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Stellar Quarter Fueled Event-Driven Returns

The reports of the “Trump trade” death have been greatly exaggerated. Since the failure of
the U.S. administration to repeal the Affordable Care Act, risk assets rebounded healthily.
The MSCI World is almost back to an all-time high and cyclical sector such as consumer
discretionary, materials, industrials and financials outperformed last week in the U.S. and
Europe. Similar encouraging signals were also apparent in rates and FX. The dollar index
rebounded while the Treasury curve steepened. Overall, it can be inferred that market
movements signal that the confidence in the economic momentum remains intact.
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Hedge funds were also up during the period under review. The Lyxor Hedge Fund Index
was up +0.2% last week, +0.5% in March and +1.1% in Q1. Most strategies were up in Q1,
with Event-Driven outperforming and CTAs underperforming. Within Event-Driven, special
situations funds are leading the pack. Activists have particularly thrived, with leading
players in this space up in the range of +4-5% year to date. Meanwhile, market neutral L/S
equity funds extended their recovery last week. The Lyxor L/S equity market neutral index
is up +3.3% year to date after having delivered disappointing returns last year.
From our perspective, Event-Driven remains a highly attractive strategy going forward.
Exposures are balanced between cyclical and defensive sectors (though there has been a
tilt toward adding to cyclicals lately), thus preventing any major reversal in market optimism
from causing losses on Event-Driven portfolios. CEO confidence is at a decade high which
is likely to translate into stronger corporate activity (see page 2). Finally, several elements
related to the new U.S. administration may also prove to be supportive. Fiscal reform, if
implemented in the coming months, should be supportive for sectors such as
telecommunications or consumer staples (they currently pay a higher effective tax rate than
other sectors) that rank high in Event-Driven portfolios. Meanwhile, the newly appointed
chairman of the Federal Communications Commission, Ajit Pai, has repeatedly called for a
light-touch, free market approach to regulation. This is likely to make the environment for
Event-Driven managers more predictable and less sensitive to deal breaks.
M&A activity was up 8% in Q1-17 vs. Q1-16
Global M&A volumes (USD billion)
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Contact: Lyxor-crm@lyxor.com - +33 (0) 1 42 13 31 31
Important Notice: For investors in the European Economic Area, this material is directed as clients (actual or potential) who meet the definition of a
“Professional Counterparty” or “Eligible Counterparty” under the Markets in Financial Instruments Directive (“MiFiD”), and any products or services
described which fall within the scope of MiFiD are only available to such clients. This communication is a marketing communication within the meaning
of MiFiD.
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THE WEEK IN 3 CHARTS
Hedge Fund Snapshot: Event-Driven Extends Gains
WTD*

MTD

YTD

Lyxor Hedge Fund Index

0.2%

0.5%

1.1%

CTA Broad Index

-0.1%

-1.0%

-0.7%

Event Driven Broad Index

0.4%

0.0%

2.1%

Fixed Income Broad Index

-0.1%

1.4%

1.7%

L/S Equity Broad Index

0.2%

0.6%

1.4%

Global Macro Index

0.3%

0.6%

0.6%

MSCI World Index

0.5%

0.8%

4.5%

Barclays Global Agg Bond Index

0.3%

-0.2%

0.8%

*Fro m 21M arch to 28 M arch 2017

During a week in which both equities and bonds were
up,
hedge
funds
returned
+0.2%.
CTAs
underperformed and Event-Driven outperformed,
supported by merger arbitrage and special situations.
In parallel, L/S Equity continued to move higher, led by
market neutral and variable biased managers. Both
U.S. and European managers benefitted from
positions on consumer sectors.
Finally, exposure to Japan hurt both CTA and Macro
managers. Short exposure to the JPY vs. USD proved
harmful for the former as JPY moved up. Macro
suffered losses on Japanese equities, however, they
were offset by long positions on energy prices.

CEO Surveys Point to Sustained Confidence About Future Business Conditions
Global M&A activity per sector
(USD billion)

Surveys of CEO confidence point to a positive
assessment of future business conditions. Confidence
appears to be particularly elevated in three sectors:
pharmaceuticals, consumer goods and real estate.
Meanwhile, academic research has explored the
extent to which manager optimism influences
corporate decision making. In particular, a recent
paper* reports that capital expenditure, merger activity,
and financing activity all increase with CEO
confidence. In our view, these factors are supportive
for Event-Driven..
*Green, Hwang and Wang (2015), CEO vs. consumer confidence:
investment, financing and firm performance, Cornell University
The CEO confidence index measures CEO confidence in the economy one year from
now. Source: Chief Executive Magazine, Bloomberg, Lyxor AM

M&A Activity in Q1 was Particularly Buoyant in the Energy, Technology and Health Care Sectors
Global M&A activity per sector
(USD billion)

Three sectors represented 40% of M&A activity in Q1-17
according to Dealogic: oil & gas (USD 114 billion),
healthcare (USD 94 billion) and technology (USD 93 billion).
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As of March 31st, 2017. Excludes spin-offs. Source: Dealogic, Lyxor AM

While Event-Driven managers remain somewhat
cautious on the energy sector, their exposures to
health care and technology are very significant. As of
the end of February, their cumulated net exposure to
both sectors represents 20% of their net assets.
Actelion, a Swiss biopharmaceutical company which is
being acquired by Johnson & Johnson, is the most
significant exposure in merger arbitrage portfolios at
present.
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CTAs

Back to Equities
WTD*

MTD

YTD

CTA Broad Index

-0.1%

-1.0%

-0.7%

CTA Long Term

-0.1%

-1.1%

-1.0%

CTA Short Term

0.3%

0.6%

2.1%

*Fro m 21M arch to 28 M arch 2017

CTAs reduced EURUSD shorts over the course of Q1
Net Exposure to FX vs. USD, % NAV

In the equity space, U.S. and European markets were up,
adding to funds’ profits. However, exposure to Japanese
indices unwound some of the gains.
Commodities also led to profits. After a challenging week
for agriculturals, systems benefitted from their net short
exposure to the sub-bucket. Coffee was a notable mover,
as larger crops in Colombia and Brazil put pressure on
prices.

EUR
Dec-16

GBP

Despite recent uncertainties from the Health Care Bill in
the U.S. to Brexit investors favored equities over bonds last
week which was helpful for CTAs.

Mar-17

JPY

On the negative side, short positions on U.S. duration led
the way in terms of losses. The bull flattening of the
Australian curve also inflicted some damage. The fall in
European bond yields helped offset some of the losses in
fixed income, due to long positions on European bonds.

CHF
CAD
Other
AUD

-30%

-20%
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FX also contributed negatively. Short exposure to the JPY
vs. USD proved to be harmful. Long allocations to the AUD
and BRL vs. USD also caused losses.

As of March 21st, 2017. Equally weighted. Source: Lyxor AM

GLOBAL MACRO
Global Macro Index

European Duration Supports
WTD*

MTD

YTD

0.3%

0.6%

0.6%

*Fro m 21M arch to 28 M arch 2017

GMs increased EURUSD shorts over the course of Q1
Net Exposure to FX vs USD, % NAV

EUR

Dec-16

GBP

Global Macro delivered positive returns last week,
supported by the fixed income and commodities buckets.
Nonetheless, Fixed income caused some dispersion
across funds. Funds that were short European duration
struggled, but some managers on the other side of the
trade made gains. Relative value trades, often favored by
managers these days, allowed some managers to
outperform, notably due to exposures to EUR and SEK
rates.

Mar-17

Funds were also supported by commodities. The rebound
in energy prices, combined with a decline in the price of
various agricultural products, proved supportive.

CAD
CHF
AUD

To a lesser extent, equities also helped. In particular, long
exposure to Europe contributed to returns.

JPY

Other
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The currency bucket propelled the return of some funds
but penalized others, depending on their appetite to EM
FX. The rebound of the EUR and the JPY vs. USD
detracted overall, but some funds managed to generate
larger gains due to the MXN and the RUB.

As of March 21st, 2017. Equally weighted. Source: Lyxor AM
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L/S EQUITY

Lacking Catalysts
WTD*

MTD

YTD

L/S Equity Broad Index

0.2%

0.6%

1.4%

Long Bias

0.3%

1.5%

1.0%

Market Neutral

0.5%

1.1%

3.1%

Variable Bias

0.0%

0.1%

2.3%

*Fro m 21M arch to 28 M arch 2017

Managers maintain long positions on industrials and materials
Net exposure to sectors, % NAV

Global equity markets moved higher last week, which
proved supportive for L/S Equity managers overall.
The current environment remains favorable to stock
pickers on the back of low correlation across sector
returns.
U.S.-centric funds displayed decent returns last week
as managers continue to be positioned towards a progrowth environment. The best performer made the
most of its long positions in consumer non-cyclicals.

Industrials

European-focused managers continued to benefit from
the positive momentum and were able to extract alpha
due to their long books. One quantitative manager
outperformed due to profitable long holdings in the
consumer sectors.

Consumers, Non-cy clical

Basic Materials
Technology
Consumers, Cy clical

Financials
Communications

US

Healthcare

Europe

Energy

Asia

Utilities
Others*
-15%

-10%

-5%

0%

5%

10%

15%

Finally, Japanese L/S funds suffered from long
positions on financials and cyclical stocks. Pan-Asian
funds suffered from long exposures to industrials.
Quantitative managers ended the week flat, with
positive performance from momentum offset by
negative returns from value and growth.

U.S., Europe and Asia refer to the regional focus of L/S Equity managers in our
sample. *Others include indices, funds, diversified. As of March 21st, 2017. Equally
weighted. Source: Lyxor AM

EVENT DRIVEN

Leading the Pack in Q1
WTD*

MTD

YTD

Event Driven Broad Index

0.4%

0.0%

2.1%

Merger Arbitrage

0.5%

-0.5%

0.1%

Special Situations

0.3%

0.3%

3.7%

*Fro m 21M arch to 28 M arch 2017

Event Driven funds maintain high exposure to long cyclical sectors
Net exposure to sectors, % NAV
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Event Driven funds were up last week. Merger
Arbitrage ended the month slightly down while Special
Situations edged higher in March.
Special Situations’ players benefitted from their core
investments in the basic materials, energy and
technology sectors. Dow Chemical was among the
prominent winners as its merger with DuPont moves
ahead. Over the week, it got a conditional approval from
the European Commission. Coca-Cola European
Partners shares also traded up as the company
announced fourth-quarter and full-year results above the
previous year’s. MGM Resorts International also added
to the gains on the back of speculation that the company
could make a USD 1.3 billion bid for Sands Casino
Resort Bethlehem. Other positive performers included
Universal Health Services and Computer Sciences.
In the Merger Arbitrage space, managers crystallized
their gains on the BCE Inc./Manitoba Telecom
Services transaction after it successfully closed. Alere
shares rallied as investors’ optimism improved for a
favorable outcome with Abbott Laboratories.

As of February 28th, 2017. Equally weighted. Source: Lyxor AM
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L/S CREDIT ARBITRAGE

Last Opportunity with TLTRO

WTD*

MTD

YTD

Fixed Incom e Broad Index

-0.1%

1.4%

1.7%

L/S Credit Arbitrage

-0.3%

-0.6%

1.2%

*Fro m 21M arch to 28 M arch 2017

Euro Area financials: peripheral issuers have outperformed since
February
Spreads in bps
Spread (rhs)
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With the ECB expected to scale back its
accommodative policies in a near future, European
banks were on the prowl for the final TLTRO and
borrowed over EUR 233 billion (vs. EUR 110 billion
expected). This particularly benefitted peripheral banks
that secured cheap financing for the next couple of
years. Financials aside, it has been an overall muted
week for European credit, with no significant moves. In
the U.S., credit markets remained on hold as Trump
failed to pass the bill on U.S. Healthcare reform.
On the Lyxor platform, the lack of action in credit
markets translated into flat results for European
managers. The best performer managed to record
small gains on its convexity strategy.
Meanwhile, it was a positive week for Asian credit. Our
Asian credit funds rebounded last week, driven by
positive developments on a Chinese property issuer.
The company’s stock price leapt 87% after a two-year
suspension.

As of March 28th, 2017. BofA ML indices. Source: Bloomberg, Lyxor AM
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METHODOLOGICAL APPENDIX
The information contained in this report on the performance and positioning of hedge funds is based on proprietary
data from our Managed Account Platform. The universe of underlying funds is relatively stable, though it evolves
according to fund openings and fund closures.
th

Lyxor Managed Account Platform: breakdown of assets under management by strategy as of February 28 , 2017

L/S Credit &
Fixed Income
Arb.
Multi-strategy
3%
4%
L/S Equity
9%

Global Macro
24%

Ev ent Driv en
& Risk Arb.
16%

USD 9.6 billion of assets under management
Replicating approximately USD 220 billion of
AUM

CTAs
44%

Lyxor Hedge Fund Indices

Based on the complete range of funds available on the Lyxor Managed Account Platform, a universe of funds
eligible for inclusion in the indices is defined on a monthly basis taking into account the following elements:
-

Investability threshold: to be included in any index, the managed account must have at least $3 million of
AuM.

-

Capacity constraints: all index components must possess adequate capacity to allow for smooth index
replication in the context of a regular increase in investments.

-

Index construction: for each index, the relative weightings of the component funds are computed on an
asset-weighted basis as adjusted by the relevant capacity factors.

-

Each Lyxor Hedge Fund Index is reviewed and rebalanced on a monthly basis.

-

The Index construction methodology has been designed to mitigate well-known measurement biases.
Inclusions and exclusions of new Hedge Funds do not impact the historical index track record.
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DISCLAIMER
The circumstances in which this publication has been produced are such that it is not appropriate to characterise it
as independent investment research as referred to in MiFID and that it should be treated as a marketing
communication even if it contains a research recommendation. This publication is also not subject to any prohibition
on dealing ahead of the dissemination of investment research. However, Lyxor is required to have policies to
manage the conflicts which may arise in the production of its research, including preventing dealing ahead of
investment research.
This material has been prepared solely for informational purposes only and does not constitute an offer, or a
solicitation of an offer, to buy or sell any security or financial instrument, or to participate in any investment strategy.
This material does not purport to summarize or contain all of the provisions that would be set forth in any offering
memorandum. Any purchase or sale of any securities may be made only pursuant to a final offering memorandum.
No advisory relationship is created by the receipt of this material. This material should not be construed as legal,
business or tax advice. A more robust discussion of the risks and tax considerations involving in investing in a fund
is available from the more complete disclosures incorporated into the offering documentation for such fund.
This material has not been prepared in regard to specific investment objectives, financial situations, or the particular
needs of any specific entity or person. Investors should make their own appraisal of the risks and should seek their
own financial advice regarding the appropriateness of investing in any securities or financial instrument or
participating in any investment strategy. Before you decide to invest in any account or fund, you should carefully
read the relevant client agreements and offering documentation. No representation is made that your investment
objectives will be achieved. This material is not intended for use by retail customers.
Any descriptions involving investment process, risk management, portfolio characteristics or statistical analysis are
provided for illustrative purposes only, will not apply in all situations, and may be changed without notice. Past
performance is not indicative of future results, and it is impossible to predict whether the value of any fund or index
will rise or fall over time.
While the information in this material has been obtained from sources deemed reliable, neither Société Générale
(“SG”), Lyxor Asset Management S.A.S. (“Lyxor AM”) nor their affiliates guarantee its accuracy, timeliness or
completeness. We are under no obligation to update or otherwise revise such information if and when it changes.
Any opinions expressed herein are statements of our judgment on this date and are subject to change without
notice. SG, Lyxor AM and their affiliates assume no fiduciary responsibility or liability for any consequences,
financial or otherwise, arising from an investment in any security or financial instrument described herein or in any
other security, or from the implementation of any investment strategy. Lyxor AM and its affiliates may from time to
time deal in, profit from the trading of, hold, have positions in, or act as market-makers, advisers, brokers or
otherwise in relation to the securities and financial instruments described herein. Service marks appearing herein
are the exclusive property of SG and its affiliates, as the case may be.
Hedge funds may invest in futures and other derivative instruments. Futures trading and other derivatives may
permit extremely high degrees of leverage and expose the funds to, among other things, volatility, market illiquidity,
market risks, legal risks and operational risks. Hedge funds may be exposed to risks relating to non-domestic
markets, including, without limitation, risks relating to currency exchange, tax, lack of liquidity, market manipulation,
political instability and transaction costs. An investment in a hedge fund is subject to a total loss.
This presentation contains the views of Lyxor AM analysts and/or strategies. The views espoused in this
presentation may differ from opinions and recommendations produced by other departments of SG.
Note about Indices: Indices are not available for direct investment. A comparison to an index is not meant to imply
that an investment in a fund is comparable to an investment in the funds or securities represented by such index. A
fund is actively managed while an index is a passive index of securities. Indices are not investable themselves, and
thus do not include the deduction of fees and other expenses associated with an investment in a fund. Not all the
funds that comprise indices cited herein are suitable for U.S. Investors as a result of, among other things, the
implementation of the Volcker Rule. Please see the offering documentation for these funds for more details.
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Notice to U.S Investors: Any potential investment in any securities or financial instruments, the categories of which
are described herein, may not be suitable for all investors. Any prospective investment will require you to represent
that you are an “accredited investor,” as defined in Regulation D under the Securities Act of 1933, as amended, and
a “qualified purchaser,” as defined in Section 2(a)(51) of the Investment Company Act of 1940, as amended (the
“40 Act”). The securities and financial instruments described herein may not be available in all jurisdictions.
Investments in or linked to hedge funds are highly speculative and may be adversely affected by the unregulated
nature of hedge funds and the use of trading strategies and techniques that are typically prohibited for funds
registered under the ’40 Act. Also, hedge funds are typically less transparent in terms of information and pricing and
have much higher fees than registered funds. Investors in hedge funds may not be afforded the same protections
as investors in funds registered under the ’40 Act including limitations on fees, controls over investment policies
and reporting requirements.
Notice to Canadian Investors: Any potential investment in any securities or financial instruments, the categories of
which are described herein, may not be suitable for all investors. Any prospective investment will require you to
represent that you are a “permitted client,” as defined in Canadian Regulation National Instrument 31-103, and an
“accredited investor,” as defined in National Instrument 45-106. The securities and financial instruments described
herein may not be available in all jurisdictions of Canada.
For more information, U.S. and Canadian investors and recipients should contact Lyxor Asset Management Inc.,
1251 Avenue of the Americas, New York, NY 10020 or invest@lyxor.com.
Notice to U.K. Investors: This communication is issued in the UK by Lyxor Asset Management UK LLP, which is
authorised and regulated by the Financial Conduct Authority in the UK under Registration Number 435658.
Source: This document has been prepared by Lyxor Asset Management S.A.S., 17 cours Valmy, 92800 Puteaux. Lyxor AM is a French
management company authorized by the Autorité des marchés financiers and placed under the regulations of the UCITS (2014/91/UE) and AIFM
(2011/61/EU) Directives. Lyxor AM is also registered with the U.S. Commodity Futures Trading Commission as a registered commodity pool
operator and a commodity trading advisor
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