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Like many institutionals, insurers are exposed to
multiple risk components, but the main component
is interest rate risk. Interest rate risk stems from
liabilities and it is necessary to have exposure in
order to hedge this same risk carried under balance
sheet liabilities. Fixed income instruments are thus a
significant portion of the balance sheet and make the
main contribution towards earnings on liabilities.
This is a key factor of financial output for the euro-
denominated fund. Given record low levels in
previous years, bond strategies have led to a
widespread search for yield and with interest rates
on the rise, this risk has materialised in three forms.
The uptrend in interest rates generated capital
losses on the bond portfolio, which lost value.
Because interest rates had previously been on the
decline, this change was new, and both the
magnitude and consistency of the increase were
both surprising on the whole.

Furthermore, the average rate for the portfolio is not
climbing as fast as rates on the market. There is a
positive memory effect when interest rates drop, but
one that is currently penalising the portfolio’s
average rate. This effect is all the slower to
materialise given the portfolio’s high duration. While
the portfolio rate was diluted in past years, it is now
subject to accretion. Lastly, the search for absolute
return has uncovered biases in allocations relative to
the investment universe. The corporate bond bucket

was increased in a bid to capture the credit spread,
while decreasing the portfolio's government bond
allocation. We also made use of illiquid securities to
take advantage of the illiquidity premium. Finally,
structured products or bond repacks also drove the
search for yield/diversification. To recap: in the wake
of the rate hike phase, portfolios are recording
capital losses, rates are climbing too slowly and
allocation biases can be observed.

This new environment offers an opportunity to
review portfolio objectives, which need to be
adapted. A more agile, dynamic strategy is needed,
with the aim of accelerating portfolio accretion.
This calls for allocation adjustments, i.e. selling
generally short-dated securities with a low rate and
reinvesting in longer-dated securities with a higher
rate. The gain is the interest rate difference over the
remaining term of the security sold and the new
rate, through to the maturity of the security
purchased. Of course, it is important to check the
gain made from the allocation adjustment relative to
the capital losses generated from selling the
securities. Insurers that need to make these
adjustments will only be able to do so if permitted
by their endowment reserve, if the reserve was
duly provisioned during an interest rate decline.
Depending on the direction interest rates are
going, it is a good idea to allocate funds to the
endowment reserve on a preventative basis.
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This would give greater flexibility to the portfolio by
facilitating sales and accelerating the convergence
of the portfolio rate with the market rate when
interest rates are climbing.

These allocation adjustments provide an opportunity
to rebalance the government bond bucket, which
was reduced as interest rates were falling due to the
lower return.

This agility in managing the bond
bucket is also aligned with a more
dynamic tactical strategy targeting
other asset classes, to avoid income
volatility from an IFRS standpoint,
where the change in value directly
impacts the income statement.

This reallocation also raises the
guestion of adjusting duration, as the
government bond and credit buckets
do not have the same average
durations.

For interest rate risk in the balance
sheet, the duration gap is the most
commonly accepted measurement.

Determining the target gap gives a target duration for
the asset. The tendency is to reduce the interest rate
gap to guard against interest rate movements and
thus reduce uncertainty on economic capital. This
measurement is generally monitored on an annual
basis and sets the roadmap for the year.

In a volatile interest rate period, it is a good idea to
update this measurement more often so that
portfolios can be adapted more directly. The duration
gap is sensitive to interest rate levels and is not static.
When it gets too low, it can change signs and upset
the sensitivity of economic capital to interest rate
movements.

In terms of instruments, in addition to fixed-rate
bonds, derivatives are used either to protect the
portfolio from interest rate hikes or to amplify the
creation of capital gains in the event of a rate decline.
In both cases, the accounting treatment can make
using these instruments more complex, particularly
with the two sets of standards employed (French
GAAP and IFRS).

First, with interest rate risk comes credit spread risk,
and potentially even default risk.

Years of low interest rates
led investors to take
advantage of illiquidity
premiums,
but to the detriment of

overall liquidity.
Accordingly, the share of
illiquid assets has grown the

continuously in recent
years.

diversified and thus reduced, there is still
directional exposure to the market, which is difficult
to fully hedge under Solvency 2.

Equity risk is also a major source of risk, but one
that can be managed dynamically.

Economic or regulatory hedges can be set up to
facilitate rapid de-exposure before selling assets.

With the introduction of IFRS,
equity buckets have been reduced
in size and this risk has diminished.
The ongoing shock on the real
estate market also needs to be
addressed.

Allocations often hold a stable
portion of real estate assets, and
the revision of appraisals also
creates a risk of capital losses for

portfolio.  Finally, asset
liquidity risk must be considered
in light of liability repayment

requirements, particularly when
building the maturity schedule of
the portfolio.

It increases when there are tensions surrounding
growth prospects. If, as is true for equity risk, a
specific allocation can be years of low interest rates
led investors to take advantage of illiquidity
premiums, but to the detriment of overall liquidity.
Accordingly, the share of illiquid assets has grown
continuously in recent years.

It is true that 2023 has marked a shift in how fast
and how extensively non-financial risks are
integrated in the management process. This was
already the case beforehand, but policies have
been refined and requirements or intentions
clarified. We now have more data available and can
gain a little more perspective on these figures.
Historically, these objectives were addressed
upstream (when filtering the investment universe) or
downstream (via stock/bond picking). Over time, the
piling-on of multiple non-financial objectives
introduced one after another can result in a
significantly restricted investment universe, thus
calling for a more general and extensive search for
optimisation.
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In our view, ESG targets are goals like any other
and should be integrated the same way throughout
the investment process in order to arrive at effective
portfolio management decisions. An insurance
strategy is essentially a multi-objective strategy and
can incorporate non-financial indicators. However,
they need to be addressed from a cross-
disciplinary approach, across the entire value
chain, to avoid making hasty adjustments, ensure
the consistency of the whole and the effectiveness
of investment decisions.

The same data should be consistent between the
time the decision is made on the portfolio
management side, and the reporting platform.
Consistency and standardisation are key in this
area. To that end, you need to use high-
performance tools to aggregate masses of
financial, non-financial, accounting and regulatory
data. Portfolio deployment strategies are growing
increasingly complex because these objectives can
lead to gaps with investment universes not subject
to ESG objectives.

Rémi Lamaud,

For example, looking at the supply of sustainable
securities, while they are on the rise, they do not yet
cover the entire spectrum of a conventional bond
universe. Investing in sustainable bonds can
generate gaps in terms of sectors, duration, etc.,
relative to the investment universe. Furthermore,
activity is focused on the primary market and it is
more challenging to buy these securities over time
on the secondary market.

In addition, sustainability must also be assessed
independently, and we have a team of in-house
analysts who assess whether or not the
investments behind the bonds are sustainable or
not.

The entire portfolio management process was
revised to adapt to these new non-financial targets.
Even if these criteria are “non-financial”, they are
embedded in the core of our process, on the
same level as other financial criteria.

Written on 09/14/2023.

Insurance Solutions Expert, Ostrum Asset Management
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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 w ritten request. This material must not be used w ith Retail Investors.

To obtain asummary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of the w ebsite (im.natixis.convintl/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. Germany: Natixis Investment Managers International,
Zw eigniederlassung Deutschland (Registration number: HRB 129507): Senckenberganlage 21, 60325 Frankfurt am Main. ltaly: Natixis Investment Managers International
Succursale ltaliana, 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.AA., Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid,
Spain. Sw eden: 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 SA. or one of its branch offices listed belav. 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 Zirich.

In the British Isles: Provided by Natixis Investment Managers UK Limited w hich i 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 w ithin 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.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiw an (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 (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 revieved by the Monetary
Authority of Singapore.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors forinformation purpose only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers
and w holesale clients only .

In New Zealand: This document is intended for the generalinformation 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
w holesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Colom bia: Provided by Natixis Investment Managers International Oficina de Representacién (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.,w hichis not aregulated financial entity, securities intermediary, or aninvestment manager in terms of the Mexican
Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisiéon Nacional Bancariay 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 law s of France and is not authorized by or registeredwith 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 subs idiaries, which are also not authorized by or registered
w ith 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 w orldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in w hich 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 w ith the relevant national law .

The provision of this material and/or reference to specific securities, sectors, or markets w ithin this material does not constitute investment advice, or arecommendation or an offer to buy
or to sell any security, or an offer of any regulatedfinancial 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 portf olio manager(s) as of the date indicated. These, as w ellas
the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecastedin this material. The analyses
and opinions expressed by externalthird 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 fromthird party sources, it does not guarantee the accuracy,
adequacy, or completeness of suchinformation. This material may not be distributed, published, or reproduced, inwhole or in part.
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