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Informed Investor Manager Monitor Q2 2017
by Marlene Hassine Konqui, Head of ETF Research and Clément Chaulot, Fund Analyst- Lyxor AM

Performance
improves in Q2 2017

Q2 2017 — Average % of active funds outperforming their benchmark

397
¥18% on Q1

of fixed income managers outperformed.
Government bond and emerging market
bond managers were the major culprits

557
A3% on Q1

of all active managers outperformed
their benchmark vs 28% in 2016

63"
A11% on Q1

of equity managers outperformed.
UK, Global and European managers
enjoyed the most notable improvements

2016 10 years Q2 summary
31% \—‘IO% » Improving results for active
g 20% managers throughout 2017 so far
o7 7% » Fixed income managers have

struggled with the interest rate
environment

» Equity fund managers are back
on track

» Despite that, equity ETFs gathered
more inflows than active funds in

H1 2017
[ Fixed Income B Equity B Average
Source: Morningstar and Bloomberg data from 30 June 2007 to 30 June 2017.
*1 Year rolling from 30 June 2016 to 30 June 2017. The figures relating to past performances refer to past
periods and are not a reliable indicator for future results. This also applies to historical market data.
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Manager Monitor

Highlights

1. Improving results for active managers in 2017

55% of active managers outperformed their benchmark in Q2 2017 which is above last

% year’s 28% and the 52% we saw in Q1. 63% of equity active managers outperformed their
benchmarks vs. 27% in 2016, while 35% of fixed income active managers outperformed
(vs. 31% in 2016). Long-term results suggest only 1 in 4 equity managers outperform over
10 years and 1 in 10 for fixed income active managers.

2. Equity active funds back on track?

Overall, active equity managers enjoyed the easing of political risk, the dovish policies of
% central banks and the improving economic conditions. They also captured the start of the

Q2 rebound for more defensive areas like the low beta after their strong underperformance

in H2 2016. The best results were again found in less efficient markets like small-caps.

The major improvements on the other hand, were found in the UK, Global and European

universes (see our special focus on p4).

3. Fixed income managers found the environment more difficult

Only 33% of government bond and 24% of emerging debt active managers outperformed
% as rates remained stable for much of the period. High yield active managers were again
hindered by credit spreads rallying on the back of more defensive positioning. Credit was

the one area where managers did improve, with 50% outdoing their index.

4. Equity ETFs gathered more inflows than equity active funds
in H1 2017

Globally, a huge increase in active fund flows accompanied the improved performances

of active funds: with EUR157bn of flows in 2017 vs. EUR1.5 bn in 2016. In the fixed income
space, active fund inflows have doubled, despite the weaker performance (EUR137bn in H1).
ETF flows on the other hand have fallen by 20% at EUR17bn. In equities, ETFs took in more
money (EUR33bn), despite the improved active performance. (see our focus on flows on p6).

The passive perspective — Choosing an active manager is still a risky business

» Improvements were widespread, but choosing an » For all the positive seen in the US, still fewer than half
active manager remains a risky business of all managers outperform their large cap benchmark

» Over the last 12 months, many Japan and China » In fact, the average equity manager trailed their
equity investors will have been disappointed benchmark by 1.1% over the year. Only 1 in 4 has

outperformed over 10 years

Source: Morningstar and Bloomberg data from 31/12/2015 to 30/06/2017. Factor: J.P. Morgan Europe Low Beta Factor Index
* Peer Groups are build equally-weighted in terms of fund composition
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% of Active Funds outperforming the Benchmark and their performance difference

Q2 2017 Q1 2017 1Y 10Y

% of funds % of funds % of funds % of funds
: : Performance Performance Performance Performance
Universe outperforming

. outperforming . outperforming . outperforming .
the benchmark CliiEeEe the benchmark ClEETES the benchmark e the benchmark ElAEIERES

France

Large Caps 65% 0.8% 43% 0.0% 33% -3.0% 27% -0.2%
g’;i”dczaps 52% -0.5% 36% -0.3% 56% -0.7%

UK Equity 73% 0.6% 40% -0.2% 56% 1.4% 42% 0.0%
gu'\rllci)gecl;arsge 71% 0.7% 44% -0.2% 39% -3.6% 29% -0.3%
gLrJT:gIFI)eCaps 87% 2.4% 7% 11% 79% 1.8% 30% 1.0%
gSM'i‘j"é’:ps 44% 01% 32% -0.2% M% 1.0% 13% 1.3%
Japan Equity 32% -0.3% 51% 0.0% 31% 2.3% 19% 1.4%
World Equity 73% 1.0% 45% 0.1% 42% 2.8% 15% 1.6%
Value Equity 82% 1.6% 83% 1.4% 54% 1.0% 38% -0.2%
S('q‘ifl’:;/' 2ig 85% 1.3% 80% 11% 55% -0.9% 21% -0.8%
China Equity 26% 1.3% 38% 0.0% 21% 27% 38% -0.4%
Euro Govies 33% -0.2% 60% 0.1% 60% 0.2% 14% -0.9%
Euro Corporate 67% 0.3% 50% 0.2% 58% 0.6% 26% -0.8%
Euro High Yield 16% -0.5% 37% -0.3% 31% 1.9% 2% -2.5%
Emerging Debt 24% -0.4% 66% 0.2% 45% -0.1% 0% -1.5%
Average Equity 63% 0.6% 52% 0.3% 46% -1.3% 27% -0.7%
éi‘;‘zrc‘;‘?:come 35% -0.2% 53% 01% 49% -0.3% 10% 1.4%
Average 55% 0.4% 52% 0.2% 47% -11% 22% -0.9%
Average 2016 - - - - 28% -1.9% 24% -0.9%

Source: Morningstar and Bloomberg data from 30/06/2007 to 30/06/2017.
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Special Focus on fund performance
Equity managers
are back on track?

After a tough year last year, equity managers appear to be
back on track. 63% of them outperformed their benchmark
in Q2, compared to 52% in Q1 and only 28% in 2016. The
most notable improvements vs. Q1 were in the European,
global and UK universes.

In Europe, managers have tended to be defensively
positioned with a general bias towards low beta, growth
and quality, which had contributed to their disappointing
run last year. They have now rebounded, with their
improved performance strongly correlated to the improved
performance of the low beta factor (Graph 1). 71% of
Europe equity funds outperformed in Q2, compared to
19% in 2016. They haven’t yet regained all of their lost
ground, but they do seem to be back on track.

Global equity managers also improved substantially during
Q2. 73% managed to outperform, compared to only 45% in
Q1. Having been hindered by their enduring preference for
Europe over the US and their accompanying long euro/short
US dollar position (they generally don’t hedge currency risk),
these managers have enjoyed the dollar depreciation of
recent months. The relative performance of active funds has
in fact been very correlated to EUR/USD moves for some
time (Graph 2).

73% of managers also beat the benchmark in the UK, as
opposed to the 40% we saw in Q1. Most of the managers
have been overweight mid- and small-cap stocks, and have
therefore had large exposures to the domestic stocks most
affected by Brexit. The relative performance of our UK
Equity Peer group against the benchmark has proven to be
very correlated to the relative performance of the various
capitalization segments (Graph 3).

Graph 1: Europe Equity Peer Group NR vs Low Beta Factor* Relative Performances vs MSCI Europe
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Source: Morningstar and Bloomberg data from 31/12/2015 to 30/06/2017. Factor: J.P. Morgan Europe Low Beta Factor Index

* Peer Groups are build equally-weighted in terms of fund composition
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Graph 2: Relative Performance of World Equity Universe vs MSCI World EUR NR compared to EUR/USD rate*
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Source: Morningstar and Bloomberg data from 31/12/2015 to 30/06/2017.
Graph 3 : Relative Performance of UK Equity Universe vs FTSE All Share compared to
Relative Performance of FTSE All Share (All Caps) vs FTSE 100 (Large Caps)*
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Source: Morningstar and Bloomberg data from 31/12/2015 to 30/06/2017.

* Peer Groups are build equally-weighted in terms of fund composition
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Special focus on fund flows

Is the money going
to the right place?

As we’ve shown, a huge increase in active fund flows has
accompanied the pick-up in active fund performance.
Demand continued to pick up in Q2: after seeing net
inflows of EUR 70 billion in Q1, open-end funds domiciled
in Europe posted net inflows of EUR 87 billion in Q2.

This rise was founded on a surge in inflows to bond
funds which, despite weaker performance in Q2,
generated twice the inflows to reach EUR137bn in

H1 2017. In contrast, flows into fixed income ETFs

are 20% down on where they were at EUR17bn.

In equities, ETFs are gathering more money than
active funds (EUR33bn vs. EUR18bn), despite more
positive performance from managers. That said,

the improved performance helped stem outflows

of EUR77bn last year and generate EUR18bn of
inflows instead. The demand for ETFs hasn’t wavered
however, after a record Q1 2017. Consequently,

flows were nearly double those of active funds.

Quarterly Global Europe Active funds and ETF flows
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Source: Lyxor and Morningstar data in EURbn from 01/01/2014 to 30/06/2017.
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Factors Analysis

US Active funds Factors over/under Weights vs Benchmark
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Japan Active funds Factors over/under Weights vs Benchmark
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Source: Lyxor and Morningstar data from 30/06/2016 to 30/06/2017.

EM Equity Risk Factor out/underperformance vs Benchmark
2017*
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Universe description

Start Date Nb Of Aum As Of

Benchmark Selection Criteria Index Funds 30.06.2017 (M€)

France Large Caps CAC 40 (CACR) Morningstar Category France Large Cap 1987 132 31,004,585,158

Benchmarked by the main France Small & Mid

CAC Mid & Small Caps indices : (MSCI France Small Cap, MSCI

(CMSN) France Mid Cap, CAC Mid&Small, Cac Mid 60,
CAC Small Cap)

France Smid Caps 2008 58 5,787,568,454

Funds which Morningstar Category is UK Large

FTSE All Shares Cap Blend Equity and which Primary Prospectus 1985 219 108,671,058,223

UK Equity

(FTPTTALL) Benchmark is the FTSE All Shares
Enl:; Iaa;gs - MSCI Europe (M7EU) Morningstar Category Europe Equity Large Cap 1998 784 204,957,611,945
Funds which I\_/Iornings_tar Category is Europe
glr;:gl?%aps MSCl Eﬁg’é’g;’g)a" Cap Ss?(ft"oﬁipgffo“;teys?%ﬁ?ﬁgﬁ'y" g? 'W'ﬂ.vfﬁ tg;;::j 2000 195 28,092,652,937

Prospectus Benchmark corresponds to one of the
main Europe Small Caps indexes

US Large + Morningstar Category US Large Cap Equity
Mid Caps MSCI USA (NDDUUS) (Blend+Value+Growth) 1969 763 295,038,858,048
: TOPIX Japan ) .
Japan Equity (TPXDDVD) Morningstar Category Japan Equity 1989 86 25,247,690,768
World Equity MSCI World (NDDUWI) Benchmarked by the MSCI World 1969 543 173,305,649,278
. MSCI World Value Morningstar Category Global Large Cap Value
Value Equlty (NDUVW') Equlty 1974 207 70,745,267,234
Global EM Equity MGl I(Em)e&%ggglarkets Benchmarked by the MSCI Emerging Markets 1998 114 31,749,381,717
China Equity MSCI China (NDEUCHF) Morninstar Category EUR China Equity 1998 90 22,403,043,474
EuroMTS Global
EUR Govies Investment Grade Morninstar Category EUR Governments Bonds 2004 274 76,859,207,114
(EMIEG5)
Barclays Capital
EUR Corporate Euro Corporate Bond Morninstar Category EUR Corporate Bonds 1998 135 119,655,136,785
(LECPTREU)*
. n BofA Merrill Lynch Euro . . .
EUR High Yield High Yield (HEQO) Morninstar Category EUR High Yield Bonds 2006 130 45,291,538,750
Emerging Markets . )
Emerging Debt Local Currency Bond ~ Morninstar %i‘ﬁg"_rlo%';bgifrmg'”g Markets 2002 141 57,059,278,088
(JGENVUEG) Y
Total 3871 1,296,768,527,974

Source : Morningstar data in EUR from 31/12/2006 to 30/06/2017.
The figures relating to past performances refer to past periods and are not a reliable indicator for future results. This also applies to historical market data.

A
This document is for the exclusive use of investors acting on their own account and categorised either as “eligible LY A O R
counterparties” or “professional clients” within the meaning of markets in financial instruments directive 2004/39/ce. SOCIETE GENERALE GROUP



For professional clients only*

Knowing your risk

It is important for potential investors to evaluate the risks described
below and in the fund prospectus on our website www.lyxoretf.com

Capitalw at risk
The capital invested is not guaranteed.

Replication risk

The fund objectives might not be reached due to unexpected events on
the underlying markets which will impact the index calculation and the
efficient fund replication.

Important information

This document is of a commercial nature and not of a regulatory
nature. It is each investor’s responsibility to ascertain that it is
authorised to subscribe, or invest into this product. Prior to investing
in the product, investors should seek independent financial, tax,
accounting and legal advice.

The indexes and the trademarks used in this document are the
intellectual property of index sponsors and/or its licensors. The
indexes are used under license from index sponsors. The Funds
based on the indexes are in no way sponsored, endorsed, sold or
promoted by index sponsors and/ or its licensors and neither index
sponsors nor its licensors shall have any liability with respect thereto.

Lyxor UCITS ETFs referred on this document are open ended mutual
investment funds (i) established under the French law and approved

by the Autorité des Marchés Financiers (the French Financial Markets
Authority) or (i) established under Luxembourg law and approved by
the Commission de Surveillance du Secteur Financier (the Luxembourg
Financial Markets Authority) (CSSF) and authorized for marketing of
their units or shares in various European countries (the Marketing
Countries) pursuant to the article 93 of the 2009/65/EC Directive.

Société Générale, Lyxor AM and Lyxor Asset Management
Luxembourg recommend that investors read carefully the “risk
factors” section of the product’s prospectus and the “Risk and
reward” section of the Key Investor Information Document (KIID). The
prospectus in French for French Lyxor UCITS ETFs and in English for
Luxembourg Lyxor UCITS ETFs and the KIID in the local languages of
the Marketing Countries are available free of charge on www.lyxoretf.
com or upon request to client-services@lyxor.com.

The attention of investors is drawn to the fact that, the prospectus of
Luxembourg Lyxor UCITS ETFs is only available in English.

Updated composition of the product’s investment portfolio is available
on www.lyxoretf.com. | ndicative net asset value is published on

the Reuters and Bloomberg pages of the products, and might also

be mentioned on the websites of the stock exchanges where the
product is listed. The products are the object of market- making
contracts, the purpose of which is to ensure the liquidity of the
products on the exchange, assuming normal market conditions and
normally functioning computer systems. Units of a specific UCITS
ETF managed by an asset manager and purchased on the secondary
market cannot usually be sold directly back to the asset manager
itself. Investors must buy and sell units on a secondary market with
the assistance of an intermediary (e.g. a stockbroker) and may incur
fees for doing so. In addition, investors may pay more than the current
net asset value when buying units and may receive less than the
current net asset value when selling them.

These products include a risk of capital loss. The redemption value of
these products may be less than the amount initially invested. In a worst
case scenario, investors could sustain the loss of their entire investment.

The indices referred to herein (the “Index”) are not sponsored,
approved or sold by Société Générale, Lyxor AM or Lyxor Asset

Contact us
ETF.Research@Lyxor.com | +33 (0)1 42 13 59 56

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.

Fund liquidity risk
The fund’s liquidity and/or value may be negatively affected by
different factors.

Counterparty risk

The fund shall be exposed to the counterparty risk resulting from the
use of otc for ward financial instruments contracted with a lending
institution.

Currency risk
The ucits etfs are exposed to currency risk, as they may be
denominated in a currency different from the index.

Management Luxembourg. Société Générale, Lyxor AM and Lyxor
Asset Management Luxembourg shall not assume any responsibility
in this respect.

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, Lyxor AM and Lyxor Asset
Management Luxembourg 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.

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, Lyxor
Asset Management (Lyxor AM) or any of their respective subsidiaries to
purchase or sell the product referred to herein.

Société Générale is a French credit institution (bank) authorised by the
Autorité de controle prudential et de résolution (the French Prudential
Control Authority).

Lyxor Asset Management Luxembourg, 18, boulevard Royal L-2449
Luxembourg, is a Luxembourg société anonyme authorized by the

Commission de Surveillance du Secteur Financier as management
company.

Lyxor International 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).

© COPYRIGHT 2014 LYXOR INTERNATIONAL ASSET
MANAGEMENT ALL RIGHTS RESERVED

Notice to UK Investors: This material is issued in the UK by Lyxor
Asset Management UK LLP, which is authorized and regulated
by the Financial Conduct Authority in the UK under registration
number 435658.

Notice to Swiss Investors: This document and the information
contained therein do not constitute an issue prospectus according
to articles 652a and 1156 of the Swiss Code of Obligations (“CO”)
or a listing prospectus according the Listing Rules of the SIX Swiss
Exchange. The products are authorized for the offer and distribution
in Switzerland or from Switzerland pursuant to the Swiss Federal
Act on Collective Investment Schemes (CISA). The Swiss Financial
Market Supervisory Authority FINMA has authorized Société
Générale, Zurich Branch (Talacker 50, Case postale 1928, 8021
ZUrich), to act as Swiss Representative and Paying Agent of the
Funds in Switzerland. The product’s documentation (prospectus,
KIID, articles of association, annual and semi-annual reports) can
be obtained free of charge at the Swiss representative’s office.
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