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« Covered bonds are an essential financing instrument for banks in the euro
area.

- ECB monetary tightening affects the covered bond market directly with the
unwinding of CBPP3! holdings and indirectly with the TLTRO? repayment
(freeing covered bond collateral).

« Mortgage loans are the main collateral for covered bonds. Housing has been
hit by higher rates so that bank lending to households for house purchase
shrunk.

« Covered bond supply should slow reflecting declining lending flows.

« Covered bond spreads tend to compare favorably to other similarly low-risk
asset classes.

1 CBPP3: Third covered bond purchase programme conducted by the ECB
2 TLTRO : targeted longer-term refinancing operations of the BCE towards banks
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Covered bonds are an essential funding tool
for banks. Covered bond supply has been
strong in recent years as banks seek refinan-
cing to repay TLTRO-III loans. However, ECB
monetary tightening took a toll on residential
investment and mortgage loan demand. Sup-
ply could slow going forward and help shrink
CB asset swap spreads which currently trade
around 30 bps. The covered bond asset class
offer attractive value compared to other high
guality liquid assets.

Covered bonds (CB) are debt obligations issued by
credit institutions which offer a so-called double-
recourse protection to bondholders: if the issuer fails,
the bondholder has a direct and preferential claim
against certain segregated assets (mortgage loans or
public-sector loans) and an ordinary claim against the
issuer's remaining assets.

While securitization transfers some credit risk relating
to the assets from the bank to the investor, covered
bonds don't transfer the risk of the assets. The bonds
usually pay down when the assets pay down. National
regulatory regimes may vary in terms of supervision
and composition of the cover pool.

Covered bonds have been an essential funding ins-
trument for banks. Covered bond shave been sold to
the market or posted as collateral by institutions seek-
ing long-term funding at the ECB. Indeed, collateral
against TLTRO-IIl loans represented as much as 717
billion euros in haircut-adjusted value at the end of
2021. Covered bonds are category Il assets or second-
best after government bonds and similar low-risk assets.
Applicable haircuts depend on the maturity, credit
quality (steps 1, 2 or 3) and the structure of the bonds
(soft bullet or pass-through for instance) and whether
the covered bond collateral is for the own use of the
issuers.

The ECB has a considerable footprint in the covered
bond market via three covered bond purchase prog-
rams since 2011 or the collateral received against
TLTRO loans. Remaining holdings in the CBPP 3 port-
folio amount to 274.5 billion euros (March 2024) whilst
CB collateral was valued at 463 billion euros at the end
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of 2023. Both asset holdings and loans are winding
down. Maturities of the CBPP3 will amount to 37.8
billion euros in the twelve months to March 2025.

As the ECB’s presence in the CB market declines,
opportunities will arise for investors.

ECB: Redemption profile of the CBPP3 over next
12 months
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As the ECB takes a step back from CB markets, the
issuance of covered bonds has picked up noticeably
since 2022. The total borrowed by euro area financial
institutions hit 200 billion euros last year whilst gross
issuance already totals 62 billion in the first quarter of
2024.
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Non-euro issuers have increased their presence in
primary bond markets. Institutions from Anglo-Saxon
economies (Canada, Australia), Scandinavia (Norway,
Sweden) and Asia (South Korea, Singapore) have
issued a total of 131 hillion euros last year.
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The collateral of covered bonds is mainly residential
mortgages®. As such, a covered bond investment is a
claim on the underlying loans secured by homes.
Mortgage origination is therefore a good proxy for
potential future supply of covered bonds, although
there are limits to how much bank assets can be
encumbered.

Euro area housing markets have gone through a soft
patch as the ECB raised interest rates. Home prices
only started to stabilize recently about 3 % below their
2022 peak. However, the stabilization of prices in
aggregate masks considerable discrepancies in the
region. The worst-performing housing market has
been Germany, where home prices are down by
12.5% from their 2022 peak. On the contrary, prices in
Portugal have increased continuously through the
pandemic and the ECB’s monetary tightening cycle.
Home prices in Portugal have indeed doubled since
2015. Foreign investment has been very strong and is
causing concern among the population as household
income fail to keep up with housing costs.

Euro Area - New Business Interest Rates House Purchase
Loans to Households
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Mortgage borrowing costs have nearly quadrupled
from pandemic lows in most countries. Besides higher
mortgage interest rates, banks have tightened credit
conditions through the third quarter of 2023 largely
due to their low risk tolerance and their housing
outlook. According to the ECB bank lending survey,
the net share of rejected loan applications has indeed
increased every quarter since the start of the ECB
policy rate hikes in July 2022. In the fourth quarter of
2023, banks reported a further net increase in the

3 NB: in this piece, we will leave out other collateral including public-sector
loans and commercial real estate aside for the sake of simplicity.
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share of rejected applications for housing loans (net
percentage of 6%) but the increase was lower than in
the previous quarter (12%).

Still, there may be light at the end of the tunnel. In the
fourth quarter of 2023, banks reported no further
tightening of mortgage credit standards in the four
largest economies of the European monetary union.
On the demand side, banks now face less negative
demand conditions. Low household confidence and
high interest rates still impact loan demand negatively
but to a lesser degree. As the ECB begins cutting
interest rates later this year, demand for house
purchase loans should pick up.

Though the outstanding amount of mortgage loans on
bank balance sheets is just 0.5% below the peak, new
loans to households for house purchase has plunged.
Tight credit standards, less housing transactions and
weaker home prices all weighed on bank lending
activity.

Euro area - loans to households for house purchase [new
120 000 business, EUR Min]
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New loans indeed slowed from 92 billion euros on
average in the first half of 2022 to just 49 billion euros
in February 2024. Net of monthly repayments, lending
flows only rose by 8 billion euros last year and are
down 26 billion euros in the first two months of 2024.
Moreover, the average maturity of new loans has been
reduced. Floating-rate loans have been in relatively
higher demand than fixed-rate deals as borrowers
expect the ECB to start cutting rates this year.
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Lower mortgage origination should weigh on the net
supply of covered bonds in the years to come. Gross
issuance will nevertheless remain high given the
redemption profile of the asset class. As can be seen
in the next chart, refinancing needs will rise to 200
billion per annum in 2025 and 2026 (half that amount
will come from non-euro issuers). As per the main euro
area economies, the maturity wall is somewhat closer
in Italy and Spain (2025-2026) than in France and
Germany (2027-2028).

Redemption profile of euro-denominated covered bond
market
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It is worth keeping in mind that covered bonds posted
as collateral with the ECB will be redeemed by banks
upon TLTRO-Ill repayment. These securities could
either be canceled or sold to the market, potentially
adding to supply.

Covered bonds are a low-risk asset class priced off the
interest rate swap curve. As such, the asset class
competes with sovereign and quasi-sovereign issuers
(agencies, supranational bonds) of similar high credit
quality.

The euro covered bond market universe is quite deep
with 1,500 securities and 1,2 trillion euros in market
value. The average yield to maturity is currently hov-
ering about 3% with average maturity just under 5
years. The average rating is AAA/AAL.

As most fixed income asset classes, covered bonds
have underperformed swaps since 2021. Asset swap
spreads on covered bonds have risen to around 27
bps from sub-0 bp levels in October 2021. Current
covered bond valuations compare favorably to that on
sovereign and supranational debt with similar high
credit quality. Agency bond spreads however trade
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slightly wider but covered bonds may offer more
security for investors with the double-recourse struc-
ture whereas government guarantees on agency bonds
are not always explicit.

Bloomberg Indices swap spreads across asset
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Furthermore, covered bond spreads appear less
volatile than comparable asset classes. The chart
below shows current spreads vs. annualized spread
volatility using a 3-year window for different fixed
income markets. On this measure, covered bonds
seem to offer better value with low levels of spread
volatility.
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Banking institutions hold some covered bonds for
regulatory liquidity purposes. Covered bonds are not
as liquid as core sovereign bonds, but good enough.
On ECB supervisory data for the 4t quarter of 2023,
euro area bank holdings of Extremely High Quality
Covered Bonds (EHQCB) sum up to 221 billion euros,
a mere 4.5% of aggregate LCR assets for the euro
area banking sector. There may be scope for larger
investments in covered bonds by liquidity buffer
managers given attractive spread levels.
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Conclusion

Covered bonds are an attractive low-risk asset class. Spreads currently hover around 30bps vs.
swaps as strong supply since 2021 contributed to awidening in spreads. Indeed, euro area banks
used covered bond issuance to refinance TLTRO-IlIl maturities. However, higher ECB rates
weighed on housing loan demand and home prices. The contraction in new loans should cap
issuance in years to come. Covered bonds used as TLTRO collateral could still add to supply,
but the risk-reward trade-off on CB compares favorably with other high credit quality assets.
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Additional notes

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

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

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

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

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

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

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

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

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

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris. 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, 6th
Floor, 28006 Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372-
Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Or,provided by Natixis
Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and
registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg,
Grand Duchy of Luxembourg. Germany: Natixis Investment Managers International, Zweigniederlassung Deutschland (Registration
number: HRB 129507): 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 Collége 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zrich.

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 exp erience
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.
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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, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789
2788.

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

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is
intended for the general information of financial advisers and wholesale clients only.

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors.
Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Colombia: Provided by Natixis Investment Managers International Oficina de Representacion (Colombia) to professional clients
for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein
are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to
less than 100 specifically identified investors.

In Latin America: Provided by Natixis Investment Managers International.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised
by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund
qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to
herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in
the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein
to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are
also not authorized by or registered with the CNBV or any other Mexican authority.

In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers
International. This communication cannot be distributed other than to the identified addressee. Further, this communication should
not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers International is
a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF)
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under
no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris.

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

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

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

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