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It may have taken the new-found enthusiasm
of North American and European investors
for the BRIC quartet of emerging markets to
highlight the investment case for Latin
America in general, but Brazil and its
neighbours are no longer the undiscovered
secret of the investment world. Governments
demonstrating a new willingness to buckle
down to economic discipline combined with
soaring prices for commodities have helped
to propel the region into the global spotlight,
especially as Western countries grapple with
the risk of recession.

With little fanfare, Latin American hedge
fund managers have been quietly delivering
outsize returns for most of this decade, even
as their counterparts in Asia have hogged
most of the limelight. According to the Latin

American Hedge Fund Index produced by
Eurekahedge, an alternative investment
research and advisory firm based in
Singapore, funds covering the region have
averaged an annualised return of just over
20 per cent over the eight years to the end
of 2007.

Over that period the index has experienced
just 14 losing months out of 96, the worst
being a drawdown of 1.90 per cent in April
2000, while annual returns have ranged from
14.76 per cent last year to 33.88 per cent in
2003. In January this year, when the global
hedge fund industry is believed to have
recorded an average loss of between 3 and 4
per cent, Latin American managers were
down by less than 1 per cent, according to
provisional Eurekahedge figures.

O V E R V I E W
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The Safdié family has a long history of
involvement in Brazil’s financial services
industry, including the ownership of a bank
for 35 years, so it’s appropriate that the
group’s Geneva-based private banking
business should have launched the first fund
of hedge funds focused solely on Latin
American managers.

Now the Safdié LatAm Fund is almost two
years old and has more than USD150m in
assets under management. It invests with
some 14 managers, most of them based in
Brazil, although Banque Safdié’s database
also includes managers elsewhere in Latin
America and in global hedge fund centres
such as New York or London. But from
wherever you sit in the world, the market in
Latin America and in Brazil in particular has
become a compelling case for investors.

Brazil is both the largest economy in the
region and the most developed in terms of
the liquidity and sophistication of its financial
services industry. And unlike most other Latin
American countries, it has long nurtured a
vigorous hedge fund industry serving both
the domestic market and offshore investors.

The industry has benefited, ironically, from
economic turbulence in the past. Managers
have honed their ability to generate absolute
returns in times of extreme stock market
volatility and currency fluctuations. Meanwhile,
conventional long-only equity funds have until
recently found it hard to flourish in Brazil
because high interest rates made fixed-
income investment more attractive.

Today, however, hedge fund managers are
benefiting from the country’s extended period
of political and economic stability. With
increasing global demand for its agricultural
commodities and mineral wealth, Brazil now
enjoys balance of payments and fiscal
surpluses, low and stable inflation and an
improving level of public debt. This has created

an environment ripe for public offerings, a
longer-term yield curve and increasing liquidity
in derivatives, all factors that are creating more
opportunities for managers.

This in turn is helping the hedge fund
industry to grow and diversify. In the past,
managers in Latin America followed
predominantly macro strategies, but today
there is a second wave of funds using
long/short equity strategies such as pair
trading and equity hedge, as well as
arbitrage funds and the establishment of
genuine multistrategy funds with independent
books for each strategy.

Hedge fund managers are supported by
prime brokerage and administration services
from leading global institutions including
Bank of New York Mellon, UBS and
Deutsche Bank as well as local banks such
as Banco Itaú, and their offshore funds have
access to the full range of service providers.

The Latin American hedge fund boom is
being prompted in part by demand from
foreign investors for access to an
economically buoyant region where the
correlation of assets to their other investments
is low. But local institutions are also increasing
their allocation to hedge funds as regulation
becomes less onerous. Whereas in the past
Brazilian pension funds could not invest in
funds that employed leverage or intra-day
trading, they can now allocate capital to funds
that trade in derivatives or to funds of hedge
funds, albeit within fixed limits.

The number of private clients investing in
alternatives, especially funds of hedge funds,
is also increasing. In the past such investors
mainly followed conservative strategies, but
as the economic environment improves and
fixed-income returns decline, larger allocations
are being made to more risky assets. The
next step will be private equity, sophisticated
credit and real estate related products. ■

B A N Q U E  S A F D I E
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By Otávio de Magalhães Coutinho Vieira
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Investors may have only recently caught
on to the potential of Latin American
managers, but big international institutions
have already started to take notice. In
December 2006 Credit Suisse agreed to pay
USD294m for a majority stake (50 per cent
plus one share) in Hedging-Griffo, a São
Paulo-based wealth and asset manager that
at the time had USD7.6bn in hedge fund,
private equity and traditional assets;
combined with Credit Suisse’s existing
Brazilian business, the combined firm now
manages more than USD20bn.

Last month Bank of New York Mellon
completed the acquisition (for an
undisclosed sum) of ARX Capital
Management, a manager established in Rio
de Janeiro in 2001 which has more than
USD2.8bn in 20 onshore and offshore hedge
and traditional funds following multistrategy,
long/short and long-only investment
strategies. The Brazilian firm’s chief
executive, Alberto Tovar, is now running BNY
Mellon’s combined Brazilian asset
management business.

Rio-based manager Gávea Investimentos,
which manages some USD5.5bn, half of it in
domestic and offshore hedge funds, has sold
a 12.5 per cent stake to Harvard
Management Company for an undisclosed
sum. The coming year is likely to see more
approaches for some of the more prominent
Latin American managers, most of which are
based in Brazil and whose principals learned
their trade on the proprietary trading desks
of international investment banks or in
traditional asset management businesses.

The industry also boasts luminaries such
as Arminio Fraga Neto, who was a managing
director of Soros Fund Management in New
York between 1993 and 1998, focusing on
emerging markets, and founded Gávea
Investimentos in 2003. In between Fraga, as
governor of the Central Bank of Brazil, is
widely credited with having braked the
country’s galloping inflation and restored its
fiscal credibility in international markets.

The stabilisation of monetary and
economic policy in Brazil, under presidents
Fernando Henrique Cardoso and the present
incumbent, Luiz Inácio Lula da Silva, has
been the critical factor in creating an
environment in which hedge fund managers
have been able to flourish – although

developments that have boosted the value of
the country’s commodities, including rising
global food prices and soaring demand for
raw materials from the industrialising
countries of Asia, have also helped.

“Brazil’s economy has improved
considerably since the late 1990s,” says
Otávio de Magalhães Coutinho Vieira,
director of asset management and head of
fund advisory services with private banking
firm Safdié Group in Brazil. “We now have a
balance of payments and fiscal surplus,
while core inflation has stable for the past
three years. Macroeconomic conditions are
in good shape: the public sector is a net
external creditor and the ratio of internal debt
to GDP is now about 45 per cent and
decreasing. It looks a good story to
investors.”

Getting the economic fundamentals right
has helped to create the liquidity that is
fuelling the growth of the hedge fund
industry, Vieira says. “We are seeing a wave
of IPOs and liquidity coming into derivatives,
and these inflows are improving conditions
for the asset management industry, enabling
managers to diversify and find new
opportunities in the market,” he says. “In
terms of the equity market, it means
companies now have the conditions to make
plans in an organised fashion. The
macroeconomic conditions have helped both
asset managers and the real economy.”

Balkir Zihnali, a senior portfolio manager
with Santander Group fund of hedge funds

O V E R V I E W
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manager Optimal Investment Services,
argues that the creation of an environment
that encourages more companies to go
public is vital. “The more material hedge
funds can operate with the better, in
increasing the range of long and short
opportunities,” he says.

However, Zihnali insists that the Optimal
Latin America Fund does not try to compete
with active long-only managers or exchange-
traded funds, but looks to underlying
managers capable of exploiting market
inefficiencies and volatility in the region –
and for all the economic and financial
stabilisation achieved over the past decade,
he says, those inefficiencies are still a long
way from being ironed out.

“The more inefficiencies there are, the
better for us,” he says. “For example, take the
performance differential between small and
mid-cap companies in Brazil with large caps.
Because long-only managers have focused
on the stocks with the highest liquidity,
they’ve been pushing up the largest cap
stocks by 50 to 70 per cent. A lot of these
companies are actually cyclical stocks that
are trading peak multiples on peak earnings.

“By contrast, there are small-cap
companies in Brazil that have cash on the
balance sheet and are cash-flow positive, but
whose price has not performed so well.
When that corrects, our managers could
make money at a time when the major
indices will be coming down quite sharply. In
emerging markets, the fear and greed cycle
is always pushing valuations to ridiculous
places, and when there’s a panic people
throw the baby out with the bathwater.
Managers that are hedged will not suffer the
bulk of the downside and are in a position of
strength for buying from players with weaker
hands.”

It is too soon to discount the possibility of
Latin America being affected by the
cascading problems sparked by the US sub-
prime meltdown last year and the resulting
credit crunch, and a dip in Latin American
stock markets at the end of last year
increased nervousness among investors.
Nevertheless, there is reason to believe that
the region, and certainly Brazil in particular,
may shine in comparison with North
America, and perhaps Europe and Asia, over
the coming months.

Latin American investment markets
bounced back quickly after the initial shocks
of last July and August, Vieira says, and the
nature of the economic environment has
meant that the credit-linked strategies seen
particularly in North America did not attract
much interest from managers in the region.
“In August we saw huge downturns in equity
markets, but they recovered very fast,” he
says.

“The majority of Brazilian managers don’t
spent much time researching credit or
putting it in their books, because there are
so many other types of opportunity, and
credit has not been a worthwhile area
because the equity market has been bullish
for so long. Only a few portfolios include
bonds or corporate credit, and they don’t
tend to have CDO-type strategies – it’s rare
to see anything linked to structured credit.”

Commodities are the big draw for
investors from Asia, Zihnali says, where
much of the interest in the Optimal Latin
America Fund is coming from. “Investors
there clearly understand what Asia needs
and who has those resources,” he says.
“Asia needs lots of soft commodities such as
soybeans, wheat and other agricultural
products, because it has a growing
population, they need to build infrastructure,
which involves iron and steel, and they need
oil, timber and pulp. These natural resources
are huge for Brazil and the region in general.”

However, the risk of contagion is likely to
make the downside protection offered by
hedge fund strategies particularly appealing
to investors from outside the region,
according to Javier Echave, an Optimal vice-
president based in New York who monitors
alternative managers in the Americas.
“Investor appetite has been impressive from
Europe and other OECD markets, both on
the alternative and traditional sides,” he says.

“After the past two years, everyone needs
some emerging markets exposure in their
portfolio. But no-one is sure whether these
markets will keep growing, or whether they
will be affected by whatever happens in the
US. Exposure to Latin American countries
through funds of hedge funds offers the full
upside but also peace of mind because
these managers can not only protect
investors’ money but profit from the
downside too.” ■

O V E R V I E W
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the bahamas.
the better choice.

Financial services – in its finest form – can only be found in a few, special places. 
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asset management services, investment funds including SMART©Funds, private trust companies,
foundations and other financial planning products and services.

Financial services: perfectly crafted for the discerning clientele.



The Bahamas moved into the international
financial services business as long ago as
the 1930s and was a pioneer of the offshore
funds sector. Building on its long history of
providing investment fund services, the
country has taken measured steps over the
past 10 years to differentiate itself from other
jurisdictions by creating a mechanism that
allows promoters to establish different types
of funds with more flexibility and appropriate
levels of governance.

The Bahamas has always been conscious
of the need for a strong corporate governance
environment alongside a regulatory framework
that protects investors while allowing financial
and structural innovation to flourish. The
jurisdiction offers a dual licensing regime, with
the Securities Commission of the Bahamas
(SCB) authorised to license all classes of
funds, while unrestricted fund administrators
may license Professional and SMART funds
offered only to accredited investors.
Irrespective of the licensing procedure, the
fund must adhere to the stipulations of its
constitutive documents and to Bahamian law,
notably the Investment Funds Act and anti-
money laundering legislation.

The 2003 act established the SMART Fund
to offer industry participants the means to
provide clients with innovative and flexible
structuring solutions through a regulated
vehicle, domiciled in a respected international
financial centre. For example, funds that are
essentially private vehicles can benefit from
light-touch supervision appropriate to their
limited and specialised nature rather than
undergo ‘broad brush’ regulatory treatment.

The legislation envisages the use of fund
templates approved by the regulator. Five
SMART Fund templates have been approved,
but if investors or promoters require a
different model, they can seek approval from
the SCB for their own SMART fund structure.

If accepted this will be published as a new
SMART Fund template that may be used by
other promoters in the future. Using existing
templates, promoters can have their funds
licensed on the same day through an
unrestricted fund administrator, allowing a
fund to be marketed within 24 hours of
company incorporation, due diligence and
the completion of licensing procedures.

The SMART Fund was devised following
the identification of Latin America as a region
in which the Bahamas as a jurisdiction is well
placed to compete effectively and an analysis
of its requirements, including the recognition
that a one-size-fits-all solution is not suitable
for Latin American clients.

There are strong existing ties, starting with
the islands’ location off the Florida coast,
close to the Latin American business hub of
Miami, and the long-established private
wealth management sector. Many banks in
the Bahamas have a strong brand presence
in the region, and the jurisdiction is home to
large operations of leading Latin American
banks. In addition, intermediaries from Latin
America regularly take part in the Bahamas
Briefings programme involving detailed
discussions and presentations on
developments in the industry.

SMART Funds offer an excellent tool for
seed capital to fund new strategies. Small
groups of qualified investors such as a single
or multi-family office can use SMART funds to
access leading managers while implementing
estate-planning arrangements.

While funds domiciled in the Bahamas
must have a Bahamian fund administrator,
certain functions can be delegated to another
licensed financial institution, a provision that
may be particularly useful to a client with
established relationships with financial
institutions in his home country. This also
applies to the auditing of the fund. ■

B A H A M A S  F S B
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The foundations of Latin America’s hedge
fund industry were largely built by managers
emerging from traditional investment firms
and the proprietary trading desks of
investment banks establishing unconstrained
vehicles, many of them running long/short
equity strategies alongside long-only
vehicles, for a domestic client base.

But as managers have built up solid track
records of performance over the past
decade or so, many firms have started to
offer offshore vehicles, often with appreciable
differences in strategy, to appeal to a small
but growing group of investors from North
America and Europe keen to tap into the
economic transformation of a region that still
carries a significant degree of risk.

Today, with other markets faltering, the
Latin American growth story now a familiar

one to global investors and the search for
uncorrelated strategies more insistent than
ever, the universe of offshore Latin American
funds has grown to a significant size. “Many
managers have created offshore funds to
diversify their business away from local
investors,” says Luis Javier Echave, who
monitors alternative managers in the
Americas for Optimal Investment Services, a
Swiss-based fund of funds subsidiary of
Spain’s Santander Group.

Over the past two years the growth of the
offshore fund sector has also encouraged
the establishment of funds of hedge funds
by managers such as Optimal, the Geneva-
based but Latin America-oriented Safdié
private banking group, Harcourt Investment
Consulting, another Swiss fund of funds
manager, and Rio de Janeiro-based Gávea

I N D U S T R Y
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Investimentos, headed by Brazil’s most
celebrated hedge fund manager, former
central bank president Arminio Fraga Neto.

The growth of the industry is also bringing
new opportunities to offshore jurisdictions
such as the Bahamas, a long-time hedge
fund domicile that is actively marketing itself
to Latin American managers following the
introduction of a revamped regulatory regime
and new fund structures over the past few
years.

Wendy Warren, executive director and
chief executive of the Bahamas Financial
Services Board, says the jurisdiction has
taken a series of steps over the past decade
to differentiate itself from competitor
domiciles, with the overriding aim of
compliance with the standards set by the
International Organisation of Securities
Commissions. “Close attention is paid to the
need for a strong corporate governance
environment while maintaining a regulatory
framework that is appropriately responsive
and vigilant for funds and clients investing in
them,” she says.

The changes in the Bahamas have given
rise to a dual licensing regime, under which
unrestricted fund administrators are
authorised to license Professional and
SMART funds that are offered only to
accredited investors, while the regulator, the
Securities Commission of the Bahamas, may
license all classes of funds, including
standard funds. SMART Funds, a flexible
structure introduced under the 2003
Investment Funds Act, can be authorised on
a same-day basis if the fund uses a template
already approved by the regulator.
Professional Funds are reserved to banks,

insurers, broker-dealers, trusts and
sophisticated individual investors with a net
worth of at least USD1m.

Warren notes that the Bahamian fund
industry has enjoyed steady growth thanks
both to funds that are domiciled in the
country and a large number of vehicles that
are domiciled elsewhere but use Bahamian
administrators. The fund services industry,
she says, has benefited from access to a
large talent pool of experienced
professionals, the vast majority of whom are
local people.

Although it is not the only kind of
structure available to Latin American
managers in creating Bahamas-domiciled
offshore funds, the SMART Fund concept
was specifically formulated with the
requirements of the region in mind. Located
off the Florida coast, the jurisdiction has
developed a network of relationships with
Latin American clients for whom Miami is a
key cultural and business hub, as well as
through the asset management activities of
the Bahamas’ wealth management industry.

“SMART Funds provide an excellent tool
for families that utilise trusts, foundations or
family offices to access the alternative
investment world,” Warren says. “Where the
fund has a limited number of qualified
investors such as a single or multi-family
office, families can access best in class
managers while implementing estate
planning arrangements. Where the investors
of record are accredited investors, the fund
can be launched and licensed by an
unrestricted fund administrator.

“There is also a SMART Fund template for
an incubator fund structure, allowing the
fund to generate performance history prior to
upgrading to a third-party fund. This
recognises the requirements of funds
established to create a track record or allow
institutional investors to test a particular
strategy. An incubator fund can receive seed
capital from a limited number of professional
investors on the basis of a term sheet and
an investor-approved waiver of a statutory
audit, providing a streamlined, cost-efficient
fund structure.”

There are a total of around 130 offshore
Latin American hedge funds, according to
Otávio de Magalhães Coutinho Vieira,
director of asset management and head of

I N D U S T R Y
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The Santander group has a long history
serving the Latin American markets, with the
bank a market leader in countries throughout
the region. The Optimal Latin America Fund,
launched a year ago by Optimal Investment
Services, the group’s Geneva-based fund of
hedge funds management business,
therefore draws on long-established
expertise within the group.

Optimal was born within Santander Private
Banking in 1989 to guide clients’ investments
in hedge funds, but six years later the firm
started developing its own funds of hedge
funds and in 2001 it was spun out of the
private banking division as an autonomous
business offering its services to clients
outside the Santander group. Today Optimal
manages some USD10bn in assets in single-
strategy funds of hedge funds, multistrategy
funds and managed accounts.

Optimal’s philosophy is to seek equity-like
returns accompanied by bond-like volatility
and very limited downside. While historically
this approach has been difficult to apply in
emerging markets, it made sense in Latin
America where the group’s expertise is well
established and where the combination of
economic growth, market inefficiencies and
strong capital formation offers a wealth of
opportunities for hedge fund managers.

The impetus for the Latin America Fund
came from European and Asian institutions
anxious to draw upon the group’s expertise
to access a market that has shaken off past
instability to become one of the most stellar
economic performers of the 21st century.

This appetite has extended to Santander’s
private banking client base in Latin America,
a segment where initially Optimal did not
market the fund. Ironically, local investors
that once preferred diversification outside
their home region rather than additional Latin
American exposure are using the fund to

reduce directionality in their portfolios.
Across the region there are perhaps 50

managers that meet Optimal’s criteria in
areas such as pedigree, infrastructure, size
of assets and downside volatility
characteristics. Portfolio construction takes
account of strategy constraints including
capacity and concentration risk – especially
for managers and investments outside the
dominant market of Brazil. The fund invests
in relative value, global macro and equity
long/short managers.

Manager selection is made easier by
Santander’s long history across the region and
its network of partnerships within it, which
provide a vital ear to the ground. Hedge fund
managers in Latin America belong to a close-
knit community, and Optimal can gain insight
into their character and background through
local contacts, and from counterparties who
deal with them on Santander’s trading desks
in New York and Brazil.

Currently around 80 per cent of the
managers with which the fund invests and a
similar proportion of its assets are in Brazil,
inevitable given the longer track records
offered by the country’s managers. Their
experience a decade ago of huge current
account deficits, regular devaluations and
inflation approaching 100 per cent has
created a breed of managers who focus on
absolute returns in hard currencies.

The Optimal fund invests with managers
such as Hedging-Griffo, in which Credit
Suisse has taken a 50 per cent stake, and
Gávea Investimentos, the firm established by
former central bank president Arminio Fraga,
a former colleague of George Soros – nimble
operators that are very experienced in
extreme market conditions, that are used to
restrictive regulations like daily NAVs, and
are capable of delivering performance
without compromising their risk profile. ■

O P T I M A L  I N V E S T M E N T  S E R V I C E S
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in Latin America

By Balkir Zihnali and Luis Javier Echave

Balkir Zihnali (top), senior
vice-president, and Luis Javier
Echave, vice-president, are
managers of the Optimal Latin
America Fund based in New
York



fund advisory services at Safdié Group; the
Latin American hedge fund index compiled
by Singapore-based emerging markets
specialist Eurekahedge has 115 constituents.
Vieira notes that offshore funds tend to have
relatively short track records, so investors
should examine domestic funds from the
same manager that offer longer performance
history – and thanks to daily net asset value
requirements in Brazil and elsewhere, where
investment in hedge funds has trickled down
to the level of retail investors, are easy to
analyse.

Domestic hedge funds in Brazil have
always been open to foreign investors,
although tax considerations – as well as
currency risk – have usually dictated the
choice of an offshore structure. However,
locally-domiciled funds are seeing greater
inflows from domestic institutions as countries
such as Argentina, Brazil, Chile and Mexico
relax the investment restrictions governing
pension schemes and insurance companies.

However, the growing capital inflows from
home and abroad may pose performance
problems for at least some managers, Vieira
cautions. “Investors need to pay attention to
the size of the funds,” he says. “Even though
the liquidity situation is improving, it’s
sometime difficult for a very big fund to
move its investments. One sometimes sees
funds that are initially very successful
starting to struggle as their assets under
management grow.”

This is exacerbated, he says, by the
dominant role in distribution played by a
small number of big local banking institutions:
“The industry is very concentrated in terms of
money flow. For instance, when Banco Itaú
or Bradesco want to put money in one or
other fund, the tickets are very big.
Sometimes there may be an unwelcome
impact on the hedge fund’s performance.”

Perhaps the biggest issue facing investors
looking to diversify into the Latin American
market is a preponderance of Brazilian
managers that far outweighs its admittedly
dominant position in the region’s economic
hierarchy. “The biggest question we face
from institutional clients is how you play in
Latin America beyond Brazil,” Echave says.
“Most of the managers are Brazilian and
based in Brazil, and it is still the biggest
market in terms of liquidity and availability of

financial instruments. That is the most
difficult thing to work around.”

According to Merrill Lynch, Brazil is home
to up to 95 per cent of the region’s hedge
funds, although its estimate – up to 250
funds with assets of some USD24bn – is
deliberately broad. Other analysts put the
number of onshore and offshore funds
investing mainly or exclusively in the region
at as many as 300.

The Optimal Latin America Fund is “very
Brazil-centric in terms of allocation,” Echave
says, with other countries accounting for just
10 per cent of the portfolio. “We have one
New York-based manager who runs a more
diversified Latin American portfolio, but
because of the depth of the market Brazil
and Mexico are the two dominant markets,
followed by Chile and Argentina.”

However, he notes that some of the fund’s
existing managers are starting to establish a
track record of investment in other countries,
notably Argentina. “This year we expect to
add an increasing number of positions with
managers outside Brazil, in some cases
managers based outside the region who
have Latin American mandates.”

Vieira says the Safdié Latin American fund
of funds has USD150m in assets placed with
14 underlying managers, mostly based in
Brazil but also including managers who invest
in the region from New York, San Francisco
or London. He says: “Brazil has a competitive
advantage over other markets in the region
because of its degree of liquidity and the
availability of investment instruments.” The
Brazilian Mercantile & Futures Exchange in
São Paulo is the fifth biggest futures
exchange in the world, he notes, while the
Bovespa, the São Paulo Stock Exchange, is
by far Latin America’s largest exchange,
accounting for more than two-thirds of the
region’s total trading volume.

Brazil also stands out as a centre for hedge
fund management, say market participants,
because of the country’s years of high inflation,
whose legacy of high interest rates long made
equity investment relatively uncompetitive. “In
the other big countries in the region like
Argentina, Chile and Mexico, the asset
management industry is more geared to active
long-only funds or fixed-income funds,” Vieira
says. “There are few onshore hedge funds,
and not many more offshore.” ■
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