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Time for a fresh look at money
markets

NEWS AND VIEWS FOR INSTITUTIONAL INVESTORS

As yields rebound, investors seek high credit quality and strong

SRI credentials.

There is good news for investors
wishing to park their cash short term
before deploying capital for the longer
term. As central banks raise rates, so
yields in money markets are rising, with
the likelihood of further rises to come.

Of course, money markets are not all
about yield. In addition to higher yields,
money market investors demand
protection of their capital, very low
volatility and sufficient liquidity that
they can take advantage of investment
opportunities whenever they arise.

“Our aim is to improve on average
yields in money markets without
compromising at all on security and
liquidity,” says Alain Richier, head

of money markets at Ostrum Asset
Management (Ostrum AM), an affiliate
of Natixis Investment Managers.

Yields above 3,5% into view

Amid recessionary and inflationary
conditions, many investors are looking
to keep powder dry while they wait for
greater visibility in equity markets and
other long-horizon investments.

Money markets are more interesting
than they have been for many years as
central banks raise rates. In Europe, 10
years of negative rates are giving way to
strongly positive yields, with the market
anticipating an ECB deposit rate of
around 3.5% by mid-2023.
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“Our target is to add a credit premium to
that, bringing yield between 3% and 4%
over the coming months and years,” says
Richier.

Richier sees credit as one of three

ways Ostrum AM can add value to
money market returns. His team invests
exclusively in investment grade issuers
from world-selected countries, using

a large credit analyst team to find

high quality issuers with strong credit
fundamentals.

That bottom-up approach is
complemented with a top-down
approach, implementing macro views
to adjust maturities and optimise the
balance between fixed and floating rate
instruments.

The third value-add is a Socially
Responsible Investment (SRI) approach
which excludes names with the lowest
extra-financial ratings in their industry.

Credit ratings are key

Even with very short maturities, the main
risk to a money portfolio is credit. That is,
the likelihood that investors will get their
principal back when they divest. “The

key is to avoid defaults in the portfolio,”
says Richier. “This necessarily entails

a cautious approach to every company
and every issue in our universe.”

Ostrum AM invests predominantly
in securities issued by private-sector
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Key takeaways:

+ Money markets are in a good place,
offering low volatility, near zero rate
sensitivity and an interesting yield.
Amid rising rates and high volatility,
money market investments offer
investors a sound temporary
portfolio solution.

+ Well-resourced teams and rigorous
risk control are key to a good
risk-return ratio. Active management
of interest rates and credit selection
increases returns and reduces
volatility in net asset values.

+ SRI should be a significant
component of asset selection too.
Even though money market assets
are short-term, long-term SRI
issues can impact returns.

entities like banks or industrial
companies and every issuer must be
located in an OECD country. In Europe,
Ostrum AM considers companies

only in the European Economic

Area, excluding former Eastern Bloc
countries but with the addition of the
UK and Switzerland. In Asia, it invests
only in Japan, Australia and New
Zealand. In the Americas, it allocates to
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the US and Canada. “These geographical
restrictions are not in evidence in all
money market portfolios, which may
contain assets issued in politically
complicated countries,” notes Richier.

In addition, every asset must be issued
by an entity rated "high-quality” by
Ostrum AM’s analysts. Ostrum AM’s
proprietorial evaluation and rating
process is distinct from the rating
agencies in that it is forward-looking,
whereas the main agencies rely on

historical data.

Regulation driving up quality

How participants in European money
markets operate is tightly requlated. The
Money Markets Funds Regulation 2019
makes it clear that investment firms must
rate issuers themselves, rather than relying
on agency ratings. They must adopt a
cautious approach, investing only in “high
credit quality issuers’, as identified by
investment firms. Firms must use their
own resources to analyse issuers, requiring
sufficient numbers of staff with the
appropriate qualifications. The intended
result is a wide range of profiles across
money market portfolios, rather than
clustering around the same names.

This approach allows it to rate
instruments that are not evaluated by
the agencies, leading to an active and
convictions-based approach to money
markets.

The proprietary ratings give Ostrum
AM's portfolio managers an indication
of a company'’s level of credit risk and
volatility. “As opposed to rating agencies,
which have a tendency to rate within the
cycle, we rate throughout the economic
cycle of the company,” says Richier.
“This additionally allows our portfolio
managers to identify arbitrages between
our assessment of the risk and that of
the rating agencies.”

Wide coverage requires a large
team

To evaluate and rate so many issuers,
and create portfolios from the best
issuers requires hugely-resourced credit
teams.

Ostrum AM rates about 1,200 issuers a
year globally across its credit and money
market portfolios and more than 1,000
direct engagements are undertaken with
issuers every year.

Globally, Ostrum AM has four money
market portfolio managers, supported by
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a team of 23 credit analysts and a strong
credit risk department.

The majority of this team is based in
locations across Western Europe, while
five credit analysts operate in the US,
where 400 issuers are monitored. In
Asia, a discrete Asian-based and Asian-
focused credit team monitors more than
130 Asian issuers.

Opportunity arises from strong
macro views

Money market investments must be
highly risk-aware. Changes in the market
environment — currently manifested

in the Ukraine conflict, recessionary
conditions and high inflation — can
represent an opportunity to seek higher
yields.

Each month, Ostrum AM’s macro team
establishes its central macroeconomic
scenario which includes forecasts on
growth, inflation, currencies and interest
rates. The money market committee then
analyses market data relative to current
and anticipated interest rates curve and
generates views on short-term yields.

“If we can anticipate central bank policy,
we can adjust maturities and rebalance
our fixed rate versus variable rate assets,”
says Richier.

Ostrum AM has been repositioning its
portfolio since the third quarter of 2021,
switching into variable rate assets in
anticipation of central bank rates rising.
“We think the rate will continue to go up
for the first half of this year with the ECB
deposit rate reaching 3,5% by the end of
June,” says Richier.

SRI as risk-reducer

SRI should be a significant component
of asset selection. Even though money
market assets are short-term by nature,
long-term SRl issues can have an impact
on returns.

“We have found a material correlation
between issuers with a good SRl rating
and those with resilience in the money
markets,” says Richier.

Taking extra-financial criteria into
account minimises the industrial and
financial risks that could potentially
impact the credit risk of issuers in

a legal and regulatory environment
which increasingly takes these same
constraints into account.

In addition, while money market assets
have short maturities, some companies
issue a series of short-term assets over
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a multi-year period as an alternative to
issuing long-term bonds. This made
particular sense when money market
yields were negative and long-term
yields positive, even if the company

had to refinance every few months. So
long-term financial health is paramount.

Ostrum AM's process is guided by

Label ISR, an SRI designation operated
by French regulators. The designation
demands that investment firms have
their own internal SRI processes. These
processes must mainly support a best-in-
universe approach in order to select the
most virtuous issuers.

“The label's guidelines mean we finance
only those issuers with better SRI scores,’
says Richier.

Liquidity requires planning

Maintaining a high level of liquidity to
meet redemptions on a daily basis under
all market conditions is essential to meet
the needs of money market investors.

With €52 billion in assets under
management in money markets

(at end-December 2022), Ostrum

AM has considerable capacity to

absorb large-scale subscriptions and
redemptions. The comprehensive range
of offerings, from short-term to standard,
covers all investment horizons.

Maturity schedules are set so cash

is available on a regular and planned
basis. “Good knowledge of our client
base enables us to adequately build the
cash bucket in order to satisfy upcoming
redemptions,” says Richier. Large
corporates, for instance, typically take
their money out at the end of reporting
quarters.

In addition to the mandated regulatory
ratios for assets with very short-term
maturities, a large proportion of Ostrum
AM’s assets is invested in securities with
less than three months’ maturity.

To further enhance liquidity, Ostrum AM
holds shares of other money market
funds, which can be sold rapidly if
redemptions suddenly spike.

And emphasis on high credit quality with
assets valued at market price, means
assets can be sold quickly.

Finally, even though securities are
generally held until maturity, Ostrum AM's
portfolio managers take into account
current market conditions and select
securities perceived as interesting so
they can sell them back into the market
rapidly, if required.
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Low volatility, interesting yields

Money markets are in a good place.
Investors can now allocate to money
market investments with low volatility
and near zero rate sensitivity, and with an
interesting yield.

But nothing in markets is certain and
portfolio managers must be alive to
current and future risks. “We give
absolute priority to the safety of our
investments in terms of both financial
and extra-financial credit risk,” says
Richier.
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This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent
the subjective views of the author as referenced unless stated otherwise and are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material.

Created by the French Ministry of Finance in early 2016, with the support of Asset Management professionals, the public “Investissement Socialement Responsable’ (ISR) Label
aims at giving Socially Responsible Investment (SRI) management an extra visibility with savers. It will make it easier for investors to identify financial products integrating
Environmental, Social, and Governance (ESG) criteria into their investment process.

www.lelabelisr.fr

The strategy presents a risk of capital loss and is not guaranteed. An investment in this type of strategy differs from an investment in deposits because it is exposed to the risk that
the invested capital will fluctuate. The strategy does not rely on external support to guarantee its liquidity or stabilise the value of the investment. In the event of a very low level of
money market interest rates, the return generated by the funds may not be sufficient to cover its management costs. The funds could see their net asset value decline structurally.

Copyright® 2023 Natixis Investment Managers S.A. — All rights reserved.
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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. Spain: Natixis Investment Managers International S.A., Sucursal en Espafia, Serrano
n°90, 6™ 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,
[-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 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, 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 (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
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

Ostrum Asset Management Natixis Investment Managers
An affiliate of Natixis Investment Managers. RCS Paris 453 952 681

French Public Limited liability company with board of Directors. Share Capital: €178 251 690
Share capital €50 938 997. 43 avenue Pierre Mendes-France
Regulated by the Autorité des Marchés Financiers (AMF) under no. GP 18000014. 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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