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THE 10 KEY FACTORS OF THE RECOVERY
As the economic threat of the Covid crisis recedes and economies recover, what are the key factors
investors need to keep tabs on? In a press conference in Paris on Wednesday June 30, Lyxor Asset
Management’s CIO Florence Barjou and Global Head of Market Research Jeanne Asseraf-Bitton
outlined the 10 key factors that will determine the pace of the recovery, and the implications for
investors.

1. Commodities and growth prospects
The conjunction of economic stimulus programmes and the pandemic fading away have created the
perfect environment for economic growth. While much of the focus has been on the US, the
momentum is likely to shift to the EMU in H2.
One dark cloud is the spread of the highly contagious Delta variant, which is now in 80 countries, with
a recent surge in Africa, Russia, Portugal and the UK. It will likely become the dominant strain in the
US and Europe.
The good news is that vaccinations appear to protect against serious infection, even though the Delta
spread could delay reopening, especially in developing markets.
Commodities are also a mixed picture. Base metals, which rallied strongly in H1, have softened due
to uncertainty stoked by the Delta variant. OPEC+ will likely add oil supply cautiously, allowing oil
prices to stay firm. Whether the commodity boom lasts will also determine whether inflation is here to
stay.

2. Are we on the cusp of a new inflation regime?
Recent inflation figures have spooked investors, especially in the US where the latest headline figure
shot up to 5%, the highest in a quarter century. Even stripping out base effects due in particular to the
bounce-back in oil prices as economies are exiting lockdowns, inflation figures are generally above
central banks’ targets.
This has led to investor asking: is the inflation trend transitory?
Much of the inflationary pressure has been linked to rising commodity prices, such as the price of oil,
but this is likely to fade in Q2.
Another indicator is rent, which is linked to the housing boom and which could have a more lasting
effect.
Finally, the key variable to watch is wages. Salary rises have been modest so far, but anecdotal
evidence suggests we will see higher wages as companies are compelled to offer more attractive
packages to hire or retain employees.
From a structural standpoint, we think it is premature to talk about a change in the inflation regime.
Even though the potential spending of savings accumulated during the crisis, massive stimulus
programs and dents to globalization are inflationary factors, we think that persistent employment and
growth gaps, a rise in productivity and the monetary policy cycle being close to its peak, will likely
counter any rises in salaries.
On that basis, our central scenario is one of transitory inflation, with US inflation stabilizing around
2.5%.
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3. Are central banks behind the curve on inflation?
This question has clearly been rattling markets for the past few weeks. After several decades of
fighting deflation, investors are concerned that central banks risk being complacent towards inflation
and let inflation spin out of control.
There is a growing central bank tolerance for higher inflation rates, which is being written into policy,
especially by the Fed.
All in all, what with ultra-accommodative monetary policies, Keynesian stimulus programs, the
economic boom in the US and possible central bank complacency, this makes for a cocktail where
transitory inflation could become permanent.
This is not our central scenario, but it has emerged as a new tail risk scenario which we didn’t have
six months ago. As recent history has shown, there can be no happy ending when central banks are
failing to keep inflation in check, as this often translates into abrupt rate hikes.
However, we are encouraged by the latest Fed declarations, which were interpreted as hawkish by
markets: instead, we think the Fed has shown itself willing to adapt its monetary stance in balancing
growth with the need to limit runaway inflation.

4. What about the corporate debt wall?
Debt surged during the Covid crisis as companies borrowed heavily to remain afloat. However, credit
risk remains contained, supported by liquidity, public support, and the cyclical recovery.
But, if interest rates were to surge, the corporate sector could come under pressure, especially
companies which were already weak before the pandemic. However, mild inflation, accompanied by
gradual monetary normalization, would be supportive, making corporate debt servicing manageable in
our view.

5. From Monetary to Fiscal policy
Central banks have made a huge effort to prop up bond markets since 2020 to counter the Covidinduced economic shock.
The Bank of Japan, for example, holds almost half of the Japanese sovereign bond market, while in
the eurozone, the ECB holds almost 35. The US have been somewhat less aggressive, at 25%.
Central banks have repeatedly been calling on governments to pick up the slack and boost their fiscal
stimulus programs, and states are finally stepping up to the plate: the fiscal pulse is surging from low
levels, with massive positive impulse in 2020 and 2021, led by the US $5 Tn Covid rescue plan.

6. Is profit growth sustainable?
Investors are now looking ahead at the unwinding of fiscal stimulus plans and especially weighing
whether tax hikes currently debated to fund Biden’s infrastructure and family support programs are
likely to dent corporate profits from 2022 onwards. We think corporate tax hikes will remain moderate,
possibly eroding S&P 500 corporate profits between 3% and 10% next year, also depending on how
quickly these hikes are implemented, with brisk economic growth in 2021 and 2022 tempering the
impact of rising taxes.
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7. What is the EURUSD outlook?
We have a neutral stance on the EURUSD as neither of the two currencies has a more compelling
case than the other. Any rate hike in the future is more likely to come from the Fed, which would favor
the dollar, which would retain its global safe haven status.
On the other hand, strong reflation in Europe would attract capital flows into Europe, boosting the
euro. But looming political uncertainties, with upcoming elections in Germany and in France, could
weigh on the single currency.

8. Are EMU equities cheap relative to the US?
European equities have long been perceived as cheaper in relative terms than US ones. Looking
closely at metrics, this is no longer the case: P/E ratios in Europe display a 17% discount vs US
peers, in line with the long-term average.
Price to cashflow ratios show a little more upside, due to the more deflation-prone structural nature of
the euro-zone economy compared with the US, as Europe has been lagging the US in nominal growth
terms for several years.
Only a structural catching up by Europe would warrant higher valuation for European equities, but it’s
a little too early for that. Europe nevertheless remains attractive in our baseline scenario due to the
reflation theme.

9. Where do we stand on sector rotation?
Factor rotation from growth into value stocks has been a key driver of portfolio performance since the
beginning of the Covid crisis in March 2020.
However, it has lost some of its momentum in the last two months. Not one sector in Europe has a
valuation that is lower than its average in the last 15 years.
While the value theme may have played out at the macro level, it remains an interesting theme to
explore from a more granular stock-picking perspective. Indeed, we believe it’s still too early to
anticipate an end of cycle. In our central scenario, we see that activity remains robust, with a
recovery that’s starting to shift from manufacturing to services and Europe standing to benefit the
most from the next reflation cycle, after China at the end of 2020 and the US earlier this year.

10. Is Bitcoin the new gold?
Bitcoin has experienced massive volatility, up to 8 times more than US equities. It peaked in April at
around €52,000, falling back €30,000 in July. It hardly behaves like a safe haven, such as gold. Its
high volatility is coupled with weak diversification attributes, while having weak liquidity.
Bitcoin is deeply untrusted by central banks. At the same time, central banks are developing their own
cryptocurrencies, and inevitably, Bitcoin (and the other digital currencies) will start falling under
increasingly heavy regulation. Notably, China has said it is halting 90% of Bitcoin mining activity on its
territory, for ostensibly environmental reasons (Bitcoin mining consumes a huge amount of energy),
which could have a material impact, as China represents more than 70% of the world mining activity.
There could however be a silver lining: some observers say that Bitcoin, if it can’t be trusted as a
currency, could serve as a storage asset, used to store value. But its limited decorrelation and
diversification powers keep us wary.
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Conclusion: What are the implications for portfolio allocation?
We keep a long positioning on risk assets, albeit less aggressive than at the start of the year due to
the ongoing rally on financial markets.
The reflation theme is still valid, especially in Europe, where we see growth as well as prices
accelerating slightly, prompting us to have an overweight stance on European equities, which will also
benefit from a positive corporate profit growth momentum.
Due to the expected gradual normalization of monetary policy, long-term interest rates should rise,
leading to an underweight stance on most fixed income asset classes. We have a slight overweight
recommendation on gold as a hedge as our portfolios have a strong equity bias.

DISCLAIMER
This material has been provided to you at your demand on a strictly confidential basis, has been prepared solely for informational
purposes 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 the
prospectus of the Fund. Any purchase or sale of any securities may be made only pursuant to the prospectus of the Fund. There is no
assurance that a transaction will be entered into on any indicative terms. The information contained in this material should not be
construed as a recommendation or solicitation to buy or sell any security or financial instrument, or to participate in any investment
strategy. It does not have 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, legal and tax advice regarding the
appropriateness of investing in any securities or financial instrument or participating in any investment strategy. Potential investors
should be aware that any direct or indirect investment in any investment vehicle described herein is subject to significant risks, including
total loss of capital, such investments may be highly volatile, and there are significant restrictions on transferability and redemption of
an interest in such investment vehicle. Liquidity of the Fund described herein is not guaranteed and there are circumstances under
which such liquidity may be restricted or may not be possible. Investors should be able to bear the financial risks and limited liquidity of
this investment. No assurance can be given that the investment objectives of the investment Fund presented herein will be achieved or
that an investor will not lose all or substantially all of his or her investment. Hedge fund investment managers may use investment
strategies and financial instruments that, while affording the opportunity to generate positive returns, also provide the opportunity for
increased volatility and significant risk of loss. The Fund described herein is also subject to the risk of counterparty or issuer default.
This brief statement does not disclose all the risks and other significant aspects in connection with transactions of the type described in
the materials. Potential investors should refer to the prospectus of the Fund which includes important information, including related risk
factors. Historical data relating to the assets described herein is provided for information only. All performance information set forth
herein is based on historical data and, in some cases, hypothetical data, and may reflect certain assumptions with respect to fees,
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expenses, taxes, capital charges, allocations and other factors that affect the computation of the returns. An individual investor may
have experienced different results for the period in question had it been an investor during such period. These figures may also be
unaudited and subject to material change. 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.
Under normal market conditions, Lyxor intends to offer weekly or monthly liquidity for its funds. 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; 3. Where the underlying investments impose additional
restrictions on liquidity.
While the information (including any historical or hypothetical returns) 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 guarantees its accuracy, timeliness
or completeness.

Neither SG, Lyxor AM nor any of their affiliates is under any obligation to update, modify or amend this communication or otherwise
notify you that any matter contained herein has changed or subsequently become inaccurate.
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.
This material should not be construed as legal, business or tax advice. SG, Lyxor AM and each of their affiliates expressly disclaims all
responsibility for any use of or reliance upon this document. 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.
This document is exclusively for your use and may not be reproduced, distributed or published by any person for any person without
the prior written consent of SG or Lyxor AM.

The Investment Manager will operate in accordance with the policy he has put in place to manage potential conflict of interest. Notice
to European 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 “professional client,” as defined in the Markets in
Financial Instruments Directive (MiFID). 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. 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
“retail investors” as defined in the MiFID
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