
of the liabilities is short, and liquidity is important, while 
in pension and life insurance we have more room for 
illiquidity and longer maturity investments. 

We have been an active investor in the broader area of 
private investments for quite a long time, resulting in 
books of Dutch mortgages, government guaranteed 
and real estate loans etc. We will continue to work on 
broadening our asset universe, including mid-cap loans 
both externally and internally rated.

One of the challenges is how to model new and illiquid 
asset classes for SII market risk. We work with an 
internal model. The model determines the risk charges 

that are key when comparing alternative credit with the 
other categories.

Marieke Van Kamp: I work at the NN group where 
we have the investment office which oversees all the 
investments of the insurance companies in the group. 
Within the investment office I am responsible for the 
alternative investments, real estate, private equity, 
infrastructure and private loans.

We have been invested in private loans for quite a while 
and over the past years we have added a focus on below 
investment grade connected to the investment grade 
strategies that we already had within our portfolio.

An important focus of ours is the Paris alignment goals, 
the net zero goals, and how to transition our portfolio 
towards this - so seeking investment managers and 
funds who are very conscious of this and actively 
pursuing these areas. 

We have been doing this on the life balance sheet for 
a very long time and we have multiple insurers within 
the group that have a smaller balance sheet. For these 
groups, these types of assets have also become popular 
over the past couple of years. 

We try to pool everything so that every business unit no 
matter how small or large has the ability to access the 
same portfolio strategy. 

Correct risk and Solvency modelling is very important to 
us, so we need investment and fund managers to give 
us all the underlying information on a line-by-line basis, 
including ratings on at least a monthly basis. This can be a 
challenge especially with niche opportunities. 

If we cannot obtain any ratings, for prudency we revert 
to treating these investments in a way that nears the 
private equity treatment. This is one of the reasons that 
we want to work with managers that are able to provide 
us ratings and, if they cannot, actively engage with 
them to develop this. 

Marcel Naus: I am a senior portfolio manager at VGZ, 
one of the leading health insurers in the Netherlands and 
I look after the internal managed equity portfolios, but 

We will continue to work on broadening our asset 
universe, including mid-cap loans both externally 

and internally rated
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I am also involved in the new below-investment grade 
corporate debt search.

We did an ALM study this year and one of the purposes 
was to look at how to diversify our sources of return. 
Currently, on the one side we have government bonds, 
triple As and a corporate, which don’t generate that 
much return and on the other side we have equity, which 
generates a lot of return at present, but we don’t have 
anything in between. 

We want to diversify and in the ALM study we now 
have three new asset classes below investment grade 
corporate debt, which consists of leveraged loans, private 
debt and trade finance. This will probably be a core 
satellite approach with the core consisting of leveraged 
loans, satellited with private debt. 

Another new asset class is emerging market debt hard 
currency which was a good diversifier. The last additional 
category was impact investing because ESG has become 
very important, and we decided to allocate a small part of 
our assets to this.

One consideration is that because VGZ is a health insurer, 
we have quite a low duration and the other is that we 
are a health insurer first and an asset manager second, 
so it is very important for us to explain to the rest of our 
organisation what we are investing in. 

This is a process, and it takes time to convince others 
within our organisation with items like below investment 
grade corporate debt.

We also want to always be in control and to have our 
organisation geared up for this. 

Anand Kwatra: We have a mandate to source many 
illiquid assets ranging from social housing and local 
authorities to areas like commercial real estate, 
infrastructure and more structured assets. Whilst we are 
investing in different areas, sustainability within illiquid 
assets is very high on our agenda.

When considering new investments, we need to go 
through a process of deciding what a new asset class is 
and what a new risk is.

It could simply be something like expanding into a new 
territory. For instance, we have a strategic objective to 
look at more private credit assets from overseas so we 
can access a deeper pool, a bigger range of issuers and 
diversify our credit risks.

Equally on the new assets side, we are looking at 
more structured investments so we can harness more 
illiquidity premium. A new venture may also involve 
accessing exposures which will meet our sustainability 
objectives (e.g. housing associations with sustainability 
linked coupons). 

Sara: If there were better data and benchmarks and if 
your asset managers could help with this would this 
make you allocate more to alternative credit or are 
there other bigger challenges?

Gerard: Modellers indeed want data that they can use 
in their analysis. Historical spreads, volatility etc. are 
important elements. But we have to work with the fact 
that illiquidity premia comes with a price also in terms of 
less data and transparency. Sometimes it helps looking 
at liquid categories that are quite similar that have the 
required data. 

WHILST WE ARE INVESTING IN DIFFERENT 
AREAS, SUSTAINABILITY WITHIN ILLIQUID 
ASSETS IS VERY HIGH ON OUR AGENDA
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We define a minimum required spread for our loan 
investments within which we take complexity premium 
into account.

Corrado: Model accuracy is important, but should be 
weighed against the risk of becoming late entrants 
in a promising new asset class. The process of yield 
compression can be quite swift, given the amount of 
money chasing for returns, while the process towards 
model accuracy is by its nature asymptotic. As a small 
insurer, we apply the standard model. We take a long-

term view on the performance of the various asset 
classes and consider capital add-ons where needed. 

As an example, we have recently invested in trade finance. 
Since we signalled our interest, we are seeing new 
managers entering this market. These new managers 
will operate with different degrees of success, but the 
direction of travel is clear: investors’ interest will increase 
and credit spreads will tighten. It is the natural evolution of 
any new asset class. 

I am sure that in a couple of years’ time there will be 
solid data sets that will be used to test any risk model’s 
accuracy, but I fear that by then the interest in the asset 
class will fade. We might keep our exposure as it is, but 
stop increasing it. 

This is one of the big conundrums that every insurance 
company, and indeed any professional investor with 
a notion of economic capital or risk budget, faces in 
this space: the equilibrium between risk assessment, a 
process that is by nature incremental, and early-entrant 
premium.  

Practically, one accepts that some of the risks cannot be 
perfectly quantified, but they are likely to sit in the tail 
of the distribution of events; and that those risks can be 
palatable, as long as the non-risky components of return 
– illiquidity premium; first-entrant premium – provide 
a large enough buffer against unexpected losses. It is 
a 80%-20% analysis on the balance of risk, where 20% 
summarises the “unknown”.

Sara: Do you worry that when an asset class becomes 
popular everyone dives into it and it becomes more 
expensive? If so, how do you get past this, and which 
parts of the market do you feel are still valuable?

Marieke: We see that in private market asset classes 
and sometimes it can be difficult to obtain allocation with 
a manager if they have a good track record and many 
parties want to participate with them. Then we really try to 
have broader relations to ensure that we get allocation.

We also try to seek managers who are really good 
specialists in their local markets but who are not yet 
at the very big levels where they compete with all the 
other big parties. 

Trying to balance this and get exposure to 
interesting asset classes and markets is important 
as well as recognising that these managers are 
less institutionalised, so we have to do a lot more 
groundwork to get them up to speed.

Marcel: This is certainly something that we worry about, 
especially if you look at below investment grade as there 

WE ALSO TRY TO 
SEEK MANAGERS 
WHO ARE REALLY 
GOOD SPECIALISTS 
IN THEIR LOCAL 
MARKETS BUT 
WHO ARE NOT YET 
AT THE VERY BIG 
LEVELS WHERE 
THEY COMPETE 
WITH ALL THE 
OTHER BIG PARTIES
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is a lot of inflow in this asset class. On the other hand, 
equity and valuations in the equity markets are also very 
high. It is a risk that we have considered and one that we 
are willing to take, but we certainly have to manage this. 

We have to look into the mandates we give our managers 
to try to alleviate some of these concerns. 

Bart Jan: I am interested in Corrado’s comments on fully 
understanding 80% of the risk. I wonder to what extent the 
regulator is also a factor in these decisions because in my 
experience predominantly covering Dutch insurers, the 
regulator is quite strict on being in control of everything 
and making sure that you are understand every single bit. 
Can you elaborate?

Corrado: There is no limit to model accuracy. A model 
is never as precise as you want it to be. But investing is 
not an exercise in data processing alone. There is a point 
when you need to stop, take a step back, consider the 
broader picture, and make a decision. 

This doesn’t mean that one is not in control; rather, 
that after gathering the information from the model, 
assessing the level of uncertainty, and examining the 
broader investment landscape, one is satisfied that the 

information set at disposal is sufficient to prompt the 
best course of action

Anand: In terms of challenges, it is not necessarily 
about market opportunity because I feel that the market 
opportunity in illiquid credit is actually quite vast. The 
challenges in the insurance world relate more to on-
boarding and meeting the regulatory requirements. 

It’s about making sure that we have the expertise, 
the ability to assess the new risks and the required 
governance to deal with new propositions. 

Jeev: What we notice across Europe is the general trend 
of insurers broadening the asset alloation, starting with a 
very narrow, domestic, government and corporate bond 
allocation, expanding it what is described as expanded 
traditional as well as expanded alternatives, which 
includes the private debt we have described earlier. 

The opportunity to diversify the in-force allocations into 
sectors, issuers often not available in the public space 
as well as to dilute domestic biases relative to existing 
fixed income allocations continues to be a strong driver 
for the growth in popularity. This can be seen across any 
European life insurers.

WHAT WE NOTICE ACROSS EUROPE 
IS THE GENERAL TREND OF INSURERS 
BROADENING THE ASSET ALLOATION, 

STARTING WITH A VERY NARROW, 
DOMESTIC, GOVERNMENT AND 

CORPORATE BOND ALLOCATION
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As a starting point, there is no uniformity across insurers 
(even within even a single market). The reasons are 
multiple:

1. Some have internal models, others don’t, this can 
create certain biases. 

2. Liabilities (AL M) can be quite different too, which will 
drive differences.

3. Access, understanding of asset classes can differ, 
certain insurers may have preferential access to 
certain asset classes, be it equity release mortgages, 
Dutch residential mortgages or Swiss real estate.

4. Use of derivatives, structuring, credit insurance or 
insured wrapped solutions.

What has changed post Covid-19 is perhaps an 
acceleration of themes that already existed, such as 
a recognition that balance sheets need to be more 
diversified, which means tapping a broader source of 
risk premia, to accelerate the allocation journey out of 
home biases. 

Italy being one example but this is also true with Spanish 
life insurers or historically other major markets like France 
or Germany where there has been a heavy reliance on 
local sovereign corporate bonds. 

In addition to the acceleration of these themes, it is also 
more openness for fresh ideas, especially if they have 
been tested and have gained some credibility on a larger 
insurance balance sheet. Notably illiquids. 

As mid-sized insurers move from a fund format to a 
direct delta-one exposure through mandates loans, the 
relative merits and the construction of a multi-alternative 
credit allocation which considers the run-off the SCR as 
opposed to plainly the spot SCR at time zero is crucial. 

Unlike public fixed income which typically ramps-up 
instantaneously and redeems linearly, loans can have a 
very counterintuitive treatment. Taking the time to explain 
this properly to our investors is important.
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Sara Benwell: It is quite clear that asset allocation mixes differ across 
regions, even within one market, more than you would expect after 
correcting for liability profiles. For instance, we quite often see that 
insurers have local biases. What do you think is driving these cross-
border differences and what is holding people back from cross border 
investments and moving into new areas?

Anand Kwatra: Local biases within the investment strategy are often driven by 
the liability and capital profiles. 

For example, exposure to the sovereign host country may attract less risk in 
one model compared to another, and so here regulatory capital can drive a 
domestic allocation.

For us as a UK insurance company, there is also the desire to contribute to the 
build back better initiative, so we are very keen to support different regions 
throughout the UK hence our deployment into social housing, local authorities 
and other investments focused on regeneration. 

There isn’t necessarily a hindrance to the cross-border move, it is mainly about 
understanding the risk within a new jurisdiction. If you are moving into a new 
overseas territory, you need to find a manager who has the requisite skills and 
expertise to demonstrate that they understand the risks, local practices and can 
show a good pipeline of deal flow to widen the opportunity set. 

Marieke Van Kamp: Our investment portfolio is quite diversified across Europe 
and some of the strategies extend to the US and Asia, so we do not experience 
any difficulties when looking outside of the Netherlands. 

That being said, for some strategies we do have good local Dutch partners. Even 
though our focus is mostly Europe as a whole, we do have some large exposures 
in the Netherlands and we are comfortable with that.

Corrado Pistarino: My answer would be familiarity with the domestic market. It 
is a common attitude, the same in the UK, Italy and Holland. To some extent, its 
severity is more puzzling in Europe and, in a way, it is a temporary failure of the 
Euro project that imagined the creation of a single market with no borders. 

I worked in Holland a few years ago, and it was difficult to convey the message 
that investing in southern European debt was a good idea. The objections were 
not around timing. Lack of familiarity magnifies risks because of the power of the 
unknown. This is the same everywhere, a feature of human behaviour.

Geographic diversification is important for tapping into a wider spectrum of yield 
sources, so we are trying to do this as much as possible. It is also easier for debt 
products, which are more relevant for insurance companies, because of the 
relative simplicity and efficiency of currency hedging programs. 

We invested in two trade finance funds, both with a global reach and both 
diversified in terms of currency and strategies. Trade Finance is by and large 
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a dollarised market. We invested in the Sterling share 
classes, which allowed us to maintain the exposure to 
the global economy while removing the currency risk 
in its entirety. Similarly, we invested in European private 
debt hedged back into Sterling, to ensure a broader 
geographic reach.

It is much more difficult for equity products, due to 
cash flow uncertainty and wrong-way correlation risk. 
When we decided to invest in infrastructure equity ,we 
considered domestic funds; we have a small balance 

sheet and our appetite for taking currency and correlation 
risk is minimal. 

The rationale is simple: we try to diversify in terms of 
geography where it is possible to do so without acquiring 
unpalatable risk exposures and accept that there are 
instances when it is not possible.

Marcel Naus: One important point is on familiarity; it is 
easier to stay in Dutch mortgages within our company 
than explore infrastructure debt in the Asia or the US. 
We are already quite diversified internationally; we 
invest in both the US and emerging markets, so this is 
not a very big issue.

We have now a preference more for Euro exposure rather 
than US exposure and this is because we feel that we are 
not being rewarded for the currency exposure that we 
have in fixed income assets.

This has been an important learning from our last ALM 
studies and is a reason why we are now looking more 
towards Euro assets, although if US assets are a good 
diversifier we will certainly consider them. 

Corrado: Another element to consider, and this probably 
applies more to smaller players like us, is peer group 
comparisons. If you want to break new ground, the first 
objection is that you are at variance with your peers. The 
counter-objection, i.e., “someone needs to start doing 
it”, may fall on deaf ears. The first-mover advantage may 
then become the first-mover disadvantage.

Marcel: It is certainly easier if a competitor invests in an 
asset class to consider it.

Jeev Muthulingam: This is interesting because we see 
this all the time with our partners. Let’s take the Dutch 
mortgages in the UK, for a number of years we have 
been talking to matching adjustment annuity insurers 
about investing into Dutch Mortgages. They need to do 
some restructuring in order to make them legible such as 
dealing with the prepayment risk, removing the foreign 
currency and duration risks from Euro to Sterling and 
capturing that into the partial internal model. This is a lot of 
homework and for a long time many of them were looking 
at this, saying that it made a lot of sense, but no one 
actually moved concretely. This was until recently where 
one large insurer finally invested and got the approval 
from the PRA which did take quite a long time, and on the 
back of this we now see more insurers following suit.

I agree that there is a first mover advantage, but it is a 
lot of time and effort because you do homework for 
the others. In a competitive market such as the UK or 
Holland, you need to differentiate because otherwise 
you can’t achieve pricing power. Ultimately, you need to 

WE HAVE NOW 
A PREFERENCE 
MORE FOR EURO 
EXPOSURE 
RATHER THAN US 
EXPOSURE AND 
THIS IS BECAUSE 
WE FEEL THAT WE 
ARE NOT BEING 
REWARDED FOR 
THE CURRENCY 
EXPOSURE THAT 
WE HAVE IN FIXED 
INCOME ASSETS
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create new business, this is the ultimate aim to grow your 
market share to achieve more yield than the others. There 
are different ways to do this but clearly the first mover 
advantage is an interesting one. 

If you are not on the matching adjustment and you are 
located in Europe, where you are valuing under the 
volatility adjustment, discounting is based on reference 
portfolios which are broader than a domestic country 
level reference portfolio.

In a sense, you are partly incentivised to look broader than 
a local allocation maybe by having too much in certain 
asset classes but being diversified across the volatility 
adjustment benchmark.

Gerard Bonekamp: You always need to ask how much 
cross border diversification adds in terms of risk and return. 

We consider strategic allocation across categories as 
more important than improving things further by moving 

for example from Euro to global. Our starting point for 
diversification is a global perspective, but in the end we 
do have a lot of Euro mandates for a number of reasons.

I do recognise that we have also biases towards Dutch 
investments regarding for example residential mortgages, 
social housing debt and property investments. Finding 
good managers and managing complexity are also 
factors that lead to investing more locally.

Jeev: On the chart below we have average country 
allocations of life insurers, this is not the volatility 
adjustment country reference portfolio, but from the 
EIOPA TPT reporting statistics, where I have excluded 
unit-linked and index-linked exposures, as of Q2 2021. 

As described earlier we notice a general trend of insurers 
broadening the asset allocation, historically starting with 
a very narrow, domestic, government and corporate bond 
allocation. 
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There has been a journey to expand the asset allocation, 
which is what I picture here as expanded traditional as 
well as expanded alternatives. 

Sara: Where you are looking to diversify across 
borders, what has been your experience with local 
regulators? Are they helpful or a hindrance?

Jeev: We worked with a number of Bermudian reinsurers 
and in some of the cases they reinsure UK bulk annuities. 
In the latter cases, we supported insurers with the 
strategic asset allocation optimisation and subsequently 
building investable model portfolios, what we saw is that 
it is much more multi-currency across dollar, sterling 
and euro credit, more diversified as well as resilient to 
idiosyncratic risks than what you would see in a traditional 
UK annuity backing asset allocation. 

This is helped clearly by the regulatory framework in 
Bermuda which creates more flexibility than under 
the Solvency II matching adjustment by encouraging 
proactive thinking and risk management. This is positive to 
maximise policyholder value as long as sufficient time has 
been spent to understand the more complex ALM and 
hold to maturity credit risks involved. . 

The allocation for such a multi-currency, multi-credit 
exposure is refreshed quite frequently across bulk 
annuity trade opportunities and you see these changing 
over time to dynamically capture relative value across 
fixed income sectors . 

We also know from public knowledge that a few UK 
domiciled insurers have established reinsurance vehicles 
in Bermuda where they do internal reinsurance. So, 
it is there if you have the appetite and recognise the 
opportunities.

YOU ALWAYS NEED TO ASK HOW MUCH 
CROSS BORDER DIVERSIFICATION ADDS IN 

TERMS OF RISK AND RETURN
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Sara Benwell: There is talk about how private debt can help in terms of 
climate change, equality and ESG, but it is difficult to find strategies. What 
is causing these problems and where are the opportunities?

Marieke Van Kamp: The most important challenge is the transparency of data 
and getting the managers up to speed to report in a way that is useful. 

What we need can be confusing sometimes considering that the EU taxonomy 
and all the new regulations do not always seem to be in sync with each other. 
Nevertheless, we want to ensure that we are on the ball enough and are heading 
in the right direction. 

We are very strong believers in transitional assets in our real estate portfolio; we 
feel we have a large real-world impact by bringing existing stock up to a path 
towards the 2050 Paris Alignment goals. 

Also, for other strategies we don’t necessarily buy only high ESG labelled 
investments but also want to bring investments to a high sustainability standard, 
for instance by engaging the more carbon intensive industries with specific plans 
to make them more aligned to net zero. 

Here in the EU, it can sometimes be unclear what is considered as climate 
investing, which causes some internal discussions on how to set out the right 
strategies and investments. This is something that we must work on further.

Marcel Naus: Data is an important point and we had impact investing as a 
separate investment in our ALM study but there were discussions on how we 
model this. In the end we took the same characteristics as below investment 
grade debt.

Another consideration is that ESG is very popular at the moment, so we 
sometimes have to put a break on the enthusiasm from the rest of our 
organisation. This is because we are not looking at philanthropy, we are looking at 
doing good but also having returns and this is a consideration we have to make. 

It is a very broad field, and we are still in the process of defining where we want to 
invest, private equity loans etc. It is fast moving and changing and will remain so in 
the coming years. 

Gerard Bonekamp: We integrate our ESG ambition into all our asset classes. 
Illiquid investments like private debt give us the opportunity to negotiate our own 
ESG terms. But there are also challenges. 

First of all, certainly in the illiquid areas, we want to have a well-diversified 
portfolio. ESG is evolving very quickly on the demand side but we see less quick 
adaptation on the supply side in the market. We want to be aware off the impact 
of our ESG requirements on the diversification of the portfolio. 

Second, it is hard to adjust an illiquid portfolio. Future changes in ESG demands 
can be hard to implement quickly in the portfolio. 
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Corrado Pistarino: For some time, I thought that data 
gathering was the major issue with respect to ESG, but 
now my thinking is more ‘data for what’? No doubt the 
marketing spin on ESG is phenomenal, but I am unclear 
about what we are trying to achieve, and the confusion 
– in my head, at least – is only growing. Still, if I ask ten 
different people what sustainability means I would likely 
get ten different answers, and I’m left wondering whether 
the confusion is in fact rather widespread. 

Because if everyone has their own views about what 
sustainability or responsible investing is, and their own 
views on which metrics they want to monitor and their 
own goal about what a successful portfolio strategy 
is with respect to ESG, then at an aggregate level a 
significant amount of these efforts cancels out. 

It is perfectly fine for everyone to be on his own chosen 
trajectory. One may argue that we are all trying to 
optimise allocation of risk capital using, in addition to 
established analysis, a novel set of filters, and by doing so 
– by identifying the winners and the losers – enhance the 
return of our portfolios. 

But it is not immediately obvious what impact a 
technique for security selection has at an aggregate 
level other than producing a wave of repricings. And 
more importantly, how can this provide an avenue 
for dealing with the huge externalities that the ESG 
approach intends to confront. The more I read, go to 
conferences, and listen to people, the more confused I 
am about what we are really trying to achieve.

Climate change is primarily a geopolitical issue, as 
demonstrated by the stance taken by China and India 

at COP26. This is the stuff of hard policy, and I wonder 
whether there is an element of delusion in imagining that 
our actions in managing our investment portfolios would 
significantly improve the chances of tackling the problem 
at its core. 

Jeev: It is almost a given that people admit or agree that 
there are a lot of academic studies and literature out there 
which demonstrate that if you are a long-term investor 
and you are looking at long time horizons, introducing an 
ESG sustainability lens to your approach to allocation will 
provide some upside. It is a bit less obvious if you are a 
total return investor and you invest in funds and you are 
looking at a total return on a yearly basis, you see less of 
this benefit in your P&L.

Corrado: This is an old narrative. Also, the notion of 
stranded assets should be taken in the wider context of 
valuation. Tesla capitalises $1.1 trillion. Because of what it 
does, one may argue it ticks all the boxes as far as ESG is 
concerned. In five years’ time, it may capitalise $5 trillion. 
Or its valuation may be halved. 

It is a platitude, but an asset cannot be saved by its ESG 
credentials. Conversely, an investment with less-than-
gold-plated ESG credentials, think of oil companies, 
may prove to be an important contributor to the portfolio 
performance. The recent energy crisis has been a wake-
up call regarding the need to diversify across many 
energy sources and geographies, and the dangers from 
confusing aspirations and reality.

So when it comes to the ESG sustainability lens, I think 
the approach should allow for a lot of nuances, rather 

NO DOUBT THE MARKETING SPIN ON ESG IS 
PHENOMENAL, BUT I AM UNCLEAR ABOUT 

WHAT WE ARE TRYING TO ACHIEVE
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than dividing the world between the good guys and the 
bad guys. 

Sara: Corrado, I take your point that Tesla is a 
difficult company and that we will have to rely on 
fossil fuel for some time etc. but both of those are 
climate focused points and ESG is broader than that. 
Would you agree that insurers, particularly those 
looking at long term illiquid investments need to 
be considering ESG and, in particular, governance 
factors in their risk analysis when making allocations 
and deciding what to invest in?

Corrado: In principle, yes. However, I am struggling to 
identify a framework that is based on quantitative metrics 
and is truly actionable. If something is not quantifiable it is 
most likely not actionable. 

Imagine a portfolio that contains exposure to social 
housing, a biodiversity fund and some renewables. Each 
one of those assets has positive ESG credentials. What I 
am unclear about is how to create a metric that allows you 
to compare the net contributions of these different assets 
in a meaningful way. 

For instance, collecting and aggregating data related to 
human capital and natural capital. Which ones? How? 
One may develop more granular analysis by introducing 
a broader set of metrics, but this only shifts the problem 
downstream when faced with the ranking and prioritising 
of those metrics

While the idea behind ESG is fascinating and principled, 
translating this into an effective investment strategy is still 
challenging. The risk is reducing it to vacuous statements 
about sustainability and ethical paradigms, and little else. 

Anand Kwatra: There was a comment that you can 
ask ten different people what sustainability means, and 
you may get ten different answers! One of the biggest 
challenges in integrating ESG into private debt is trying to 
harmonise objectives and standardise definitions. 

As a consequence, we are going to see a degree of 
heterogeneity in the way private debt strategies respond 
to ESG. Different investors will have different scorecards to 
measure the ESG impact delivered by new investments.  

Bart Jan van der Noord: At NNIP over the past year, 
we have done a lot of work to develop score cards for 
our private debt strategies to harmonise the way that 
we look at ESG integration within alternative credit. 
This allows us to compare transactions with each other, 
both within the same asset class but also across sub 
categories of alternative credit and helps our portfolio 
managers to identify the material ESG factors for a 
specific sector or transaction 

Corrado: Anand’s point that everyone might be able to 
develop their own scorecard is interesting.

But then, my question would be: why is it different from a 
credit or equity analyst who develops his or her own set 
of metrics in analysing a company? Some analysts will 
give more weight to the amount of leverage; others will 
consider the EBITDA of the company to be its main value 
driver. And they will conclude differently. The ESG factors 
will be increasingly part of the analyst’s toolbox and fully 
integrated into the investment process. 

ONE OF THE 
BIGGEST 
CHALLENGES 
IN INTEGRATING 
ESG INTO PRIVATE 
DEBT IS TRYING 
TO HARMONISE 
OBJECTIVES AND 
STANDARDISE 
DEFINITIONS
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This means that one would look at a company like 
Tesla and perhaps think that it is an investable name 
not because the underlying technology fulfils some 
exogenous goal, but because its business model is 
aligned with secular trends in our society and, as a result, 
likely to be profitable. 

Anand: You could take two investors’ portfolios today, 
and if their ESG attitudes were the only difference in their 
investment philosophy, you might see their portfolios 
follow a very different trajectory over time. This reflects 
how the differing ESG policies by investor can lead to 
notably different investment outcomes. 

Gerard: There are many approaches for ESG. You 
could just exclude areas that you don’t like and there is 
ESG integration using ESG quantitative and qualitative 
scores in your investment process aiming at improving 
risk and return profile. You could also do specific 
impact investing. Each of these approaches are useable 
also for illiquid investments. 

One practical consequence is that we prefer investing 
using segregated mandates above funds in order to be 
able to implement our specific ESG choices. Only when 
the allocation in a specific category is small, trade-offs 
need to be made in this respect. 

Sara: To what extent are ESG ambitions part of the 
asset allocation decision to which private debt 
category to allocate to? You hear that infrastructure 
allows for better ESG credentials, but when you look 
at the wide universe of sustainable solutions it is still 
quite limited.

Gerard: What I see is that most impact investing is equity-
like, but also debt could make sense.

Investing in infrastructure in promising, but governments 
need to provide more guidance. As ESG is a big theme, 
we will be working on this further in the near future.

Corrado: ESG is definitely a consideration any time we 
decide on a new investment. We have a statement of 
risk appetite for climate-related risk in our investment 
strategy; it is still a qualitative statement, as we are 
looking to measure the current level of climate-related 
risk in our portfolios. If there is no clarity on the current 

status, then it is pretty futile to draw a trajectory 
towards a desired objective. 

If I think of the past few years, I can’t remember a single 
presentation of an investment product without a claim 
regarding its ESG credentials. If I were to take at face 
value everything that I read, then I might conclude that 
every manager is ESG-aligned. But this means that ESG 
would cease to be a consideration altogether. 

Jeev: In my experience, looking at ESG aspects 
broadens the scope of potential risks that might affect 
the sustainability of a company’s business model and in 
fact, analysing such risk factors is closely related to the 
traditional fundamental analysis of companies.

There is a common misunderstanding that investing 
sustainably means you will hinder your investment 
returns. We believe that the additional data and 
information you have extracted from a deal, issuer 
enables you to make better investment decisions which 
ultimately leads to better returns and risks management 
to our clients. 

A good example is climate risk, if an insurance company 
invests in companies with heavy carbon footprint, it could 
be subject to punitive penalties in the coming years, 
which could hit performance. 

Therefore, adopting a climate friendly portfolio could 
enhance expected returns over the long-term, as 
ESG factors are useful at highlighting downside 
risks, particularly in credits, allowing you to avoid the 
losers. By nature, the private debt asset universe that 
insurers consider already incorporate a strong focus on 
governance, as loans are negotiated on a case-by-case 
basis, interacting closely with the issuer.

Within the broad range of private debt strategies, there 
are many ways to focus on responsible and/or sustainable 
investing. The weight of environmental and social aspects 
in a transaction depends on the investor’s preferences.

Looking at ESG aspects broadens the scope of potential 
risks that might affect the sustainability of a 

company’s business model
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Disclaimer

This marketing communication is intended for press use only. This marketing communication has been prepared solely for the purpose of information 
and does not constitute an offer, in particular a prospectus or any invitation to treat, buy or sell any security or to participate in any trading strategy or 
the provision of investment services or investment research. While particular attention has been paid to the contents of this marketing communication, 
no guarantee, warranty or representation, express or implied, is given to the accuracy, correctness or completeness thereof. Any information given in this 
marketing communication may be subject to change or update without notice. Neither NN Investment Partners B.V., NN Investment Partners Holdings 
N.V. nor any other company within its ownership structure, nor any of its directors or employees can be held directly or indirectly liable or responsible with 
respect to this marketing communication. Investment sustains risk. Please note that the value of any investment may rise or fall and that past performance 
is not indicative of future results and should in no event be deemed as such. A return on investment may increase or decrease as a result of currency 
fluctuation. This marketing communication is not directed at and must not be acted upon by US Persons as defined in Rule 902 of Regulation S of the 
United States Securities Act of 1933, and is not intended and may not be used to solicit sales of investments or subscription of securities in countries where 
this is prohibited by the relevant authorities or legislation. Any claims arising out of or in connection with the terms and conditions of this disclaimer are 
governed by Dutch law.


