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Sustainable bonds: unlocking new
dimensions in ESG investing

NEWS AND VIEWS FOR INSTITUTIONAL INVESTORS

The market is expanding and diversifying, and can be used to
finance a Just Transition with an innovative approach.

Against a backdrop of rising inflation
and interest rates, investors are turning
to bonds, with a particular focus on the
safest options such as sovereign and
investment grade, which are offering the
highest yields in a generation.

This shift in investor sentiment is
benefiting the sustainable bonds
market, which has a high proportion of
sovereign and investment grade issuers.
Despite a challenging year for bonds in
2022, sustainable bond issuances are
approaching $1 trillion annually and
account for over a quarter of new issues
in the eurobond market.

Such bonds may also become more
attractive to investors, as this somewhat
concentrated market continues to grow
in terms of geographies, sectors, issuers
and instruments.

Nathalie Beauvir-Rodes, head of
sustainable bond analysis at Ostrum
Asset Management (Ostrum AM),
says: “We are well positioned to take
advantage of this expanding market,
with a proprietary analysis and rating
process which assesses both the
environmental and social policies of
issuers as well as the nature of the
projects supported by the proceeds of
the bonds. This allows us to select high-
quality bonds.”

Ostrum AM has invested in €35bn
of green, social, sustainability and
sustainability-linked bonds to date.
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Sustainable bond markets expand
and diversify

The sustainable bond market has seen
significant growth since its inception in
2007. Since 2021, for instance, the yearly
volume of issuances is close to $1 trillion.
Meanwhile, the penetration rate has hit
new records every year, and sustainable
bonds represented nearly 15% of global
bond issuance in 2023 and 25% of the
eurobond market.

Once the preserve of global development
banks and supranational organisations,
sustainable bonds are now issued by
governments, corporates, municipalities
and financial institutions alike. Over

the past years, in fact, private sector
sustainable bond markets have
deepened and expanded to high yield
issuers. Diversification has also taken
place across sectors, geographies and
instruments (such as sustainable-linked
bonds).

Since 2014, the International Capital
Market Association (ICMA) has developed
the “Principles” to enhance transparency
and credibility and highlight best market
practices in this self-labelled market.
These guidelines help standardize the
market and ensure that the proceeds
from bond issuances are used for
genuine environmental and social
projects.

In particular, sustainable bonds are
important in helping to bridge the
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Key takeaways:

* The sustainable bond market has

seen significant growth since its
inception in 2007. Issues are now
approaching $1 trillion a year and
account for more than a quarter of
new issues in the eurobond market.

* Sustainable bonds can amplify

investors' approach to sustainable
investing, and finance a climate
transition respectful of societies
and economies.

Long-term stability is critical

for fixed income investors, and
sustainability-focused companies
are more likely to minimise
transition and financial risks, while
having a closer engagement with
stakeholders.
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massive investment gap required to
meet the targets set out in the 2015
Paris Agreement on Climate Change
(effective in 2016) and the 2015 UN
Sustainable Development Goals.

Why investors are drawn to
sustainable bonds

Private investors are playing a crucial
role in this growth. Many institutional
investors, including pension funds and
asset managers, have incorporated
ESG criteria into their investment
strategies.

Their take-up of sustainable bonds has
been driven by a number of factors

— primarily investors’ more ambitious
ESG policies and the search for climate
and social positive impacts.

First, sustainable bonds are a robust
long-term risk mitigation instrument,
allowing investors to finance projects
and companies which create a more
sustainable world. Companies issuing
sustainable bonds are expected to be
more resilient, minimising transitional
and financial risks. This kind of
corporate stability is paramount for
fixed income investors.

Second, companies that prioritize
sustainable business practices tend

to have better relationships with
customers, employees, and regulators,
as they are seen as more responsible
and trustworthy. This can result in
benefits such as higher retention rates,
and stronger pricing power.

Third, there are growing political
pressures on investors to ensure
financial flows are compatible with the
climate targets of the Paris Agreement.
This pressure is materialising

through a stringent and expanding
regulatory environment, such as the
EU's Sustainable Finance Disclosure
Regulation and the green taxonomy.

Finally, from mid-2022 to end-2023,
interest rates rose substantially,
making the fixed income market more
attractive. “In this context, investors
have switched their allocations towards
bonds, especially the highest-rated
ones which dominate the sustainable
bond market”, says Timothée Pubellier,
portfolio manager for the Climate and
Social Impact Bond strategy.

Alignment with “Just Transition”
concepts

In addition to the environment, socio-
economic factors need to be taken into
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account if the energy transition is to be
equitable for all society. “The transition to
a resilient, low-carbon economy calls for
a more holistic and inclusive approach,’
says Beauvir-Rodes. “In other words, a
just transition.”

The Just Transition concept has become
increasingly important since 2015, when
it was discussed as part of the Paris
Agreement, and has been a key topic

in subsequent COPs. It is found in the
UN Sustainable Development Goals
(SDGs), while the International Labour
Organization (ILO) published guidelines
for a Just Transition in 2015. Just
Transition was also at the heart of the last
G7 Action Plan in May 2023 and of the
latest COP28 in Dubai.

However, support in financial markets
for Just Transition remains limited.
Beauvir-Rodes says: "As a major player

in sustainable bonds, we decided to
leverage our expertise to create an
innovative fixed income impact strategy
which supports Just Transition concepts.
We think it aligns with institutional
investors’ ESG policies and their search
for impact.”

Turning Just Transition ideas into
action

For Ostrum AM, sustainable bonds are
an appropriate tool to support a Just
Transition. It kickstarted its innovative
approach by clearly defining its vision

of a Just Transition: a transition to a low
carbon world that is respectful of the
environment and biodiversity, while being
inclusive from a social and territories’
point of view.

Ostrum AM uses this definition to finance
sustainable projects in all geographies
and across diverse sectors. To identify
bonds and issuers with a Just Transition
profile, meanwhile, it employs two
proprietary tools: a Just Transition
Indicator and a Sustainable Bonds Rating
system.

The Just Transition assessment is
integrated at three levels.

First, at project level, it identifies bonds
earmarked to projects that:

+ Reduce carbon footprints, by promoting
renewable energy, environmental
solutions and services, green buildings,
clean mobility and the circular economy.

+ Promote positive social impact,
including health and wellness.

* Preserve ecosystems and local
economies.
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Second, at bond level, it uses a
proprietary Sustainable Bonds Rating
methodology which ensures issuers’
ESG strategy is consistent with the
sustainable bond issue and that the
proceeds of bonds are transparently
earmarked to assets that have a genuine
and measurable impact.

Third, at issuer level, the Just Transition
indicator focuses on issuers’ sustainable
management of resources and local
development. “The indicator shines a
light on issuers with good practices, in
terms of human resources, inclusion
and supporting local economies,” says
Beauvir-Rodes.

A well-diversified portfolio with
impact

The resulting bond portfolio has true
impact, based on the three principles
of intentionality, additionality and
measurability. It also complies with
the Greenfin Label, the French public
SRI Label and is classified as Article

9 according to the EU’s Sustainable
Finance Disclosure Regulation (SFDR).

“You can only make true impact if

you have considerable expertise in
sustainable bonds, combining financial
and ESG capabilities,” says Pubellier.

Pubellier adds: “Sustainability alone

is not enough; financial soundness
matters too. That's why we have a team
of credit and ESG analysts who work
side by side with portfolio managers to
deliver investments that offer impact and
returns.”

The granularity of the rating tool and just
transition indicator allows for tailor-made
portfolio construction to support the
energy transition in a number of ways.

Ostrum AM’s climate and social impact
bond approach is aligned to seven
environmental themes and three social
ones, as well to the 17 UN Sustainable
Development Goals.

Currently, Ostrum AM's biggest sectoral
allocations are to renewable energy
and green buildings, though it also has
material allocations to clean mobility,
and to a lesser extent environmental
solutions and biodiversity.

Ostrum AM also produces a
comprehensive impact report for this
strategy, which includes measures of
social output — a rarity in the investment
industry — in addition to environmental
impact indicators such as CO2 emissions
avoided.
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Social outputs include, among others,
the number of loans granted to SME or
microenterprises, the number of people
with access to basic infrastructure, and
number of people having benefited from
health and nutrition services.

Creating social, as well as environmental
measures, facilitates engagement with
issuers of sustainable bonds. Ostrum AM
engages with companies individually and
as part of industry-wide efforts.

Pubellier says: “We view sustainable
bonds as key instruments to engage

with issuers, especially on their overall
climate and social strategies, on the
transparency of their ESG disclosure, and
on key topics such as Just Transition.”

Setting the pace

Long-term stability is critical for fixed-
income investors, and sustainability-
focused companies are more likely

to provide this if they have better
relationships with their stakeholders.
Ostrum AM's aim is to ensure its
investments are compatible with this

position, adopted by many of its clients.

“We are not just keeping up, we're setting

the pace in this," says Pubellier. “Our
innovative approach is designed to
deliver financial returns while making
a real impact on the environment and
society.”
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Additional notes

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/
int-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. Germany: Natixis Investment
Managers International, Zweigniederlassung Deutschland (Registration number: HRB 129507): Senckenberganlage 21, 60325 Frankfurt am Main. ltaly: Natixis Investment
Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, ltaly. 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: Covendrum Stockholm City AB, Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, 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. 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 Collége 10, 1204 Geneva, Switzerland or its
representative office in Zurich, Schweizergasse 6, 8001 Ziirich. 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, 4™ floor, Cannon Bridge House, 25 Dowgate Hill, London,
EC4R 2YA. 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 (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 (Business Name Registration No.: 53431077W) and
Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not separate legal entities. 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 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 responsihility 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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