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 The recent correction in IT stocks led to a momentum reversal which had a negative impact on L/S Equity 
funds, down -1.3% last week. Market Neutral L/S, which tends to be sensitive to the momentum risk factor, 
were not left unscathed by sector rotations. Overall, the Lyxor Hedge Fund Index was down -1% last week, 
with only one strategy in positive territory: Fixed Income Arbitrage. On a positive note, Event-Driven was 
fairly resilient, down -0.3%, while Merger Arbitrage managed to outperform, up +0.2%.  

The S&P 500 Information Technology Index was down -4.1% in a week (from peak to trough), in a context 
of political brinkmanship on U.S. tax reform and in particular on the Alternative Minimum Tax (AMT). The 
AMT currently forces companies to pay a base level of federal taxes, meaning deductions and tax credits 
are capped. The repeal of the AMT, which was considered in the original Senate tax bill, is key for R&D 
intensive sectors such as health care and IT. They currently benefit from substantial tax credits. Yet, the 
Senate bill that was passed early December eventually maintained the AMT to contain fiscal deficits. 
Critically, the fact that the current AMT rate is about the same as the corporate rate considered in the 
reform (20%), means that the effective tax rate would probably increase for such sectors. This contributed 
to drag IT stocks lower. In the hedge fund space, it translated into an underperformance of L/S Equity funds 
considering their elevated exposure to the sector (see chart below). 

Going forward, the AMT issue will need to be resolved by the conference committee that will work to merge 
the Senate and House legislation. According to Reuters, quoting the chairman of the U.S. Senate Finance 
Committee on December 6

th
, the AMT will not survive in the final tax bill that could be signed into law by 

President Trump before year-end. This translated into a recovery of IT stocks over recent days.  

Recent developments mean that Event-Driven returns took the lead over L/S Equity year-to-date. Even if 
we believe that Republicans will fix the AMT issue, implying that L/S Equity funds will recover, we maintain 
a preference for Event-Driven strategies. Merger arbitrage remains highly attractive in our view for 
protection (low beta) and risk adjusted performance (current deal spread stands at 4.3%) purposes. 

 

   

   
 L/S Equity: IT exposure and momentum reversal was a drag on performance  

 

  

 

 Source: Macrobond, Lyxor AM  
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THE WEEK IN 3 CHARTS 

Hedge Fund Snapshot: The risk-off mood dragged hedge funds down 

    

Sector rotations caused headwinds for hedge funds 
last week. The Lyxor Hedge Fund Index was down -
1%. 

L/S Equity funds underperformed. Variable biased 
funds were hit by sector rotations out of tech on their 
long portfolio books. On the other hand, Neutral funds 
suffered from their aggressive positions through long 
momentum and short low beta and quality stocks.  

By contrast, Event-Driven funds were resilient. Merger 
Arbitrage funds outperformed as they benefitted from 
the tightening of deal spreads such as Time Warner / 
AT&T and Regal Entertainment / Cineworld. 

 

 

 

 

   

 

Cumulative inflows for UCITs Alternative funds above €40bn in 2017 

    

European investors sought out Alternative UCITs 
funds in October, in line with their performance within 
the industry this year.  

The asset class attracted €5bn in October, lifting year 
to date inflows to more than €40bn, a record since 
2015. This suggests a strong appetite for risk 
mitigation strategies and the quest for diversification 
within portfolios. 

Within Alternative UCITs strategies, multi-strategy 
funds, continued to attract the bulk of the inflows along 
with fixed income. 

 Net monthly flows into Alternative UCITs (€bn)  

  

 

 

 

Funds available for sale in Europe. Source: Morningstar, Lyxor AM 
 

Fixed Income and EU L/S Equity funds were in strong demand in October  

    

Most Alternative UCITs strategies attracted strong 
inflows last month. 

Fixed Income Arbitrage remained one of the most 
appealing strategies. Last month, Fixed Income 
Arbitrage managers saw €1.3bn of positive flows, 
bringing cumulative flows above €10bn year to date. 

Investors’ appetite for L/S Equity funds continued 
unabated, in particular for EU L/S Equity strategies, 
while interest for UK and U.S. managers stalled.  

By contrast, investors continued to divest from CTAs 
despite their recent outperformance and their ability to 
offer portfolio diversification. 

 Net monthly flows into Alternative UCITs (€bn)  

  

 

 

 

Funds available for sale in Europe. Source: Morningstar, Lyxor AM 
  

WTD* NOV YTD

Lyxor Hedge Fund Index -1.0% 0.3% 3.1%

CTA Broad Index -0.8% 0.8% 1.0%

Event Driven Broad Index -0.3% -1.0% 6.9%

Fixed Income Broad Index 0.1% -0.6% 3.5%

L/S Equity Broad Index -1.3% 0.7% 6.4%

Global Macro Index -1.1% 0.4% -0.2%

MSCI World Index -0.1% 1.5% 17.2%

Barclays Global Agg Bond Index 0.1% 0.3% 3.5%

*From 28 November to  05 December 2017
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CTAS  HIT BY EQUITIES AND COMMODITIES 

     
     
 

 

  CTAs posted negative gains last week with their 
positioning challenged by trend reversals in equities 
and commodities. FX and rates slightly mitigated 
losses. 

Long positions on equities significantly detracted as a 
result of negative returns in developed equity markets. 
Having a stable long bias on U.S. equities, funds 
largely ended in the red partly due to headwinds on 
the technology sector. However, some systems signed 
gains on Japanese indices. 

Long exposures to base metals were main detractors 
within commodities. Rising long bias on copper gave 
substantial negative results as inventories increased. 
Bullish bets on gold added to the losses. Energy 
buckets helped mitigate losses. 

Fixed Income portfolios ended in positive territory, 
helped by positions on U.S. treasuries. Long 
European bonds also took advantage of falling long 
term rates. 

Currencies had a small positive contribution. Growing 
short bias on JPY was back into positive territory, after 
detracting for two weeks. Long EM currencies, 
including BRL, INR and TRY, also added to the profits.  

    
Long positions on equities detracted  

Net exposure to equities, % NAV 

 
 Equally weighted. Source: Lyxor AM   
     

GLOBAL MACRO  A BEGINNING IN THE RED 

     
     
 

 

  Global Macro funds began the month in the red. The 
main negative results came from commodities. Bullish 
bets on oil were the largest source of losses. Steady 
long exposures to gold were partly hit by a stronger 
USD. 

In the fixed income sphere, managers’ short European 
duration led to losses last week. Some managers 
were also penalized by exposure to Canadian bonds 
fostered by rising rates. On the bright side, short bias 
on U.S. treasuries was rewarding as the Senate 
passed the tax reform.  

The impact of FX on P&L was rather small last week. 
Short Cable was the main detractor as a result of 
expectations over Brexit negotiations that an 
agreement will be reached soon. Some managers 
benefited from short EUR and JPY vs. USD as well. 

Equity clusters struggled to reach a balance. Long 
allocations in EM and Canadian equities endured 
losses while long Japanese and U.K. positions signed 
opposite outcomes. 

    
Bullish bets on oil and gold were mostly hit 

Net exposure to commodities, % NAV 

 

  Equally weighted. Source: Lyxor AM   
     
L/S EQUITY  SLIDE BACK AMID SECTOR ROTATION 

WTD* NOV YTD

CTA Broad Index -0.8% 0.8% 1.0%

CTA Long Term -1.0% 1.2% 0.9%

CTA Short Term 0.0% -1.7% 3.4%

*From 28 November to  05 December 2017

WTD* NOV YTD

Global Macro Index -1.1% 0.4% -0.2%

*From 28 November to 05 December 2017
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  Global equity markets experienced an aggressive 
rotation as investors moved back to a risk-off mode. In 
this environment, high yielding and defensive stocks 
outperformed the market while momentum and growth 
dropped.  

Overall, long/short equity managers had a painful 
week, driven down by the weakness of their long 
portfolios. In the U.S., the concerns of a possible U.S. 
government shutdown offset optimism about progress 
on the tax reform legislation. As the tech sell-off 
sharpened, long positions on internet, semiconductors 
and software stocks detracted significantly. This 
reversal had the managers adjust their tech exposures 
downwards. On the positive side, long holdings in 
financials performed well as an increase in long-term 
Treasury yields boosted the outlook for margins.  

In Europe, our managers’ net long stance on cyclical 
industries played adversely last week. Long exposure 
to materials, industrials and technology was the main 
source of losses. This also occurred for our Asia-
oriented strategies which delivered some gains from 
long financial positions, but at the same time lost 
money on bets on technology and industrials. 

    
Long positions on technology suffered from recent  

price correction 
Net exposure to sectors, % NAV 

 

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

     

EVENT-DRIVEN  MIXED PERFORMANCE 

     
     
 

 

  Event-Driven funds recorded mixed performance this 
week, with merger arbitrage outperforming their 
special situations peers.  

On the M&A side, positive contribution came from 
Time Warner / AT&T and Regal Entertainment / 
Cineworld. Time Warner partially recovered, following 
AT&T’s latest affirmation that they are looking forward 
to going to trial and winning the deal. Meanwhile, 
Cineworld proposed the purchase of Regal 
Entertainments last week, and signed a deal at 
$23/share on December 5

th
. Gains were partially offset 

by the Axalta Coating / Nippon cash transaction that 
was terminated, following a failure in reaching an 
agreement on the price of the deal.  

As for their Special Situations peers, HD Supply 
Holdings, EQT and Bloomin’ Brands were the best 
performers. HD supply reported their Q3 earnings last 
week with an increase of 7.5% in net sales compared 
to Q3 2016; while EQT has been urged to accelerate 
plan to spin off pipeline assets by an activist investor. 
Bloomin’ Brands shares rallied on the back of an 
activist campaign. The gains were however offset by 
detractors such as Liberty Media and DXC 
Technology Corporation. 

    
Event-Driven have increased risk appetite with rising 

exposure to both cyclicals and defensives 
Net exposure to cyclicals vs. defensives, % NAV 

 

  Equally weighted. Source: Lyxor AM   
     

  

WTD* NOV YTD

L/S Equity Broad Index -1.3% 0.7% 6.4%

Market Neutral -1.3% -0.5% 1.0%

Variable Bias -1.3% 0.9% 8.6%

*From 28 November to 05 December 2017

WTD* NOV YTD

Event Driven Broad Index -0.3% -1.0% 6.9%

Merger Arbitrage 0.2% -1.2% 5.7%

Special Situations -1.0% -0.8% 8.1%

*From 28 November to  05 December 2017
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L/S CREDIT ARBITRAGE  GLOBALLY REWARDING 
     
     
 

 

  Credit markets experienced disparate performances 
on both sides of the Atlantic. The vote of the tax 
reform by Senate played a meaningful role in the 
tightening of the BAML U.S. IG and HY spreads, by 2 
and 10 basis points respectively. European credit 
markets lagged however as BAML European HY 
spreads widened by 13 basis points. Market 
participants started to rotate their credit portfolio 
towards the U.S. on the back of the aforementioned 
fiscal reform and tapering pressure in Europe. 

On the Lyxor side, the funds posted overall positive 
returns. One fund ended the week flat, without clear 
catalysts, generating slight gains on long hybrids in 
the insurance sector while being offset by losses in the 
consumer cyclical sector. The other fund mainly 
benefitted from its allocations in the energy sector with 
one M&A position that played particularly well last 
week. Exposures to consumer non-cyclical sector also 
contributed positively to the performance. 

    
Uncertain period for credit markets 

BAML Indices spread, bps 

 
  As of December 5

th
, 2017. Source: BAML, Lyxor AM   

     

  

WTD* NOV YTD

Fixed Income Broad Index 0.1% -0.6% 3.5%

L/S Credit Arbitrage 0.4% -0.6% 2.9%

*From 28 November to 05 December 2017
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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. 

 

  



11 December 2017 By LYXOR CROSS ASSET RESEARCH THE WEEKLY BRIEF  
 
 

 
 
 
 
 
 

7 

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 affiliates guarantee its accuracy, timeliness or completeness. We are under no obliga tion 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 l iability 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 “permi tted 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.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. 


