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Key takeaways

¢ In the context of the eurozone equity market, total return is defined as the sum of contributions to
earnings per share growth, plus changes in share price compared to earnings (P/E) and dividend
growth.

¢ Average annual dividend yield is observably higher than share price yield over the past 20 years,
while recording lower volatility than earnings per share.

e During years when the economic climate is undynamic, expanding financial multiples are the main
contributor towards capital gains. Conversely, in a situation of broadly distributed growth, EPS
growth becomes the leading contributing factor to capital gains.

e The performance gap between the eurozone and the US is chiefly attributable to share buyback
programmes. Share buybacks are prioritised over dividend payments as shareholder pay-out in
the US, due to their more advantageous tax treatment.

¢ Dynamic allocation to a variety of performance factors provides better control over total return
dispersion in the context of active investment management in the equity market.

Ostrum Asset Management — September 2021 - 1



Ostrum

ASSET MANAGEMENT

The eurozone equity market, as measured by the
MSCI EMU index, has returned a 4.17%
annualised return, defined as the logarithmic
differences of the index values, over the past 20
years (see Chart 1). This period, from 31
December 1998 to 31 December 2020, includes
the creation of the eurozone (1999) and the
introduction of euro banknotes and coins (2002).

This growth rate masks disparities in momentum
between the two main performance drivers:
dividends and share prices.

Chart 1: Cumulative log returns of the MSCI EMU Total Return
Index. Source: Bloomberg, Ostrum Asset Management.

The total return of a non-amortisable single
currency financial asset, such as eurozone
equities, breaks down into a price component and
a dividend component.

e Price yield is more volatile, as it is
composed of capital gains or losses from
equity investments;

e Dividend vyield provides revenues flows
which are not guaranteed over time.

Chart 2 demonstrates that average annual
dividend log yield over the past 20 years is 3.04%
vs annual price yield of only 1.13%.

Chart 2: Annual log returns of dividends and capital gains over the
last 20 years of the MSCI EMU index. Source: Bloomberg, Ostrum
Asset Management.

The relative stability of dividend yield shown in
Chart 3 is of notable interest, with recorded
volatility of 1.2%, compared to 18.2% for the price
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component.

Chart 3: Annualised volatility of the price return and dividend yield
on the MSCI EMU index over the last 20 years. Source: Bloomberg,
Ostrum Asset Management.

Chart 4 illustrates annual historic dividend returns
compared to total return. Dividend yield was
maintained throughout the different market
regimes, notably during bear market phases.

Dividend volatility is much lower than earnings
per share volatility. The commitment to paying a
dividend is a key management decision, which
must be sustainable over time and engages
managers with regard to the financial community.
Earnings cyclicality depends mainly on the
economic climate, whereas dividend cyclicality
depends on the management’s will to reward
shareholders. In a poor economic climate, which
weighs on earnings per share, the management
may increase the earnings pay-out ratio in order
to maintain the dividend, or even raise debt
(temporarily) in order to guarantee dividend
stability. In short, dividends are much less volatile
than earnings per share, chiefly on account of the
various levers at the company managers’
disposal to ensure continued dividend payments.

2011

Chart 4: MSCI EMU Index annual log-dividend returns over the last
20 years. Source: Bloomberg, Ostrum Asset Management.

The significant changes occurring over time in the
composition of the index must also be taken into
account regarding remuneration levels. Chart 5
shows that only 35% of the stocks initially
included in the MSCI EMU in 2001 were still in
the index in December 2020.
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Chart 5: Change in the composition of the MSCI EMU index. Source:
Bloomberg, Ostrum Asset Management.

An assessment of the split in total returns
between capital gains and dividends in the
eurozone equity market reveals that dividends
represent the strongest source of performance.
As returns from dividends also prove less volatile,
despite shocks in the market and variations in
turnover among the companies comprising
eurozone equities, dividend pay-out can be
considered as a regular performance driver.

Capital gains are expressed as the sum of
contributions from the expansion of price-
earnings ratios (P/E) and earnings growth (EPS).
These two factors represent 4.09% and -2.96%
respectively as illustrated in Chart 6.

The expansion of financial trading multiples over
the period (P/E in the case study) is largely
attributable to the constantly sharp easing of
interest rates in the eurozone over the past 20
years, due to accommodating monetary policies,
and an absence of inflation, resulting from
economic globalisation.

The negative contribution from earnings growth
appears logical given the eurozone’s difficulties in
expanding profits over the past 20 years.
Unfortunately, the eurozone remains
characterised by structural difficulties in
generating secular growth. Although there are
several reasons for this, the key cause is the
difficulty experienced by eurozone companies in
expanding turnover, due to weak sales volumes
and/or deficient pricing power. In short, few
eurozone companies, across all sectors, deliver
regular significant gains in market share. Over
the past 20 years, US or Asian companies have
dominated the leadership in many sectors, to the
detriment of the eurozone. This loss of leadership
is discernible in the structural difficulties
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experienced in generating strong earnings
growth over the period. The eurozone monetary
authorities’ resolve to maintain a strong euro
compared to other global currencies has certainly
also contributed to this phenomenon.

Chart 6: Cumulative log-performance of the different performance
drivers of the MSCI EMU index over the last 20 years. Source:
Bloomberg, Ostrum Asset Management.

However, returns generated by P/E and EPS are
too volatile compared to dividend vyields as
illustrated in Chart 7.

Chart 7: Annualised volatility on the MSCI EMU over the last 20
years. Source: Bloomberg, Ostrum Asset Management.

The split between the impact from P/E compared
to earnings growth has changed significantly over
the past 20 years. Chart 8 illustrates the trends
observable over a 10-year rolling period which
shows changes in the split in total returns
between P/E growth and earnings growth. A
strong contribution to profits from the EPS factor
is clearly observable during economic growth
cycles.

Chart 8: 10-year rolling log-performance of MSCI EMU index
performance drivers. Source: Bloomberg, Ostrum Asset
Management.

After 2001, when the tech bubble burst and
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financial trading multiples contracted, the global
economy resumed a strong diverse global growth
trend across the board (2002 - 2012). Traded
financial multiples logically contracted in a world
of more commonplace growth. Economic
globalisation and the development of the
emerging markets, along with the rise of China as
one of the leading global economic powers, have
been the key drivers for this expansion phase,
which has been favourable to the EPS factor.
Investors preferred the most sensitive companies
to the resurgent earning cycle, with the strongest
potential operational leverage. EPS therefore
logically had a greater impact over this period, as
this factor attracted investor appetite. With growth
as a commonplace highly diversified factor,
investors had no need to overpay for growth
through expanding financial multiples.

Conversely, from 2010 - 2020, global economic
growth was more chaotic, less diverse and
concentrated in Asia and the US. The eurozone
was impacted by the peripheral sovereign debt
crisis, which triggered budgetary tightening by
most member states, which curbed growth in the
region. ECB monetary policy became more
accommodating during the latter part of this
period however, driving interest rates sharply
lower. In this context of sluggish regional growth,
coupled with extremely low interest rates, the
“multiple expansion” or PE factor logically
contributed positively to eurozone equity
performances. In a situation where growth is rare,
investors  focus solely on  companies
characterised by sustainable secular earnings
growth, with clear visibility and strong resilience.
Financial trading multiples expanded significantly
as a result among these so-called growth
companies.

It should be noted that this split varies over time.
A more detailed analysis in Chart 9 reveals
distinct divergences, from one year to the next,
between the P/E effect and the impact of
earnings on returns. This is particularly the case
during stock market crashes, such as during the
various financial crises which have hit the market,
characterised by strong temporary risk aversion
among investors who resort to fundamental
growth stocks.
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This same phenomenon occurs year after year,
i.e. during periods when the economic climate is
undynamic, for whatever reason, financial
multiples expansion is the main capital gains
driver. As growth is rare, investors scramble into
the few companies generating structural earnings
growth. This investor behaviour causes financial
trading multiples to surge (2012 and 2020).
Conversely, in situations of more widespread
growth, investments do not need to be
concentrated among the few companies enjoying
secular growth. investors therefore focus on
companies with the strongest leverage to amplify
their earnings and the EPS growth factor then
becomes the main capital gains driver (2009 and
2003).

PE EPS

Chart 9: Annual log returns of MSCI EMU performance drivers over
the last 20 years. Source: Bloomberg, Ostrum Asset Management.

During the 2001 and 2007 financial crises,
earnings growth appears to have fallen in parallel
with the equity market, while P/E expansion
trended higher symmetrically over the same
periods. Chart 10 illustrates the aggregated
performance gaps over these periods.

EPS PE

Chart 10: Cumulative log-performance of P/E expansion and
earnings growth. Source: Bloomberg, Ostrum Asset Management.
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This global trend is confirmed by an analysis of
correlations between performance factors:

Price Return [EPS Return  [PE Return Dividends Return

Price Return 0.14 0.17 -0.06
EPS Return 0.14 -0.95 0.02

PE Return 0.17 -0.95 -0.04
Dividends Return |.g og 0.02 -0.04

Table 1: Correlations of the performance components of the MSCI
EMU index over the last 20 years. Source: Bloomberg, Ostrum
Asset Management.

During the review period, there is a strong
negative correlation between P/E yield and
earnings yields (-0.95) while capital gains appear
to be marginally correlated with dividend yield (-
0.06).

As a comparison, Chart 11 reproduces the same
split in US equity market total returns over the
past 20 years as reflected in the S&P 500 index.

An observation of the returns from the different
performance drivers in the US reveals a
significant divergence with the eurozone market.

EPS PE

Chart 11: Cumulative log-performance of the various S&P500 index
performance drivers. Source: Bloomberg, Ostrum Asset
Management.

The US market delivered a total log-performance
of almost 7%. Chart 12 shows the contribution
from different performance drivers,
demonstrating that capital gains far outpace
dividend performance (+5.1% vs +1.9%),
illustrating a sharp difference in allocation
profitability between the eurozone and the US
markets.
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Chart 12: Annualised log price and dividend performance of the
S&P500 index over the last 20 years. Source: Bloomberg, Ostrum
Asset Management.

The lesser importance of the dividend factor in
the US market equity performance results from
the fact that American company managers
prioritise share buybacks over dividend payments
as a means of remunerating their shareholder
base, on account of their more advantageous tax
treatment. This is a key element to take into
account. This factor is the main cause of the
difference in returns between the eurozone and
US. Capital gains are boosted by share
buybacks, particularly earnings growth per share,
due to the reduction in the number of shares.

Furthermore, in contrast to the eurozone market,
capital gains are represented mainly by earnings
growth (+4.7%) whereas P/E expansion remains
at +0.4% over the review period.

Unlike the eurozone, the US is always
characterised as a highly diversified strong
growth region, where widespread structural
growth is not rare. The US is the originator and
chief beneficiary of economic globalisation.
Disruptive  technological, societal and/or
regulatory phenomena have always boosted
American companies and their earnings growth.
The proportion of US companies boasting global
economic leadership has not diminished, unlike
Europe and more particularly the eurozone.

Therefore, in a situation where secular growth is
not rare, investors have no reason to focus their
investments and therefore their performances on
a limited number of companies, which would
resultin driving trading multiples higher. Investors
have polarised on American companies with the
greatest exposure to growth, as investment
supports providing strong earnings growth are
always available.
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In the context of the eurozone equity market, total
return is defined as the sum of contributions to
earnings per share growth, plus changes in share
price compared to earnings (P/E) and dividend
growth.

Over a relatively long-term horizon, the eurozone
market performance split is observably chiefly
linked to regular dividend payments, which
therefore represent a particularly attractive type
of remuneration for eurozone investors.

Capital gains however, which are an expression
of the interaction between P/E and earnings
growth, are subject to market regimes which may
strongly impact P/E or earnings growth
expansion. This implies that dynamic allocation to
a variety of performance factors provides better
control over total return dispersion in the context
of active investment management in the equity
market.

Furthermore, the performance gap between the
US and the eurozone markets in this analysis
results from divergent conduct and intensity
among the underlying performance drivers during
the different equity market phases over the past
20 years. A marked gap therefore exists, in terms
of total return split, which must be fully
understood in each of the investment regions.
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Additional notes

Asset management company regulated by AMF under n° GP-18000014 — Limited company with a share capital of 48 518 602 €. Trade register
n°525 192 753 Paris — VAT: FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendés-France, 75013 Paris —

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 or an award provides no guarantee for future performance and is not constant
over time. Reference to a ranking and/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.

In the E.U. (outside of the UK and France): 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. ltaly: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy
Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21,
60325 Frankfurt am Main, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered
office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-
9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment
Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch,
Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In France: Provided by Natixis Investment Managers International — 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 Mendeés France, 75013 Paris.

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 Zurich.

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.
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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 (company registration no. 199801044D) to distributors and
institutional investors for informational purposes only.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors 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 Latin America: Provided by Natixis Investment Managers S.A.

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 Colombia: Provided by Natixis Investment Managers S.A. 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 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.

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.
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