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Ronald P. Joelson is Executive Vice President and Chief Investment Officer of Northwestern Mutual. In this role, he oversees management of the company’s approximately $200 billion general account investment portfolio, which is made up of public and private bonds and stocks, preferred stock, commercial mortgage loans and real estate equities. The general account portfolio supports the company’s surplus and its insurance and annuity products. Mr. Joelson is responsible for the company’s four investment departments: Public Investments, Northwestern Mutual Capital, Northwestern Mutual Real Estate and Investment Strategy. These departments invest the company’s managed assets in accordance with Northwestern Mutual’s investment policy. He also is a member of the company’s Executive Leadership Team. Prior to joining Northwestern Mutual in 2012, Mr. Joelson successfully managed investments for two global insurance companies. He served as Chief Investment Officer of Genworth Financial and managed the company’s $75 billion investment portfolio. He also served as Chief Investment Officer for Prudential Financial from 2000 to 2007, where he spent the majority of his career and oversaw Prudential’s $230 billion general account. During his 23-year tenure with Prudential, Mr. Joelson held several other roles, including President of the company’s Guaranteed Products business and head of both the Structured Finance Group and the Enterprise Planning Group. His investment experience includes familiarity not only with the whole spectrum of investment asset classes but also with risk management, investment strategy, analytics and leadership development. Mr. Joelson graduated from Hamilton College in Clinton, New York, in 1980 with a bachelor’s degree in economics and government. He earned his MBA in finance and accounting from Columbia University in New York City in 1983. 

TWST: You can give me an overview of your responsibilities and your processes, and we'll go from there.
Mr. Joelson: So my responsibility is the general account of Northwestern Mutual, it's an approximately $200 billion general account, and these are the assets that stand behind all of the company's liabilities, be it insurance or annuities, and essentially any place where the company has a guarantee, the portfolio stands behind it and then of course also funds the surplus of the company. So like many insurance companies, we have a balance that we have to achieve. We try to maintain the company's very high credit rating and, in addition, try to pay the highest amount of dividends that we can for our permanent life insurance products. And Northwestern Mutual is the largest provider of permanent life insurance. And so that is our flagship product, and that's a primary responsibility we have to drive as much value as we can. The portfolio of the total returns were measured on a long-term basis, on a five-year basis, total return versus various benchmarks because we want to maintain that credit rating. We generally have a fairly conservative investment strategy. So if you take a look at our entire portfolio, only about 17% of it is in so-called risk assets, which include high yield, private equity, public equity and real estate equity. The remainder is essentially investment-grade, but lots of different flavors of that. Strategically, we have a tremendous amount of liquidity in the company, so we generate about $1.5 billion a month of dollars to invest. And so we do look for investments, private placements — so essentially, because of so much liquidity in our company, we try to find investments that have less liquid characteristics and get paid a little extra yield for that. And that's a general philosophy that we have. And we're also a very strong credit shop, so we tend to look for assets that we think perhaps have some upside potential and essentially make good credit calls over longer periods of time.

TWST: And I'm assuming that you have large holdings in fixed income. Where are the opportunities?
Mr. Joelson: It's certainly more difficult as rates have come down, but we still do find attractive securities. High yield is attractive at the moment. Especially if we feel we can stay away from some of the sectors that have major concerns such as energy, we think we are able to get some decent value. Certainly, our private-placement book has been generating a nice return. And some of the allocations to other risk assets have also proved to be quite profitable in private equity and real estate.

TWST: I'm assuming that real estate is probably a pretty significant portion of your portfolios.
Mr. Joelson: It is. So there are two — it comes in two forms for us. We have commercial mortgage loans, which is about $32 billion at December 31 — that was roughly the commercial mortgage loan book. It is high quality. It tends to have loan to value around just a little north of 50%. And interestingly enough, we have not had a single missed payment since the crisis. So it's been a very high-quality portfolio for us. 
But then, we also have real estate equity — about $2 billion of that — that's also performed quite well for us over the last several years. I would say the opportunities are more difficult today. We have to look harder to find the opportunities. It may be a bit more location-specific. So certain parts of the country are more difficult than others right now.

TWST: What are some of the stronger areas currently?
Mr. Joelson: So we like, we very much like the Washington D.C. area, Atlanta, a lot of the East coast activity. I guess both coasts we find there to be interesting opportunities. And it really depends on the property type, but we have particular interest in multifamily, which has been very interesting for us. We think it's weathered and can weather tougher economic times, and also fits right into the demographics of what's going on in terms of household formation. So the multifamily sector has been something we focused on.

TWST: And what are some of the areas that you are avoiding presently?
Mr. Joelson: We are very leery of some of the oil exposures, so we're careful in Houston. There can be some overbuilding in certain cities in Florida. We're just being more careful. That doesn't mean we're not investing; it just means that we are finding fewer opportunities.

TWST: And talk about the current market and how that has affected your strategy going forward, and I know there has been some rumblings of possibly a more recessionary mode in the future. Others say they don't think that, but what's your assessment looking forward?
Mr. Joelson: So I would say, our assessment is, we do not see a recession in the near term. We think the consumer has been pretty strong. The housing numbers have been good. Consumers certainly, if you look at the auto industry and you look at other consumer sectors, they have been strong. Manufacturing has clearly suffered from the strong dollar. And that has been more difficult, but whether it's services or the consumer, it just doesn't appear to us that we are likely to see a recession. We have seen some of the inflation numbers look a little bit healthier; let's put it that way. And so unfortunately though, because of the potential GDP numbers, if you look at the productivity in the U.S. and you look at the growth of the labor force, those numbers are low enough to suggest that growth rates going forward are going to be low. Our forecast is about 2% for GDP — not an exciting growth pattern but not a recession either. And so given that we think that equity returns will be somewhat muted in 2016, interest rates will stay relatively low, U.S. opportunities are still attractive relative to returns in other countries. And that will keep foreign investors active in the U.S. So as a result, we have somewhat more muted return expectations, but as I said, we don't see a recession in the near term.

TWST: And as we all try to guess what the Fed may be doing in the coming months, what's your outlook in terms of possible rate increases?
Mr. Joelson: So we think there will likely be a rate increase, maybe one more this year. I think there is probably a little too much focus on that. Whether there is one this year or whether it comes next year, or whether there is one or two, I think it's maybe a little bit less important than: What's the overall economic trend? And everyone seems to be spending a lot of time trying to guess what that is. I'm much more interested in the longer term. And I do think the Fed is correct to try to get ahead and begin the process of slowly raising rates so that we ultimately have a better pricing in the risk markets. I think one of the concerns that we've had is, with rates as low as they are, investors trying to find places to get return, that you find people who typically haven't been investing in risk assets have found themselves investing in those risk assets. And that has created more volatility, because as soon as there is a hiccup, let’s say, in equity prices, investors who are not used to that kind of volatility tend to pull out. So I think it's good that there is going to be a gradual repricing of risk. It may take a little longer than some people would like or maybe it's a little quicker than some people would like, but I think that the trend, the direction is the right one.

TWST: Let's talk about equities a little bit. What sectors look good right now, and do you have sectors that you're staying away from?
Mr. Joelson: The way I would characterize it as, we look at the earnings. If you take a look at the S&P 500 and you look at the earnings outlook, it's not particularly exciting through this year and maybe even into next year. And multiples are fairly close to long-term historical averages, maybe historical averages, long-term historical averages. And so therefore, we don't see a lot of upside in the equity markets, at least not the public equity markets. Where we do see some upside is in private equity where we think there is some — there is more value to be had. And so rather than talking about specific sectors, I would just say that the public markets right now don't offer as much opportunity as the private equity markets do. And so that's where we're focusing our energy.

TWST: Anything else that you would like to add that we had not talked about?
Mr. Joelson: Yes, I would just say, sort of strategically, as I said, we really are trying to get past the short-term, even the 12-month views, and even where we may not see exciting opportunities in certain asset classes, we still maintain an allocation that makes sense for a longer-term perspective. It's just that when we look for new money and new cash flows, we try to tilt them toward those sectors where we see more value.

TWST: Thank you. (JM)
