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Insurers: multiple challenges
demand a multi-dimensional
investment approach

How insurers can gain an edge by combining tailored servicing gggmpe Setbon

Gaélle Malléjac
CIO Insurance

and active investment Ostrum AM and ALM Solutions
Ostrum AM

The insurance sector has needs that are That is a way of identifying unmet needs

considerably different from most other and linking these needs to investment

investors and this requires a specialist strategies. That link can be provided

approach. by specialist servicing, analysis and Key takeaways:

“We've focused primarily on this market
for 30 years and understand that a
generic investment approach is not
suitable for insurers’ evolving needs;’
says Philippe Setbon, chief executive
of Ostrum Asset Management (Ostrum
AM), an affiliate of Natixis Investment
Managers.

So what do insurers need?

The absolute minimum requirement,

he says, is active strategies which are
tailored to closely match insurers’ liability
cashflows and growth expectations.
Given miniscule investment yields and
rising business costs, insurers expect
even more expertise at even lower fees.
To get this, they need asset managers
with scale.

Further, most want ESG' to be embedded
in their assets, whatever the sector,
strategy or geography. Smaller insurers,
in particular, seek help in designing their
ESG approach and policies.

That's quite an ask. But it still leaves an
important gap which must be filled.

1: ESG : Environmental, Social and Governance

2: Fond de retraite professionnelle supplémentaire
3: International financial reporting standards

4:. Sustainable Finance Disclosure Regulation

MARKET INSIGHT

advice. “Only by combining servicing and
investments in an insightful way, can the
true needs of insurers be identified and
met,’” says Setbon.

A challenging time for insurers

Let's recap where insurers are today.

A decade on from the financial crisis and
its legacy weighs heavily. Regulation, in
particular, has become more pervasive
and more complex. This is particularly
true in Europe, but other regions have
adopted similar regulations which

aim to ensure insurers are adequately
capitalised and pose a reduced risk to
financial systems.

Fast-evolving regulation — such as FRPS?
in France, IFRS® and SFDR* — combined
with rising investor demands, has
increased the need for digitalisation,
effective data management, embroiling
insurers in expensive, multi-year efforts
to upgrade their IT capabilities.

Regulation has also been one of the
catalysts for the revolution in ESG
investing, in many cases requiring a
reappraisal of portfolios.
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+ The certainties of the past are
disappearing from the insurance
sector. A multi-dimensional
approach which takes into account
insurers’ specific aims, and
helps them integrate regulatory,
accounting, financial and extra-
financial factors is now essential.

« Insurers seek partnerships with
at-scale asset managers who
can provide a holistic view of
their objectives and constraints
by combining servicing and
investments on an integrated
technology platform. A one-stop
shop backed by dedicated teams
helps insurers determine investment
strategies that fit their multiple
objectives.

- Asset managers must be able to
offer key investment capabilities
such as active management for
both equities and bonds, asset
allocations, as well as an integrated
ESG approach. Smaller insurers, in
particular, seek help in designing
their ESG approach and policies.
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Other catalysts include client pressure and
rising societal expectations around ESG.

Not least, central bank policies have
forced down interest rates and changed
the nature of risk versus return. In the
search for yield, insurers are investing in
riskier assets such as income-producing
equities. This not only puts capital at risk,
but runs headlong into regulation, which
imposes higher capital charges on such
investments.

The many challenges have put
considerable pressure on insurers’ P&Ls
and business models. To be relevant to the
insurance industry, asset managers have
to anticipate and respond directly to these
challenges.

Active investment,
executed at scale

Asset managers must be able to offer
key investment capabilities such as
active management for both equities
and bonds, fundamental and quantitative
research, and an integrated ESG strategy.
Active management has historically been
associated with equities, but low yields
demand that an active approach is also
applied to bonds, the staple of insurance
portfolios.

There are many ways to optimise a bond
portfolio, including active strategies, which
target a desired level of income. These
strategies aim to achieve consistent yields
by prioritising the minimisation of losses
in the portfolio. To do this, all credit risks
in the portfolio must be continuously
monitored and dynamically managed.
Similarly, asset-liability matching (ALM)
strategies must employ a more dynamic
approach than in the past. ALM can

no longer rely on a passive approach
harvesting yields and carry strategies.

Active management done well improves
risk versus return, but it also entails deep
research and therefore comes at a cost.
This cost should be offset by savings
elsewhere in the value chain in order to
keep asset management fees to insurers
under control. “It's essential to have a
low cost of production. To be clear, this
is very different from low-cost asset
management.” says Setbon.

A low cost of production comes through
applying scale and know-how to
streamline and mutualise processes. This
is only possible if an asset manager has
considerable resources: through Ostrum
AM'’s 2020 merger with the investment

management arm of La Banque

Postale, one of France’s largest financial
companies, it now manages assets of
some €440 billion and employs nearly
400 people. Ostrum AM has expanded its
product range, in particular strengthening
its ALM strategies for insurers across
Europe and, increasingly, in Asia.

“Size allows us to offer lower transaction
costs and achieve competitive pricing
while still maintaining the range and
quality of strategies to suit all types of
insurers,” says Setbon.

A technology platform
that adds value

A powerful technology platform is key

to streamlining not only costs, but also
the services provided to insurers. The
Ostrum AM technology platform includes
a wide range of investment tools and
services, ranging from middle office, risk
management and compliance services,
to reporting tools to support investment
decision-making.

Ostrum AM now manages
around €440 billion

in assets and has nearly
400 employees.

It is entirely see-through, so insurers can
view their portfolios in summary format or
in detail — including their investments in
real assets, where digitalized data is often
lacking. Insurers gain access to financial
performance, accounting performance,
regulatory data and even updates to

ESG scores in the portfolio. The platform
is connected to support functions, to
process and analyse data, facilitating
reporting to boards, regulators and clients.

With all the information in one place,
analysis can be produced to identify
current and future needs that have not
been addressed fully, or at all.

The missing piece of the jigsaw

A powerful technology platform allied to
a human solutions team is the missing
piece of the jigsaw in many asset
management offerings aimed at insurers.

“An experienced, well-staffed and
dedicated insurance team can help more
precisely determine an insurer’s strategic
objectives,” says Gaélle Malléjac, chief
investment officer for Insurance and

ALM Solutions at Ostrum AM. “This team
has the experience to produce bespoke
analysis and solutions for insurers” ALM
and asset allocation, hedging needs,
regulatory constraints and more besides.”

The insurance solutions team can

scope the optimal fixed income and
equity investment universe to meet the
established objectives and examine the
potential value-add of non-traditional
investments. The team can plot the
potential trajectory of the allocation
towards its target. It can also analyse
potential flows and how these flows will
be impacted by various market scenarios.

The desired outcome can be scoped in
many different ways, including by book
yield, solvency and other ratios, capital
gains and losses, cashflows, and more.
‘It completely depends on which metrics
are important to a particular insurer; our
approach is completely tailor-made,” adds
Malléjac.

How insurers can stay
ahead of ESG curve

The linkage between performance and
servicing can add value to non-financial
performance too. Through close
partnership and dialogue between Ostrum
AM and a large insurance client over a
long period, it became clear that the
insurer wanted to keep ahead of market
expectations about ESG and to embark on
an ESG journey.

Recognising that the insurer could not
implement ESG across its investments in
a single step, Ostrum AM guided it along
a multi-year journey, which is still ongoing
today.

The insurer’s first step, some five years
ago, was a commitment to the United
Nations Principles of Responsible
Investment (PRI®). The insurer was
advised how to apply exclusion policies
and, later, the integration of ESG analysis
across the portfolio. It then made a deep
commitment to meet the 2°C climate
target.

5: PRI assigns one of six performance bands (from E to A+) for each applicable module. A+ is the highest score possible whereas E is the lowest. Please read more about UNPRI
assessment methodology: https://www.unpri.org/signatories/about-pri-assessment. Ostrum AM was one of the first French asset managers to sign the PRI in 2008. For more
information: www.unpri.org. References to a ranking, prize and/or rating are not indicative of the future results of the funds or of the management company.
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Example of Investor journey

2016

Commitment
Signatory of PRI

[
.::PRI Q

2017

Exclusion
- Exc. policy
- Neg. screening

2018

Integration
Systematic ESG analysis

o —
o —

&

2019

Climate
2°C target

2020

Core/satellite
Portfolio 70% ESG

X ®

2021

Green/Impact investments
Portfolio 100% ESG

Source: Natixis Investment Managers. For illustration purpose only. This journey has been observed for a particular institutional investor. ESG investing is specific to each
investor and this journey should not be considered as the only pathway or roadmap to follow when looking at investing in ESG and Responsible investment strategies. Each
of the mentioned steps could lead to over or underperformance. Each step requires careful consideration of the pros & cons, and investment implications. Exclusions aren't
for everyone but most of our affiliates can implement an exclusions policy if requested.

With an ESG framework now clearly
articulated, the step to a portfolio with
100% ESG-compliant assets was not as
huge as making it in one go. The insurer
has now made a number of green impact
investments and future phases are being
worked on.

Can bond portfolios
integrate ESG*?

The insurer above is not alone. Most
insurers are somewhere along this
journey, even if some are at an earlier
stage. "ESG is now strategic. We speak
literally every day about ESG with
insurers and their needs all differ,” says
Malléjac. ESG approaches are maturing
fast, with many insurers establishing
quantitative targets for ESG strategies
and implementing reporting to match.

“As an asset manager, you need sizeable
resources for this," says Malléjac. “It's not
an add-on activity, it's absolutely core.”

The resources required are higher still if,
like Ostrum AM, €420 billion out of a total
of €440 billion of the assets managed
are bonds. Ostrum AM has built a
dedicated ESG team and has developed
a proprietary approach to ESG investing
for fixed income, including in government
bonds, investment grade bonds and high
yield.

“We live in a debt-based world where
debt increases year after year, argues
Malléjac. “"As shareholder or bondholder,
if we don't engage issuers we will

never make the ESG transition.” Ostrum
AM's ESG approach embraces active
dialogue with issuers to put pressure on
investee companies to act faster and
more forcefully. The rationale is that
engagement can be more productive than
simple exclusion.

In 2020, Ostrum AM conducted more
than 600 meetings and conference calls
with companies on financial and extra-
financial topics, and engaged with 53
companies specifically on ESG. "Our
clients want ESG-compliant portfolios; we
support them in defining objectives and
implementing them in their investment
strategy”, adds Malléjac.

Multi-dimensional solutions
for a multi-faceted sector

The certainties of the past are
disappearing from the insurance sector.

Asset managers can no longer apply a
one-dimensional approach by simply
offering insurers a variety of assets.

A multi-dimensional approach which
takes into account insurers’ specific
aims, and helps them integrate regulatory,

financial, accounting and extra-financial
factors is now essential.

Setbon says: “More than ever, insurers
seek partnerships with asset managers
who can provide a holistic view of their
needs and offer investments that respond
precisely and positively to these needs”

Eventually, the insurance sector will
concentrate in the years ahead and
insurers will seek business partnerships
internationally. They will need partners to
accompany them in this growth phase.

Written in February 2022

6 ESG integration refers to the inclusion of ESG issues in investment analysis and decisions. Approach to ESG integration varies based on the strategies. ESG integration does
not necessarily imply that investment vehicles also seek to generate a positive ESG impact
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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 Mendes France, 75013 Paris. ltaly: 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.
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. Spain: Natixis Investment
Managers, Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid, Spain. 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 Consulting
Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F,, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number
2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and qualified investors
for information purpose only. 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 Comisién 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 Mendes 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

> Find out more:
im.natixis.com/en-institutional

Ostrum Asset Management Natixis Investment Managers International

An affiliate of Natixis Investment Managers. French Public Limited liability company with board of Directors (Société
French Public Limited liability company with board of Directors. Anonyme). Share capital : €94 127 658,48. RCS Paris : 329 450 738.

Share capital €48 518 602. Regulated by the Autorité des Marchés Financiers (AMF) under no. GP 90-009.
Requlated by the Autorité des Marchés Financiers (AMF) under no. GP 18000014. 43 avenue Pierre Mendes-France 75013 Paris.

RCS Paris n® 525192 753. www.im.natixis.com

43 avenue Pierre Mendes-France 75013 Paris, France.

www.ostrum.com
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