~ Enhancing your
power to act

ASSET MANAGEMENT

Document for professional investors only
Written in September 2024

How insurers are adapting to the new
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Reactivity and pro-activity both needed to meet the challenges
of macro, regulatory and ESG shifts
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Highlights

+ Since 2021, there has been a steady reversal in the direction of interest rates meaning insurers are
confronted with an entirely new investment paradigm. Many insurers find themselves locked into yields
which do not match market yields.

* Insurers are also contending with “Big Bang” regulatory changes in the form of IFRS 9 and IFRS 17, which
significantly impact how portfolios are managed and structured. ESG constraints add a further layer of
complexity to allocation decisions.

* The big challenge for insurers is to raise book yield while operating under new market, regulatory and ESG
objectives. They require fund managers who have the dedicated resources and tools to adapt to both the
changing operating environment and investment landscape.
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“Change is the law of life. And those who look only to
the past or present are certain to miss the future.”

That perspective, offered by John F. Kennedy back in
1963, will resonate with many investors today. The
paradigm of the last 10 years — categorised by low
interest rates and low yields — has melted away and
investors must now adapt fast.

This is especially true of insurance companies, whose
sizeable assets, complicated liability profiles and
operating constraints are not well suited to sudden and
sharp reversals in market dynamics.

As well as organic constraints imposed by size and
complexity, they also operate under more external
constraints than any other type of investor — in Europe
at least. As a result of years of evolving regulation and
ESG demands, they must make now judicious
allocation decisions that hold the potential not only for
higher yields, but to achieve higher yields while
satisfying all external demands.

After the Great Financial Crisis and more than 10
years of historically low rates, many investors were
locked into a vision of a near-zero rate world. “Lower
for longer’ was heard in investment committees
across the globe and portfolio decisions reflected this
mantra.

Investing in cash or near-cash products was a losing
strategy and only minimum levels of cash were held,
principally to manage liquidity.

Insurers typically increased the duration of their bond
holdings and their credit exposures in order to
increase book yield. Many also turned to structured
products, while portions of the portfolio with longer
time horizons were invested in illiquid assets.
Allocations to income-producing equities were
increased to harvest dividends that were typically
higher than yields from fixed income.

Since 2021, however, there has been a steady
reversal in the direction of interest rates and insurers
are still adapting to the new paradigm.

“Lower for longer” is now redundant, replaced with
“higher for longer” — marking a period of higher
inflation in the medium term and concurrently higher
interest rates.
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Although developed market policymakers have
signalled their willingness to lower interest rates to
stimulate weak economic growth, it would take some
time for the impacts of these interest rates moves to
materialise.

Many insurers have consequently found themselves
locked into bond yields which do not match current
market yields. llliquid assets, once accretive to yields,
are now often responsible for holding down book
yields.

“In today’s environment you have to ask yourself if the
illiquidity premium matches the higher rates available
in markets,” says Xavier-André Audoli, Head of Multi
Asset Expertise for Insurance at Ostrum Asset
Management (Ostrum AM), an affiliate of Natixis
Investment Managers.

Moreover, the value of core real estate, a staple of
large financial institutions, has taken a hit following
Covid and the ensuing trend of working from home.
Once considered a rock-solid store of value, capital
writedowns — the first in many decades — have forced
a reappraisal of the asset class.

Market changes are material, but are just one
consideration for insurers. They are also contending
with “Big Bang” regulatory changes in the form of IFRS
9 and IFRS 17, which have finally entered into force
and significantly impact how portfolios are managed
and structured.

For insurers with publicly-listed shares and bonds,
IFRS 9 demands a new way of classifying and
measuring financial assets and may increase volatility
in the P&L if the right investment choices are not
made. Meanwhile, IFRS 17 imposes new ways to
recognise, measure and disclose liabilities.

The major change brought about by these regulations
is the requirement to measure assets at fair value
rather than at cost and to a provide market-consistent
valuation of liabilities.

With both liabilities and assets marked to market,
insurers are concerned about the volatility this might
bring to their results and the possibility of accounting
mismatches.

These risks emphasize more actively-managed
portfolios. They also demand great care in how to
apply fair value. For example, value can be applied to
the balance sheet or through the P&L for equity.
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“There is no single right way to make accounting
policy choices, so accounting policies must be
carefully weighted and should reflect each insurer’s
objectives and circumstances,” says Rémi Lamaud,
Insurance Solutions Expert at Ostrum AM.

The new paradigm for insurers includes an
increasingly laser-like focus on climate and energy
transition. ESG is far from new, but its tenets now
permeate all institutional portfolio decisions.

“Nearly all investors have ESG objectives, be they
ESG scoring and climate indicators, or carbon
footprint reduction. That has a lot of impact on asset
allocation, and on bond selection in particular,” says
Audoli.

Ostrum AM'’s three-step approach to ESG starts by
working with insurers to define, understand and
estimate the impact of an ESG policy on a portfolio.
The second step is implementation, across fixed
income, equities and illiquid assets. The third step is
to provide accurate reporting to measure and monitor
the impact of ESG assets.

Audoli says: “Many clients choose an alignment with
the Paris Agreement or another major initiative, but
increasingly they are asking for integration of less
mainstream ESG themes such as biodiversity.”

Insurers have to be ready and a big part of readiness
is harvesting and employing data. “To do ESG well
requires a huge number of data points and not all
insurers are equipped for that,” Audoli adds.

The keyword for today’s insurance portfolios is
“accretion”. That is, how to raise the book yield of the
portfolio to that of the market, while operating under
the many market, regulatory and ESG constraints.

“It's not as simple as selling large parts of the portfolio
and re-allocating to higher yielding instruments,” says
Lamaud. “Insurance portfolios are like supertankers,
they take time to turn round.”

Buying and holding bonds is not an optimal strategy,
as the rising rates era has shown. Lamaud says: “As
an investment house we believe in active
management of bonds and across the portfolio. We
don’t do buy and hold.”

Yield optimisation for many insurers is likely to mean
a greater allocation to sovereign bonds and cash-
linked securities. Money markets, in particular, offer a
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very competitive return compared to bonds, and have
become a strategic allocation rather than just a
liquidity management tool.

To reduce volatility, allocations to equities may well
decrease with insurers preferring low volatility or risk-
managed equity strategies. For illiquid investments,
widely used by insurers over the last decade, the
question is now whether they provide better returns
than cash.

In terms of instrument, directly-held assets may be
preferable to those contained with fund structures.

Given the many challenges of re-orienting insurance
portfolios to adapt to the new paradigm, it is essential
that asset managers understand the operating
environment as well as the investment landscape.

“We have resources to forecast ahead — it's important
to establish strong, long-term views if you want to add
value through strategic advisory,” says Audoli.

Ostrum AM has a full-time macro economist and three
market strategists in addition to its credit analysts and
portfolio managers. Rare in the asset management
space, it has a dedicated 27-strong insurance team,
which operates as a standalone business function, but
with access to all of Ostrum AM’s considerable
resources.

Fixed income allocation and management for
insurance, for example, is performed within the
insurance team, rather than by the wider organisation
as is mostly the case elsewhere in the industry.

Audoli says: “It's a very large team focused solely on
insurers. The experience and resources at our
disposal mean we can be flexible both in terms of
mindset and tools.”

The size and skillset of the dedicated insurance team
means every portfolio decision can be made with
reference to mark-to-market concepts, the financial
fundamentals and the ESG impact of each issuer.

Change may be the law of life, but that doesn’t make
it any easier.

Audoli says: “More than ever, insurers need to be
both reactive and active to profit from market
volatility. That requires expertise in investment, but
much more than that.”

Ostrum Asset Management — September 2024 - 3



Enhancing your
@Strum % power to act

ASSET MANAGEMENT

Additional notes

Asset management company regulated by AMF under n° GP-18000014 — Limited company with a share capital of 50 938 997 €.
Trade register n°525 192 753 Paris — VAT: FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendés-France, 75013 Paris
— Www.ostrum.com

This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it
was conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written
authorization of Ostrum Asset Management.

None of the information contained in this document should be interpreted as having any contractual value. This document is produced
purely for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum
Asset Management based on sources it considers to be reliable.

Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which
under no circumstances constitutes a commitment from Ostrum Asset Management.

The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown
and are subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in
this material. This simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute
a contractual agreement from the part of Ostrum Asset Management.

Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained
in this document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past
performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future
performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the
UCITS/AIF or the fund manager.

Under Ostrum Asset Management's social responsibility policy, and in accordance with the treaties signed by the French government,
the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-
personnel mines and cluster bombs.

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified
or Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with
Retail Investors.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of
the website (im.natixis.com/intl/intl-fund-documents)

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris. Italy: Natixis
Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands:
Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: Stadsplateau 7,
3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en Espafia, Serrano n°90, 6th
Floor, 28006 Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412 -8372-
Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Or,provided by Natixis
Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and
registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg,
Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number:
HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A.,
Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich. In the British Isles: Provided by
Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no.
190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the
distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended
to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended
to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to
and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey:
this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is
intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial
Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC
financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial
products or services are only available to persons who have sufficient financial experience and understanding to participate in financial
markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person
should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United
Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto
Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment
advisory and agency business and Type Il Financial Instruments Business as a Financial Instruments Business Operator. In Taiwan:
Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment
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Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5,
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789
2788.

In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, #22-
05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for information
purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence to conduct
fund management activities and is an exempt financial adviser. Mirova Division is part of NIM Singapore and is not a separate legal
entity. Business Name Registration No. of Mirova: 53431077W.This advertisement or publication has not been reviewed by the
Monetary Authority of Singapore.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is
intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for
the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer
for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified
that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a
registered financial service provider in New Zealand.In Colombia: Provided by Natixis Investment Managers International Oficina de
Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any
products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute
a public offering in Colombia and is addressed to less than 100 specifically identified investors. In Latin America: Provided by Natixis
Investment Managers International. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP
11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In
Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to
herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in
the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein
to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are
also not authorized by or registered with the CNBV or any other Mexican authority.In Brazil: Provided to a specific identified
investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be
distributed other than to the identified addressee. Further, this communication should not be construed as a public offer of any
securities or any related financial instruments. Natixis Investment Managers International is a portfolio management company
authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public
limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office:
43 avenue Pierre Mendés France, 75013 Paris.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse
line-up of specialised investment management and distribution entities worldwide. The investment management subsidiaries of Natixis
Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their
services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third-party investment services to its clients complies with the
relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity.
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses,
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no
assurance that developments will transpire as may be forecasted in this material. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis Investment Managers. Past performance information
presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party
sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed,
published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated. Natixis Investment Managers may decide to terminate its
marketing arrangements for this product in accordance with the relevant legislation.
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