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LYXOR ALTERNATIVE UCITS

EMBRACE THE

WITH LONG/SHORT CREDIT

Change is in the air. A number of market-relevant factors may be approaching
some form of conclusion. In this environment, we believe liquid, long/short
strategies offer the best approach to achieving attractive performance in
European credit markets.

As we begin to look towards the end of the year, it may
be that thoughts naturally turn to change in Europe.
However, even bearing this natural bias in mind, anumber
of factors appear to be gathering momentum currently
and may prompt further change for markets: stress
has been apparent in Emerging Markets (particularly in
Turkey and Argentina, with uncertain implications from
the recent elections in Brazil); the end of the ECB’s QE
programme is looming, as is Brexit early next year; the
US yield curve is seemingly heading toward inversion;
and the US is pursuing “Trade Wars” with its major
partners even as the President’s legal troubles mount.

In this context we might reconsider the classic ‘cycle
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clock’, where a mature cycle is typically marked by
high asset valuations, rising corporate leverage and
reduced growth. Long-only, beta exposure to credit
is typically considered less attractive at this point,
though diversification benefits remain valuable. More
importantly however, the ‘reach for yield’ remains a
powerful magnet for the asset class in an environment
of high liquidity provisions and low interest rates. This
continues to attract a variety of institutional investors,
seeking the yield from credit markets; European HY
markets offer a yield in excess of 4% (as of mid-
October), while German 10Y bonds offer close to 0.4%.
The ECB kept its benchmark refinancing rate at 0%
in October, where it has been floored ever since early
2016 and is scheduled to remain “at least through the
summer of 2019”1,

" ECB monetary policy press release, 25 October 2018
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While the picture for long-only, beta exposure to credit may therefore be mixed, the environment for relative
value and long/short trading strategies has notably improved. Political and corporate developments are
interacting with the receding tide of the ECB’s asset purchases to provide increasingly attractive opportunities,
as volatility and idiosyncratic risks pick up in Europe.

For example, the Auto manufacturing sector has been singled out for special treatment in the recent US trade
complaints with Europe and NAFTA/USMCA partners Mexico and Canada. In addition, new regulations are
pressuring manufacturers, with changes to diesel regulations and new car testing procedures being applied
to all new car registrations from September.



IDENTIFYING IDIOSYNCRATIC OPPORTUNITIES

Fundamental developments  within  individual
companies, not just at the sector level, are also
providing idiosyncratic  opportunities.  French
investment group Rallye holds the supermarket group
Casino Guichard Perrachon as its primary asset,
though each entity is separately quoted for trading.
The complex ownership structure and collateral
requirements for credit lines at Rallye sparked fears
that a financial restructuring might be required at the
parent level, though the highly levered balance sheet
is being aided by plans to dispose of non-core assets.

As ever, credit markets provide a range of individual
bonds and CDS to trade both long and short within
the capital structures of such entities. In addition,
such names are constituents of credit indices -
iTraxx Crossover in the case of Casino. A detailed
understanding of the fundamental drivers of these
individual corporates is key to trading indices as well
as the single names.

The Financials sector also continues to offer related
opportunities. In Italy, the governing coalition between
the League and Five Star Movement parties is being
tested as they attempt to meet campaign pledges
while drawing up budget plans acceptable to the
EU Commission. Fears of profligacy have prompted
investors to avoid Italian risks, with Moody’s pointedly
giving itself more time to review its sovereign rating
for Italian debt before downgrading its rating to Baa3
from Baa2 with a stable outlook. Selling of UniCredit
AT1 bonds meant that nimble investors could briefly
take advantage of near 10% vyields from some bonds.

TOOLS FOR THE JOB

In the context of rising idiosyncratic risks and
increasing geopolitical or financial warning signs,
we believe that a long-only approach to investing in
European credit markets is not sufficient. The current
environment is providing significant opportunities,
provided that investors deploy the correct approach
and tools. For example, operating within the UCITS
framework can ensure focus on a liquid portfolio
that enables a genuinely nimble trading approach.
The ability to specifically short corporate bonds is a
key tool for positioning in complex situations. And
the ability to use derivatives to construct positions
with convex pay-off profiles allows for an efficient
approach to trading volatility in credit markets.

Taking advantage of such opportunities requires
dedicated resources and specialized expertise.
With a decade of experience managing European
credit and structured finance investments, Chenavari
Investment Managers specializes in capturing such
opportunities. Now is the time to embrace change.




DISCLAIMER

The circumstances in which this publication has been produced
are such that it is not appropriate to characterize 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 affiiates 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.

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 Sixth Avenue, 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.AS., 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. Commaodity Futures Trading Commission as a registered
commodity pool operator and a commodity trading advisor.
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