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In this report, we discuss the results of a survey conducted
at the end of June of hedge fund managers on the Lyxor plat-
form. Managers were asked to give their views on monetary
policy, equities, fixed income and credit, FX, China and energy
prices.

m Overall, the results of the survey indicate positive sentiment concerning risk assets.

Equities are largely expected to continue to rally, both in the US and Europe, on
the back of accommodative monetary conditions recently reiterated by Janet Yellen.
However, on the negative side, our managers express caution regarding US credit
and China (see diagram on page 2).

m The majority of the respondents to our survey currently expect the central banks to

remain extremely accommodative. According to our managers, the ECB and the BoJ
should implement (or expand) quantitative easing programmes in the second half of
2014. At the same time, only 47% of respondents think that the Fed will lift rates in
the first half of 2015. As a result, 10-year Treasuries are not expected to reach 3%
over the next six months.

An important finding of our survey is that hedge fund managers are increasingly
cautious regarding US credit. This is being seen in the context of rising fears
concerning financial stability following the extended period of near-zero interest rate
policies implemented by the major central banks (see link). According to our survey,
65% of the respondents do not expect the credit rally to continue.

Finally, the bullish stance on equities, both in Europe and in the US, was largely
shared by the respondents to our survey. The level of agreement that US equities are
not overvalued and European equities remain undervalued is very high (see chart on
page 2).

In this report, we provide investment recommendations associated with the results
of the survey. These recommendations range from L/S credit in Europe, L/S equity
in Japan, Global Macro (to invest in the QE themes) to CTAs (to hedge against
geopolitical risks). All investment ideas can be implemented on the Lyxor platform.
Please contact your local sales representative for further information.

THIS DOCUMENT IS FOR THE EXCLUSIVE USE OF INVESTORS ACTING ON THEIR OWN ACCOUNT AND CATEGORISED EITHER AS “ELIGIBLE
COUNTERPARTIES” OR “PROFESSIONAL CLIENTS” WITHIN THE MEANING OF MARKETS IN FINANCIAL INSTRUMENTS DIRECTIVE 2004/39/CE. SEE
IMPORTANT DISCLAIMER AT THE END OF THIS DOCUMENT.
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ACCOMMODATIVE MONETARY CONDITIONS TO CONTINUE:
SUPPORT FOR EUROPEAN CREDIT AND JAPANESE EQUITIES

The global economy has seen unprecedented accommodative monetary conditions
over the past six years. The hedge funds managers who participated in our survey do
not expect the central banks to reverse their dovish stance anytime soon.

The majority of our respondents expect the ECB and the BodJ to implement (or expand
in the case of the BoJ) quantitative easing programmes in the second half of 2014, with
a high degree of conviction. At the same time, only 47% of the managers surveyed
expect the Federal Reserve to lift rates in the first half of 2015.

Do you expect the ECB to implement Do you expect the BodJ to expand its Do you expect the first rate hike from
quantitative easing in the second asset purchase programme in the the Federal reserve will take place in
half of 2014? second half of 2014 ? the first half of 2015 ?

NA NA NA (3%)

NO

9%

NO YES

YES NO

Source: Lyxor AM

Market implications: If materialised, these expectations imply that global risk assets
will continue to be supported by the dovish stance of the Fed, which was reiterated
Janet Yellen on several occasions recently (see link). European fixed income and high
yield credit would receive an additional boost if the ECB moves forward with QE. Equity
volatility would remain low as long as the “Yellen put” remains intact. In Japan, QE
expansion would support the Nikkei.

Alternatives strategy: L/S Credit funds focused on Europe and L/S equity funds
focused on Japan should do well if these expectations effectively materialise.

Lyxor L/S Credit should do well if the ECB launches a formal QE programme as expected

40% L/S Credit funds net exposure per geographic area (% of NAV)
30%

20%

10%Ill
H =

o |
-10% Western South/  Asia/ Pacific -  Eastern  Africa/Middle Central Asia North America
Europe Central ex Japan Europe East
America

Asset weighted. As of 24 June 2014. Source: Lyxor AM
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FIXED INCOME AND CURRENCIES: US CREDIT RALLY
APPROACHING THE PEAK, EUR TO FALL VS. USD

The accommodative stance of central banks described above suggests that long
dated yields are unlikely to normalise anytime soon. As a result, 56% of the managers
surveyed in this report do not expect 10-year Treasuries to reach 3% over the next six
months.

However, a growing number of hedge fund managers are increasingly cautious on US
credit. According to our survey, 65% of the respondents do not expect the credit rally
to continue over the next quarters.

Finally, the increasingly dovish stance of the ECB suggests that the EUR will fall versus
the USD to below 1.35 according to 53% of the managers surveyed.

Do you expect the yield on 10y Do you expect the rally in US Do you expect the EUR/USD to end
Treasuries to reach 3% in the next credit to continue? the year below 1.35?
6 months?
NA (3%) NA (3%) NA (3%)
YES
NO
NO YES

NO

Source: Lyxor AM

Market implications: US fixed income and credit appear increasingly expensive as an
asset class. Although long dated Treasury yields are not expected to move significantly
higher, a long-only strategy on credit does not fit with current market conditions.

Alternatives strategy: Unconstrained bond funds are much more adapted to current
market conditions. At the same time, Global Macro funds should do well as a result of
established short EURUSD positions.

Hedge Funds are increasingly cautious on US fixed income and credit (% of NAV)
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Equally weighted. As of 24 June. Source: Lyxor AM
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HEDGE FUNDS REMAIN BULLISH ON EQUITIES

The bullish stance on equities, both in Europe and in the US, was largely shared by
the respondents to our survey. 88% of the managers surveyed expect the S&P 500 to
deliver returns above 5% for the full year 2014. This implies that the second half should
at least be flat, thereby preserving the gains posted in the first half (the S&P was up 6%
YTD as of 30 June). At the same time, 71% of the respondents do not consider the US
equity market to be overvalued.

Do you expect the S&P 500 price index to Do you think the US equity market is
deliver a performance above 5% for the overvalued ?
full year 2014 ?

NO

NO
YES

Source: Lyxor AM

In Europe, 88% of the respondents expect the Eurostoxx 50 to deliver returns above 5%
for the full year 2014 (+3.8% YTD as of 30 June). This implies a rather positive stance
for the second half of 2014. Along the same lines, 71% of the respondents believe that
the European equity market remains undervalued.

Finally, the respondents to our survey were more divided with regards to equity
investment styles. 50% do not expect value stocks to continue to outperform growth
stocks. Value stocks have underperformed growth stocks for several years, especially
in the US. However, the underperformance of value stocks unexpectedly and abruptly
reversed in March and April 2014.

Do you expect the Eurostoxx 50 price Do you think the equity market in the euro
index to deliver a performance above 5% area remains undervalued ?
for the full year 2014 ?

NA (3%) NA (3%)

NO

88% A%SS

Source: Lyxor AM
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Do you expect value stocks to continue outperforming growth stocks in the next 6 months ?

NA
9%

YES
NO

Source: Lyxor AM

Market implications: According to a recent press report, this is the least-
believed bull market in years. Most asset allocators remain bullish on equities
because of the lack of opportunities in other asset classes. Equity investors
believe that valuations are not overstretched globally. The bullish case
generally assumes that earnings will take the lead after the expansion of
multiples over recent years.

Alternatives strategy: L/S equity funds continue to attract significant
investor interest. However, style gyrations caused some damage earlier
in Q2. As a result, investors must be aware of the biases implied by the
investment style of a fund. We recommend a balance between growth and
value oriented funds in a L/S equity portfolio.

Styles gyrations caused some damage earlier in Q2 to L/S equity funds

104 Relative Performance Value vs Growth (US equities)
102
100
98
96
94

92

90
Jan-11 Jul-11 Jan-12 Jul-12 Jan-13 Jul-13 Jan-14 Jul-14

MSCI United States Growth Index vs MSCI United States Value Index. Past performance is not indicative of future results. Source: Bloomberg,
MSCI, Lyxor AM
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GROWTH TO DECELERATE IN CHINA; OIL REMAINS
SUPPORTED BY GEOPOLITICAL FACTORS

Emerging Markets remain a key investment theme given attractive equity valuations and
carry positions in fixed income. However, downside risks for EM have increased as the
Fed prepares its exit strategy. The EM asset price gyrations in May 2013 (when Bernanke
first signalled tapering) were a good reminder of the emerging markets’ sensitivity to US
monetary policy.

Among EM, China is obviously the most watched country. The implications for commodity
markets are substantial given China’s huge market share in metals and energy.
Chinaabsorbs around 20% of global energy resources and 45% of base metal production®.
As aresult, commodity exporting emerging markets are exposed to downside risks linked
to deceleration in growth in China. Such a slowdown is taking place on the back of an
adjustment on the real estate market and a slowdown in investment.

As a result, we surveyed our managers regarding their expectations for growth in China.
The vast majority of them (74%) expect real GDP growth to fall below 7% over the next
two years.

In parallel, we asked Hedge Fund managers about their views on energy markets in light
of the scenario for China. Over the next six months, the WTI is not expected to fall below
USD100/ bbl (USD105/ bbl as of 30 June). However, it is important to note that the survey
was conducted at a time when geopolitical tensions were rising and the risk premium
attached to oil prices had probably increased significantly.

Do you expect China’s real GDP growth to Do you expect the WTI to end the year
fall below 7w% in the next two years? below USD100/ bbl?

YES

YES NO

Source: Lyxor AM

(1)See IMF (2013), “Impact of Chinese Demand Slowdown on Commodity Exporters”, in Commodity Market Review, October.
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Market implications: Deceleration in growth in China would have a significant impact on
emerging markets, particularly Latin America (huge producer of base metals consumed by
China) and Asia (supply manufacturing chains). Latin America is more exposed here given
that the deceleration would tend to come from an adjustment of the real estate market, a
commodity intensive market.

Alternatives strategy: L/S equity funds with a Chinese focus playing domestic consumption
themes should be resilient due to the rebalancing of the economy. At the same time, the
Chinese equity market is attractive from a valuation standpoint (at 1.4x, the price to book of
the A-shares market is more than 50% below the 20-year average of 2.8x). Additionally, the
deceleration in growth should already be priced in to a certain extent, as this forecast is quite
consensual. Finally, CTAs provide a very good hedge against geopolitical factors due to their
established long energy positions.

Chinese equities are attractive from a valuation standpoint
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7 4 L 7
--- + 1 standard deviation

6 - — Average - 6

--- - 1 standard deviation
5 4 L 5
N fﬁl\‘N\ M”l --------------------- 8
3 M L 3

T L 1

94 95 96 97 98 99 00 O1 02 03 04 05 06 O7 08 09 10 11 12 13 14

Source: Datastream, Lyxor AM

CTAs provide a very good hedge against geopolitical factors due to their established long energy positions
(% NAV)
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ABOUT THE SURVEY

This survey reflects voluntary responses from 40 firms (out of 55 surveyed). The assets under management of the firms
surveyed represent USD 920bn. We excluded CTAs/systematic trading funds from the sample of funds surveyed.
The survey was conducted during the second half of June.

Breakdown by strategy of the funds surveyed

Il Global Macro
1% L/S Equity
Event Driven & Risk Arb.

13% Multi-strategy

[l L/S Credit & Fixed Income Arb.

[l CB & Volatility

33%

Calculations are based on the AuM at the firm level. CTAs/systematic trading funds have been excluded. Source: Lyxor AM
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IMPORTANT DISCLAIMER
Source: Lyxor Asset Management (“Lyxor AM”) database except as noted

THIS DOCUMENT IS FOR THE EXCLUSIVE USE OF INVESTORS ACTING ON THEIR OWN ACCOUNT AND CATEGORISED EITHER AS “ELIGIBLE
COUNTERPARTIES” OR “PROFESSIONAL CLIENTS” WITHIN THE MEANING OF MARKETS IN FINANCIAL INSTRUMENTS DIRECTIVE 2004/39/CE

Prior to investing in the product, investors should seek independent
financial, tax, accounting and legal advice. It is each investor’s responsibility
to ascertain that it is authorised to subscribe, or invest into this product.
This document does not constitute an offer for sale of securities in the

United States of America. The product herein described will not be

registered under the U.S. Securities Act of 1933, as amended (the “U.S.

Securities Act”) and may not be offered or sold in the United States of

America without being registered or being exempted from registration

under the U.S. Securities Act. This document does not constitute an offer,

or an invitation to make an offer, from Société Générale (“SG”) or Lyxor

Asset Managament (collectively with its affiliates “Lyxor AM”) or any of their

respective subsidiaries to purchase or sell the product referred to herein.

Société Générale and Lyxor AM recommend that investors read

carefully the “risk factors” section of the product’s documentation

(offering memorandum and supplemental memorandum). The product’s

documentation can be obtained free of charge upon request to client-

services@lyxor.com or invest@lyxor.com for U.S. Investors.

This product includes a risk of capital loss. The redemption value of this

product may be less than the amount initially invested. In a worst case

scenario, investors could sustain the loss of their entire investment. This
document is confidential and may be neither communicated to any third
party (with the exception of external advisors on the condition that they
themselves respect this confidentiality undertaking) nor copied in whole or
in part, without the prior written consent of Lyxor AM or Société Générale.

All information about a Benchmark Fund and Trading Advisor contained

in this document (including historical or hypothetical returns) was provided

by the Trading Advisor. Such Trading Advisor is not affiliated with SG or

Lyxor AM, and none of SG, Lyxor AM or any of their affiliates guarantees

the accuracy, timeliness or completeness of such information. None of SG,

Lyxor AM or any of their affiliates has checked the accuracy of any data

herein provided by such Trading Advisor or the sources thereof nor the

methods or underlying data used to prepare this information.

Under normal market conditions, Lyxor intends to offer weekly or monthly

liquidity for its managed accounts. However, weekly or monthly liquidity is

not guaranteed and there are circumstances under which such liquidity
may not be possible, including, but not limited to:

1. Periods during which there are a large number of redemption requests,
or where there are one or more large redemption requests;

2. Where Lyxor’s risk management guidelines would prohibit additional
liquidity (for example, in the case of managed accounts that are heavily
leveraged);

3. Where the underlying investments of a managed account impose
additional restrictions on liquidity (for example, the use of “gates”).

The attention of the investor is drawn to the fact that the NAV stated in this
document cannot be used as a basis for subscriptions and/or redemptions.
The obtaining of the tax advantages or treatments defined in this
document depends on each investor’s particular tax status, the jurisdiction
from which it invests as well as applicable laws. This tax treatment can
be modified at any time. We recommend to investors who wish to obtain
further information on their tax status that they seek assistance from their
tax advisor.

The accuracy, completeness or relevance of the information which has

been drawn from external sources is not guaranteed although it is drawn

from sources reasonably believed to be reliable. Subject to any applicable
law, Société Générale and Lyxor AM and their respective subsidiaries shall
not assume any liability in this respect.

The market information displayed in this document is based on data at a

given moment and may change from time to time.

The Assets Under Management presented herein reflect total assets in all

investment vehicles and accounts (“Lyxor Funds”) for which Lyxor provides

continuous and regular supervisory or management services for a fee (i.e.

administrative, management and/or performance fees as well as other

fee sharing arrangements, as applicable), including amounts from certain

Lyxor Funds that invest into other Lyxor Funds.
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AUTHORISATIONS

Société Générale is a French credit institution (bank) authorised by the
Autorité de contrdle prudentiel (the French Prudential Control Authority).
Lyxor Asset Management (Lyxor AM) is a French investment management
company authorized by the Autorité des marchés financiers and placed
under the regulations of the UCITS Directive (2009/65/CE). Lyxor AM is a
registered Commodity Pool Operator and a Commaodity Trading Advisor
under the U.S. Commodity Futures and Trade Commission. Lyxor AM is
also a member of the National Futures Association.

The fund is the holder of a certificate under the Collective Investment
Funds (Jersey) Law, 1988 (as amended). SG Hambros Fund Managers
(Jersey) Limited and the SG Hambros Trust Company (Channel Islands)
Limited are registered to conduct “fund services business” under the
Financial Services (Jersey) Law 1998 (as amended). The Jersey Financial
Services Commission is protected by these Laws against liability arising
from the discharge of its functions under them. The Commission does not
take any responsibility for the financial soundness of the fund or for the
correctness of any statements made or expressed herein or in the Offering
Memorandum or the Supplemental Memorandum of the Fund.
NOTICE TOINVESTORS IN THE EUROPEAN UNION AND SWITZERLAND:
This document is of a commercial and not of a regulatory nature. No
prospectus has been approved by, or notified to; a local regulator (except
in Jersey) and the product may not be distributed by way of an offer, or an
invitation to make an offer, of securities to the public.

NOTICE TO UK INVESTORS: The products described within this
document are suitable for professional investors only and are not
directed at retail clients. The document is issued by Lyxor AM. Lyxor
AM is represented in the UK by Lyxor Asset Management UK LLP,
which is authorized and regulated by the Financial Conduct Authority
in the UK.

NOTICE TO SWISS INVESTORS: The product presented herein has not
been and will not be registered with, or approved by, the Swiss Financial
Market Supervisory Authority FINMA (FINMA) under the Swiss Federal
Act on Collective Investment Schemes (CISA). Therefore, the information
presented herein or in the fund’s legal documentation does not necessarily
comply with the information standards required by FINMA in the case of
distribution of collective investment schemes to non-qualified investors,
and investors do not benefit from protection under the CISA or supervision
by FINMA. The product must not be distributed to non-qualified investors
in or from Switzerland, and may be distributed exclusively on a private
placement basis to Qualified Investors as defined in article 10 of the
CISA and related provisions in the Swiss Federal Ordinance on Collective
Investment Schemes (CISO) in strict compliance with applicable Swiss law
and regulations. This document is personal and does not constitute an
offer to any person. This document must be distributed or otherwise made
available in Switzerland on a private placement basis only and exclusively
to Quialified Investors, without distribution or marketing to non-qualified
investors in or from Switzerland. This document may be used only by
those Qualified Investors to whom it has been handed out in connection
with the offering described therein, and it may neither be distributed nor
made available to other persons without the express consent of Lyxor
AM or Société Générale. It may not be used in connection with any other
distribution and shall in particular not be copied and/or distributed to non-
qualified investors in Switzerland or in any other country. This document,
or the information contained therein, does not constitute a prospectus as
such term is understood pursuant to article 652a or article 1156 of the
Swiss Code of Obligations or a listing prospectus pursuant to the listing
rules of the SIX Swiss Exchange or any other exchange or regulated
trading facility in Switzerland or a simplified prospectus, a key information
for investors document, or a prospectus, as such terms are defined in the
CISA.

NOTICE TO U.S. INVESTORS: Any potential investment in any securities or
financial instruments 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
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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 Act )
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 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 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. Investment vehicles described
herein will not be offered by prospectus in Canada and will not be subject
to National Instrument 81-102 and National Instrument 81-1086. In addition,
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
prospectus offered funds. Also, hedge funds are typically less transparent
in terms of information and pricing and have much higher fees than
prospectus offered funds. Investors in hedge funds may not be afforded
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the same protections as investors in offered funds, including limitations on
fees, controls over investment policies and reporting requirements.
NOTICE TO HONG KONG INVESTORS: This document is distributed in
Hong Kong by SG Securities (HK) Limited and Société Générale Hong Kong
Branch, which is regulated by the Securities and Futures Commission and
Hong Kong Monetary Authority respectively. The information contained in
this document is only directed to recipients who are professional investors
as defined under the Securities and Futures Ordinance, Part Ill.

NOTICE TO JAPANESE INVESTORS: This document is distributed in
Japan by Société Générale Securities (North Pacific) Ltd., Tokyo Branch,
which is regulated by the Financial Services Agency of Japan. This
document is intended only for the Professional Investors as defined by
the Financial Instruments and Exchange Law in Japan and only for those
people to whom it is sent directly by Société Générale Securities (North
Pacific) Ltd., Tokyo Branch, and under no circumstances should it be
forwarded to any third party.

NOTICE TO SINGAPORE INVESTORS: This document is distributed in
Singapore by Société Générale Singapore Branch, which is regulated
by the Monetary Authority of Singapore. This document may only be
distributed to institutional, accredited and expert investors.

NOTICE TO TAIWAN INVESTORS: This document is to present you with
our all capital markets activities across Asia-Pacific region and may only
be distributed to the institutional investors. The product mentioned in this
document may not be eligible or available for sale in Taiwan and may not
be suitable for all types of investors.
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