AA /NG T AT THL LOM G- TERM TURTLE AND THE SHORT-TERM HARE

Having it all:
the long-term Turtle and the short-term Hare

Financial markets are facing their greatest crisis since the Great Recession of 2008-2009. At that time,
Environmental, Social, and Governance (ESG) was a specialty investment; today it is a mainstream
approach, with ESG worldwide assets under management of least three' times what they were ten years
ago. The first serious, global test for ESG strategies is arguably the double whammy of Covid-19 and the
oil price war.

If April 2020 is ‘only the end of the beginning’, what can we observe so far from this crisis?

Firstand foremost, on an aggregate basis, ESG-focused strategies have outperformed non-ESG strategies?.
Research by Bank of America as of 25 March showed that since the peak of the S&P© 500 in February,
stocks in the top quintile by ESG ranks outperformed the market by over 5%. Even adjusting for size and
sector performance, highly-ranked ESG stocks outperformed the S&P 500 by 3-4%"+*.

Before anyone says it - twelve weeks is not the long term. However we believe that what we have seen
with our own ESG investment strategies, both prior to and during this crisis so far, is no coincidence.

http://www.gsia-alliance.org
2 https://www.morningstar.fr/fr/news/200524/les-fonds-esg-prot%c3%a8gent-mieux-dans-les-phases-de-krach.aspx
? Bank of America Global Research, £SG matters - Global. Bull market phenomenon? Quite the contrary, March 25" 2020.
41t is important to note here that this ESG group includes strategies that widely differ from one another, ranging from pure exclusion ones (controversial weapons, tobacco, etc) to
highly active integration of ESG factors based on their materiality. Therefore it is likely that a lot of variation can be found between ESG blends in terms of performance.
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At Candriam we have advocated for more than two decades that integrating ESG considerations within
securities analysis and portfolio construction represents an essential dimension of risk assessment, in
particular for so-called fat tail risks.

Along this journey, we have developed a range of investment strategies, all sharing the same ESG analytical
framework that helps us spot the companies best-positioned from an operational and business model
standpoint. Since the onset of the crisis, our ESG strategies have delivered consistent risk-adjusted
outperformance compared to their respective reference indices® and their respective peer groups.

Figure 1: ESG strategy performance in Bull and Bear markets
For this illustration, we consider the three years ended March 2020 as a bull market, and the three
months ended March 2020 as a bear market.

Gross performances. Data as of 31 March, 2020. Indeces shown as reference only; strategies do not replicate (note 5).

Candriam ESG Strategies 1 Month 6 Months 1 Year 3 Years 5Years AUM (millions) | Base Currency

Emerging Markets -14.80 -18.01 -11.43 -7.90 3.97 9.82

MSCI© Emerging Markets NR -15.31 -21.84 -15.10 -15.77 -7.19 -3.90 5221 EUR
Excess Return 0.51 3.83 3.68 7.86 11.16 13.72

Europe -12.19 -19.59 -13.30 -6.33 4.05

MSCI© Europe NR -14.35 -22.59 -18.17 -13.53 -9.21 590.1 EUR
Excess Return 216 3.00 4.87 7.20 13.26

Emerging Markets -10.79 -9.59 -7.35 -1.22 717

JPM®© EMBI Global Diversified -13.85 -1338 -11.81 -6.84 1.27 1,042.9 usb
Excess Return 3.06 3.79 4.46 5.62 5.90

Global Agregate -0.60 427 1.36 8.99 1247 13.37

Citi© WBIG Ex-MBS &-JPY 227 211 -0.27 7.19 9.88 10.71 103 EUR
Excess Return 1.66 2.16 1.63 1.80 259 2.65

Global High Yield -5.01 -5.65 -4.28 -0.28 NA**

MLO© Global HY BB-B 2% Constr Non-Fin Hedged EUR -12.06 -13.34 -11.57 -9.33 -1.99 461 EUR
Excess Return 7.05 7.69 7.29 9.05 NA**

Global Balanced -7.46 -9.90 -6.82 -2.56 2.81 4.89

Balanced Index* -8.01 -11.18 -8.98 -4.85 1.12 3.91 628.3 EUR
Excess Return 0.55 1.28 216 2.29 1.69 0.98

* 20% MSCI© Europe (NR), 20% MSCI® US (NR), 2.5% MSCI® Japan (NR), 7.5% MSCI© Emerging Markets (NR), 50% BCO Euro Aggregate 1-10Y
** Less than three years. Strategy launched 29 Sep 2017

Warning: Past performances of a given financial instrument or index or investment strategy or an investment service, or simulations of
past performances, or forecasts of future performances are not reliable indicators of future performances. Gross performances may be
impacted by commissions, fees and other expenses. Performances expressed in a currency other than that of the investor's country of
residence are subject to exchange rate fluctuations, with a negative or positive impact on gains. If the present document refers to a specific
tax treatment, such information depends on the individual situation of each investor and may change.

° Candriam ESG strategies do not replicate or aim to outperform any reference index. The reference indices are used for informational/
comparison purposes only.
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So why do we believe ESG is causal for performance, not just correlated? We offer five reasons:

GLOBAL WARMING IS THE
ECONOMIC ISSUE OF OUR TIME

Climate change is the key megatrend in our ESG analytical framework, and indeed in our
overall investment framework. This has led us to underweight oil and gas and focus on
the most resilient power generation companies, namely those with the most advanced
strategies to achieve the Paris Agreement 2 degrees target. It is not as simple as “oil or

|H

no oil". For example, we have not stopped investing in natural gas, a lower-emitting fossil
energy that is only partly correlated with oil prices, and where delivery contracts are
usually negotiated for several years with fixed prices. Hence the spot price is not very

meaningful over the short to medium term for natural gas producers.

Candriam’s response:

All Candriam ESG funds incorporate our climate strategy, aligning their investment
positions with a fair energy transition. Some funds simply exclude the worst fossil
energy sources, whilst others foster the most efficient fossil energy sources whilst
actively supporting renewables. We prefer optimization to exclusion, as we outlined
in our “Decarbonising institutional portfolios” paper®.

6 Candriam, Reducing carbon risk in institutional portfolios, June 2019,
https://www.insurance-investor.com/media/1202/candriam_reducing-carbon-risk-in-institutional-portfolios.pdf
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TREAT YOUR PEOPLE AND SUPPLIERS
WITH DIGNITY

ALIGNMENT WITH BIG SUSTAINABILITY
CHALLENGES HELPS

Besides climate change, our framework includes four other sustainability trends.
This has led us to seek out those companies that deliver solutions in health, in digital
technologies, or in the development of a more circular economy. These companies have
shown themselves to be more resilient in the recent sharp downturn, with investors
apparently concluding that they are better-positioned to gain market share and emerge
stronger from this crisis.

Beyond the trends, we also analyse issuers on a much more granular level. The 2020
crisis is a litmus test for human capital and supply chain management. Some will fail.
Two of the six stakeholder categories that we systematically analyse are precisely those
designed to determine which will prosper, and which will not.. Through human capital
management, companies have the ability to develop long-term bonds with the staff, and
put in place business continuity processes so that when disaster strikes, like today, their

operations can continue. Human capital management is proving a key differentiator in
some sectors, such as food retailing, healthcare and consumer goods. Supply chains have
also been severely tested by the widespread disruptions. Here the ability to maintain
supplies, and to support suppliers if required, will prove essential if companies operating
in highly integrated industries are to resume production promptly as we recover. The
more stretched the supply chains, the higher the risk for suppliers to go out of business,

Candriam’s response:

Our investment strategies are positioned in health care, to invest in companies disrupting operations further.
at the forefront of the fight against viral diseases; in digital technology, towards
microchips, video conferencing, and smart power grids; and in in infrastructure,
which we believe stands to benefit from economic recovery programs, such as the
one mooted by Chinese authorities.

Candriam'’s response:

Through our use of stakeholder management analysis, our investments are tilted
towards companies with more holistic long-term human capital strategies. Also
in the short term, these companies have been better-positioned coming into this
unexpected crisis. With investors favouring less aggressive company management
from a human capital and supplier management perspective, this has helped our
strategies cushion the recent market shock.
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THE TWO SIDES OF ALPHA

ESG investing is all about assessing all parts of a company to reduce risks and discover
opportunities, leading to better risk-adjusted investment profiles, and in doing so,
delivering long-term alpha’. The current crisis highlights both the significant dispersion
among companies in terms of ESG quality, and impact of ESG quality on their operational
resilience and financial performance. In particular, ESG-related analysis is providing early
indicators of drawdown risk in this crisis, as evidenced in the three elements above.
Avoiding the most pronounced drawdowns brought by this crisis, or any other volatile
market, can deliver relative outperformance. Hence the two sides of alpha: as a driver to
overall performance, but also, as a risk assessment tool that is enabling our clients deal
better with the volatile market conditions.
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LIKELY REBALANCING TOWARDS S & G

Beyond the crisis, we expect investors to take a closer look at the Social and Governance
dimensions. This crisis has made clear the positive correlation between working
conditions and corporate performance. It has also provided the opportunity for great
corporate leadership to stand out, through resilient employment policies or sensitive
top management remuneration through the crisis. For many investors who looked at
ESG mainly through the lens of climate change, the realization that ESG can deliver value
across all three dimensions could have significant consequences for the way ESG factors
are integratedin the future. Regulators, also prone to focus on the environmental aspects
(e.g. through green activities taxonomy or climate risk disclosure requirements), might
also reconsider this focus and adopt a more balanced view of the respective merits of
E, S and G.

Candriam'’s response:

Our sustainable assets under management have grown to over €40 billion as of
the end of 2019.. One key to our growth has been our dedication to integrating
ESGin previously little-covered asset classes, such as high yield bonds or emerging
market debt. In these typically volatile asset classes, the focus on sustainability has
been one of our drivers of alpha generation.

Candriam’s response:

The ESG materiality framework long in place at Candriam treats E, S, and G factors
based on the extent to which they relate to corporate value generation within each
sector. Employee health risks for a manufacturing company differ, for example,
from those at a services company. Which factors we emphasize when assessing ESG

7In a review of more than 200 academic studies, more than 90% of the academic work showed that sound sustainability standards lower the cost of capital, while 88% of the
research showed that solid ESG practices resulted in better operational performance. ‘From the Stockholder to the Stakeholder’, University of Oxford and Arabesque Partners,

March 2015.
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quality depends very much on company-activity-specific sustainability challenges
and opportunities. In doing so our active stakeholder management, engaging with
companies and fostering better practices, complements our ESG research and
provides some valuable inputs into corporate best practices.

Our ESG strategies had already shown their ability to deliver alpha thanks to their outperformance in
the strong markets of recent years (figure 1). We are now in an environment to track their ability to
mitigate drawdown, on a relative basis. Looking ahead, we expect this systematic integration of ESG as an
alpha generator to become more significant. The current human and financial crisis demonstrates that
systemic risks arising from environmental or social dimensions are not put on pause during a market
crash. They continue to matter, even more.
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This document is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an investment recommendation or
confirm any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources within this document, errors or omissions cannot be excluded a priori.
Candriam cannot be held liable for any direct or indirect losses as a result of the use of this document. The intellectual property rights of Candriam must be respected at all times, contents of this
document may not be reproduced without prior written approval.

Warning: Past performances of a given financial instrument or index or investment strategy or an investment service, or simulations of past performances or forecasts of future performances are not
reliable indicators of future performances. Gross performances may be impacted by commissions, fees and other expenses. Performances expressed in a currency other than that of the investor's
country of residence are subject to exchange rate fluctuations, with a negative or positive impact on gains. If the present document refers to a specific tax treatment, such information depends on
the individual situation of each investor and may change.

The present document does not constitute investment research as defined by Article 36, paragraph 1 of the Commission delegated regulation (EU) 2017/565. Candriam stresses that this information
has not been prepared in compliance with the legal provisions promoting independent investment research, and that it is not subject to any restriction prohibiting the execution of transactions prior
to the dissemination of investment research.
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