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While the recent synchronisation of central banks appears to
us to be merely superficial (see our latest Expert View), they all
share a common pursuit, followed more or less explicitly and
with an almost philosophical dimension: that of the neutral
rate, r* (r-star). How should this concept be defined, and how
important is it? And why is it essential to revisit it at a time
when several central banks are raising their key interest rates?

Since the 17th century, economic philosophers and,
subsequently, academic researchers have continuously
explored the concept of the “neutral rate”. It refers to the
interest rate that is expected to balance savings and
investment — the rate that neither stimulates nor restrains
economic activity and inflation. In other words, the “optimal”
level at which an economy can grow at its potential. By
definition, this rate is unobservable, and a wide range of
statistical models is used in an attempt to estimate it. For
central banks, this concept helps distinguish between an
accommodative monetary policy, when the policy rate r is
below r*, and a restrictive policy, when ris above r*.

Itis therefore important to examine its underlying drivers.

Since the late 1980s, r* has steadily declined across advanced
economies, and several theories have been put forward to
explain this phenomenon. One of the most prominent,
developed by Ben Bernanke?, points to a global imbalance
resulting from excess savings, particularly in emerging
countries, being invested in safe assets such as US Treasury
securities®, combined with insufficient investment.

This has been compounded by the structural slowdown in
growth, productivity and inflation, post-2008 deleveraging,
and the increasing shift of our economies towards services.

Conversely, since the Covid-19 pandemic, a combination of
factors has suggested that this trend may be reaching an
inflection point. The macroeconomic environment has
entered a new regime, characterised by various forms of
“conflict”. Conflict in the literal sense, with the resurgence of
geopolitical risk and the exposure of some of our
vulnerabilities. But also technological warfare, driven by the
development of artificial intelligence, which has given rise to
competition for capital. Demographic challenges are pitting
generations against one another and calling social models
into question. There is also the fight against climate change
and the necessary adaptation it entails. Another dimension is
the potential tug-of-war between central banks seeking to
combat inflation and governments running high deficits or
pursuing expansionary fiscal policies. Finally, there is a
distributional conflict between labour and capital, which has
crystallised in certain electoral dynamics in recent years.

Despite  their ~ sometimes  ambiguous  economic
consequences, these developments point to a more volatile
macroeconomic regime, with greater capital and investment

needs, and structurally higher inflation.

Although central banks are reluctant to use the neutral rate*
blindly as a compass, they nevertheless refer to it frequently.
Without formally establishing it, the Fed (US Federal Reserve)
provides an approximation through its long-term dots®,
recently raised to 3.2% in its September quarterly projections,
up from 2.5% in December 2019. Kevin Warsh® has been highly

‘Theoretical real interest rate consistent with an economy operating at equilibrium, neither stimulating nor restraining activity and generating neither inflationary nor

disinflationary pressures.
2Chair of the Fed (US Federal Reserve) from 2006 to 2014.
*Debt securities issued by the US government to meet its financing needs.

“The nominal neutral rate is considered here, corresponding to the sum of the neutral real rate and the 2% inflation target.
“Anonymous projections of the policy rate level provided by each Fed member, including non-voting members.

°Current Chair of the Fed (US Federal Reserve).
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critical of its use, yet in his latest speech he did not hesitate to
state that he had “removed a degree of accommodation”
following the Fed’s rate hike. In a more poetic vein, Jerome
Powell” once described the challenge as “navigating by the
stars under cloudy skies”®.

Some influential members of the ECB (European Central
Bank) estimate that the neutral rate in the euro area lies within
a range of 1.75% to 2.50%, while the Bank of England (BoE)
assumes a neutral level of 3% in the simulations contained in
its latest Monetary Policy Report. Meanwhile, Bank of Japan
(BoJ) research uses an estimated range of approximately 1%
to 2.5%. More broadly, although the results vary,
mathematical models do appear to point towards a recent
increase in the neutral rate.

Looking more closely, the ECB, with its deposit facility rate at
2.50%, therefore appears to be hovering close to equilibrium.
The BoE, which has kept rates unchanged at 3.75% since the
beginning of the year, appears to be somewhat above it. At
1.25%, the BoJ continues to chart its own course, diverging
from the other central banks.

Neutrality, however, is also revealed through actual economic
developments and the transmission of monetary policy to the
economy. September’s PMI° releases provide a good
illustration. According to these surveys, activity in the euro
area grew at a robust pace during the month, supported in
particular by momentum in Germany. Inflationary pressures
admittedly increased as a result of higher energy prices, but a
broader pass-through remains difficult to envisage at this
stage, particularly through wages, given that leading
employment indicators are not showing particularly strong
signs of recovery.

This environment could prompt the ECB and its more hawkish
members to raise rates once again in October or December,
justified by resilient growth despite the energy shock and
concerns about second-round effects!® on inflation. Even
stronger growth, combined with a genuine broadening of
inflationary pressures — which we still do not expect at this
stage — would nevertheless be required to move beyond the
2.75% threshold, already described as “moderately
restrictive”. Theimpact of the recent rise in sovereign yields on
household and corporate behaviour will also need to be
monitored. As long as this situation persists, this also argues
for expecting rate cuts to come later and to be more
measured.

In the United Kingdom, weak activity in September should
support the case for a prolonged status quo. However,
persistently high energy prices could prompt the BoE to raise

‘Chair of the Fed (US Federal Reserve) from February 2018 to May 2026.
S« We are navigating by the stars under cloudy skies. »

rates again in November amid concerns about second-round
effects.

The United States remains. According to the commentary
accompanying the PMI survey releases, growth in activity and
employment indicators have rarely been so strong.
Inflationary pressures stemming from a renewed acceleration
in wage growth are also mentioned. Caution is warranted, and
further data points will be needed to confirm this, but it is
worth noting that these results are consistent with a trend that
has been established for several months, judging by the
trajectory of other indicators.

This backdrop therefore lends support to Kevin Warsh’s
comments suggesting that monetary policy remains
accommodative and, at the very least, raises the prospect of a
return to the situation prevailing before the three rate cuts
implemented in 2025 — namely, a policy rate of 4.50% at the
upper end of the target range...

The search for the neutral rate is fascinating precisely because
it represents both an intellectual challenge and a form of
fantasy. Central bankers are feeling their way forward and
learning by doing. Just as the stars we see in the sky are
images of those celestial bodies as they existed in the past,
central banks are assessing parameters whose precise
location remains uncertain — sometimes leaving them misled
rather than guided by the stars...

This document does not constitute an offer to subscribe or
investment advice. The opinions expressed reflect those of the
investment management team and may change over time.

Further information is available at dnca-investments.com.

°Purchasing Managers’ Index (PMI): Indicator measuring changes in economic activity based on surveys conducted among businesses.
A sustained transmission of price increases to wages and subsequently to the broader economy.
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INVESTING IN FINANCIAL MARKETS INVOLVES RISKS,
INCLUDING THE FOLLOWING:

— Risk of capital loss,

— Equity risk: if equity markets decline, the value of a financial instrument may fall,

Interest-rate risk: changes in interest rates may cause the value of a financial instrument to fall,

Credit risk: the risk that the issuer may be unable to meet its obligations,

— Currency risk: this arises from exposure to a currency other than the financial instrument’s reference currency.
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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 written request. This material must not be used
with Retail Investors. 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.

Please read the Prospectus and Key Information Document carefully before investing. If the
fund is registered in your jurisdiction, these documents are also available free of charge and
in the official language of the country of registration at the Natixis Investment Managers
website (im.natixis.com/intl/intl-fund-documents).

To obtain a summary of investor rights in the official language of your jurisdiction, please
select the appropriate country/your location and then 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 simplified joint-stock company (société par ac
tions simplifiée - SAS) registered in the Paris Trade and Companies Register under no. 329

450 738, Registered office: 43 avenue Pierre Mendés France, 75013 Paris. Germany: Nati
xis Investment Managers International, Zweigniederlassung Deutschland (Registration nu

mber: HRB 129507). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Ital
y: Natixis Investment Managers International Succursale Italiana (Registration number: Ml-
2637562). Registered office: Via Adalberto Catena, 4, 20121 Milan, Italy. Netherlands: Na
tixis Investment Managers International, Dutch Branch (Registration number: 000050438298)
, Registered office: Amsterdam WTC, Zuidplein 36, WTC, Tower 1, 4th Floor, 1077XV Amster
dam, The Netherlands. Spain: Natixis Investment Managers International S.A,, Sucursal en E
spafa (Registration number: NIF W0232616C), Registered office: Serrano n°90, 6th FlI

oor, 28006 Madrid, Spain. Luxembourg: Natixis Investment Managers Internati

onal, Luxembourg Branch (Registration number: B283713), Registered office: 2, rue Jea

n Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Belgium: Natixis Investment

Managers International, Belgian Branch (Registration number: 1006.931.462), Gare Mariti

me, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Switzerland: Provided for information purposes only by Natixis Investment Managers,
Switzerland Sarl (Registration number: CHE-114.271.882), 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 (FCA firm reference no.
190258) - registered office: Natixis Investment Managers UK Limited, Level 4, Cannon Bridge
House, 25 Dowgate Hill, London, EC4R 2YA. 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 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 (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 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 Korea: Provided by Natixis Investment Managers Korea Limited (Registered with
Financial Services Commission for General Private Collective Investment Business) to
distributors and qualified investors for information purpose only.

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 Chile: Esta oferta privada se inicia el dia de la fecha de la presente comunicaciéon. La
presente oferta se acoge a la Norma de Caracter General N°336 de la Superintendencia de
Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos en el Registro
de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores
y Seguros, por lo que los valores sobre los cuales ésta versa, no estdn sujetos a su
fiscalizacion. Que por tratarse de valores no inscritos, no existe la obligacion por parte del
emisor de entregar en Chile informacidn publica respecto de estos valores. Estos valores no
podran ser objeto de oferta publica mientras no sean inscritos en el Registro de Valores
correspondiente.

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 Uruguay: Provided by Natixis IM Uruguay S.A. 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 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 simplified joint-stock company (société par actions simplifiée — SAS) registered
in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43
avenue Pierre Mendeés 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 authorised. Their services and the
products they manage are not available to all investors in all jurisdictions.

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.

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 individual(s) as of the date indicated.



These, as well as the portfolio holdings and characteristics shown, are subject to change
and cannot be construed as having any contractual value. 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. Any past performance information presented
is not indicative of future performance.

This material may not be redistributed, 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
fund in accordance with the relevant legislation.





