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Convex Management is an Argentinian 
boutique, based in Buenos Aires and 
launched in May 2007 by Azicri and Marcelo 
Elbaum. Convex manages the Convex Fund, 
a Latin America-focused hedge fund.

Elsewhere in the Latam region, Brazilian 
funds have been hit hard by very strong 
redemptions and assets under management 
have fallen substantially, which is a trend that 
Otávio Vieira of Safdie Private Banking says 
is likely to get much worse before improving: 
“In 2010 there will be perhaps 30-40 per cent 
of assets under management than there 
were in 2008, this is causing many funds to 
shut down, however those left standing will 
reap the benefits”. 

Whilst obtaining adequate returns has been 
particularly difficult in the current environment, 
Mauricio Levi of Sao Paulo-based FAMA 
Investimentos believes there are reasons to 
remain positive: “Macro has given some funds 
recent opportunities to make some money 
due to Brazilian interest rate behaviour. Brazil 
still has some macro events which make it 
possible for managers to show returns - high 
interest rates, a cheap stock market and other 
similar opportunities still exist”.

Since its inception in 1993, FAMA 
Investimentos has focused on Brazilian 
equities, primarily small-cap and mid-cap 
companies. The firm runs both long only 
and absolute return funds for local and 
international investors.

Levi warns that those trying to survive 

Lacklustre performance and a change in the 
perception of the industry are making survival 
difficult for many Latin America hedge funds, 
at a time when many international investors 
are looking to diversify into opportunities in 
the Latam region and despite the fact that 
Latam funds lost less in 2008 than their 
emerging market counterparts in Asia, the 
Middle East and Africa, and Russia.

According to Chicago-based Hedge Fund 
Research, hedge funds investing in Latin 
America posted losses of 29.1 per cent for 
2008, the smallest decline of any of the four 
major emerging markets regions.  More than 
100 funds focus on investing exclusively in 
Latin American markets, with an average 
fund size of just over USD 35 million per 
fund, the smallest average of the four 
emerging markets regions. These funds 
comprise more than five percent of total 
Emerging Markets hedge fund capital, up 
from three per cent in 2002.

Andres Azicri of Convex Management 
thinks that investment characteristics have 
worked against Latam funds: “Most of the 
hedge funds in Latin America are based in 
Brazil. Some didn’t perform very well during 
the crisis as they had a long bias. Compared 
to the average of the region, funds outside 
of Brazil performed better, being much more 
hedged rather than long bias. Still it was a 
very tough year as funds were faced with 
not only market risk but counter party risk, 
which was not minor”. 

Survival of the fittest 
and new strategies

By nate Suppaiah
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turbulent times will have to act quickly: 
“We do expect to see still further funds 
being shut down in Brazil this year, unless 
managers are able to raise substantial 
assets in the very short term”.

Recent perception will have to be 
overcome to retain foreign investments. 
Large losses, the collapsing of business 
empires and financial scandals have badly 
shaken investor confidence worldwide 
and Mauricio Levi says hedge funds are 
now viewed differently, “there is a little bit 
of a shift as how hedge funds are being 
perceived, as they were seen as ‘risk free,’ 
which has never been the case. Only 
now having witnessed recent events are 
perceptions catching up with reality”.

Levi feels that local Brazilian investors 
could shy away from fund managers until 
trust can be rebuilt, but that favourable 
factors should lure investors from outside 
the country. He says, “Brazil has better 
behaviour than the rest of the world in 
terms of economic trends, in addition to a 
sophisticated market which still maintains 
opportunities in the form of mispriced assets 
– these factors give it a better outlook than 
the rest of the world”.

Levi feels that overseas investors may no 
longer be looking to Brazil as they associate 
its success as being linked with world 
commodity prices, however, he notes that 
the country’s economy is more robust than 
many think, “There is a misconception that 
Brazil is completely linked to commodities, 
and as commodities have dropped, that this 
will dramatically affect the country.” 

Whether investment comes from domestic 
or international sources, fund managers 
are finding that clients are now seeking a 
different type of relationship. “An important 
factor is transparency, and these days 
you have to be very communicative with 
investors,” says Azicri. Not only is the client 
–manager dynamic changing but there has 
also been a shift in the type of investments 
that now require very liquid trades and 
vehicles. This way investors can see where 
their money goes, as well as having easy 
access to it. Funds need both transparency 
and liquidity to survive in these times.

Even as the global hedge fund industry 
faces calls for greater scrutiny and regulation, 
the situation found in Latin America offers a 

contrast. Whilst many countries lack credible 
regulation, Brazil finds itself leading the way, 
according to Levi. He says: “Regulation 
for hedge funds in Brazil is the best in 
the world. They need to follow exactly the 
same legislation as any other fund, with 
no black boxes. The Madoff situation, for 
example, would be impossible in Brazil, as all 
managers and funds need to be registered 
with the Comissao de Valores Mobiliarios, the 
Brazilian equivalent of the SEC. Even raising 
capital is regulated and occurs similarly as it 
would for a mutual fund”.

Brazil can offer assurances that its 
domestic hedge funds industry is being 
properly scrutinized, but Azicri says 
investors in unregulated funds need to be 
given options: “The rest of Latin America 
is lacking regulation and given the current 
headlines we are seeing regarding hedge 
funds, it is unlikely regulators will spend 
any time moving forward with hedge fund 
regulation. For the time being, it’s a matter 
of establishing offshore, and then convincing 
local investors to invest in hedge funds 
which are not locally regulated”. 

Some funds will be merely hoping 
to survive as the effect of the downturn 
continues to make conditions tough and 
volatile for the foreseeable future. In such a 
climate strategy is all important, and Azicri 
knows the direction he will follow: “The 
macro approach, being very ‘top-down’ 
oriented, betting on local interest rates, 
especially downward. Central banks in Latin 
America will be very aggressive in lowering 
interest rates, much more than expected. 
Also on the currency side, local currencies 
will suffer, creating macro plays which 
should pay off this year, providing both good 
returns and liquidity.” 

However, whilst Azicri has conviction 
about the macro approach, he advocates 
much greater caution when looking for 
cheap assets. He notes: “The ‘distressed’ 
market is coming back, but is not ripe for the 
picking at this moment. The problem with the 
distressed market is the direct competition 
with the US and Europe, however it is only 
a matter of time before opportunities present 
themselves. Other than that, bottom-up 
strategies are not going to make any money, 
especially in the equity market, as correlation 
is very high between every asset class”. n
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“Macro plays 
should pay 
off this year, 
providing 
both good 
returns and 
liquidity”
andres 
azicri, convex 
management
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Latam offers hope 
in distressed times

By otávio de Magalhães Coutinho vieira

There is an increasing uncertainty for hedge 
funds investing in traditional geographies 
due to the ongoing financial crisis, which 
has taken the steam out of many hedge fund 
returns in the last year or so. This current 
environment brings tremendous opportunities 
to other regions, especially in Latam, where 
infrastructure, regulation and products have 
been developing at a tremendous pace for 
the alternative investment industry.

Global institutional investors are grappling 
with decisions on where and when to 
invest in this crisis in an effort to amplify 
the returns, which have been only mediocre 
– or more often negative – in the recent 
past. It must therefore be noted G7 hedge 
funds average returns have always been 
mediocre. In terms of risk-return, only top 
hedge funds have really been rewarding 
investors. The cause of this problem is 
related to the huge volume of money that 
institutional investors were pouring into 
hedge funds at a very quick pace. Managers 
were not able to digest these huge volumes. 
As for today, there are about 7,000 hedge 
funds and approximately 8,000 mutual funds, 
but only 6,000 companies on the NYSE, 
Nasdaq, and AMEX combined. It resembles 
a crowded market.

On the other hand, there are very 
good opportunities outside the traditional 
investment space. Latam hedge funds and 
equities are good examples. As for today, 
there about 120 off shore hedge funds 
focused on Latin America and there are 
907 companies on the Merval (Argentina), 
Bovespa (Brazil), IPSA (Chile) and Mexbol 
(Mexico). It does not look like a crowded 
market. Moreover, now, it is not difficult to 
see a company, counting with reputable 
management and with earnings growth 

above 20%, trading at P/Es between 4 
and 8. In the fixed income side, Brazil is 
an investment grade country with debt to 
GDP lower than some developed nations, 
stable inflation and still pays the highest real 
interest rate in the world.

Laws and norms have also been working 
well. Brazilian, Chilean and Mexican 
regulations are much stricter in terms of 
transparency, risk exposure, mark to market 
and NAV assessment than the offshore 
industry. Furthermore, there has been 
not a single case of fraud as regulators 
in the region require independent service 
providers and external risk assessment. 
Additionally, the Latam financial system is 
in a good shape. There was no event of 
recapitalisation process made in a hurry, or 
Chapter 11. 

The global hedge fund industry will suffer 
from investors’ skepticism through the next 
years. Total assets under management and 
number of funds will continue to decrease 
in the coming months. On the other hand, 
those who survive well, showing staying 
power, respect to their mandates and decent 
return asymmetry, will gather assets from 
the ones who disappeared. Now Latam 
managers need to show their capabilities 
of pure alpha creation connected to such 
a good opportunity set, and are doing so 
with gusto. 

As wealth managers, we plan to 
demonstrate our processes and portfolio 
construction robustness, taking advantage 
of the current situation to access funds 
which were hard closed in the past and to 
streamline our product line. 

Although political risk still exists, Latam 
markets and alternative assets seem to be 
opportunities à la mode. n

Otávio de Magalhães 
Coutinho Vieira, Director of 
Investments, Safdié Private 
Banking
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Little more than a year ago, hedge funds in 
Latin America were riding a boom that made 
the region one of the most sought-after 
investment markets in the world. The biggest 
market for alternative investment managers, 
Brazil, was part of the BRIC quartet of 
emerging markets perceived as offering the 
biggest opportunities for growth over the 
coming decade.

Both in Brazil and across the region, the 
vigorous growth of both the hedge fund 
industry and the economy as a whole was 
underpinned by vastly improved economic 
socio-political fundamentals, including greater 
political stability, increasing budget discipline 
and lower inflation, as well as increased 
demand and higher prices for agricultural 
and mineral commodities.

But the past year has been a tricky one for 
Latin American hedge fund managers from 
the point of view of performance and asset 
levels. Latin American managers suffered 
performance losses of nearly 30 per cent in 
2008, according to Hedge Fund Research, 

albeit the smallest decline of any emerging 
markets region, although other estimates put 
last year’s losses as low as 17 per cent.

Meanwhile assets under management 
declined by somewhere between 24 and 28 
per cent, with the bulk of the outflows coming 
from redemptions by international investors 
in offshore funds. Onshore hedge funds – a 
staple in particular of the Brazilian market, 
where long-only equity funds have traditionally 
suffered from lack of competitiveness in an 
environment characterised by high inflation 
and interest rates – appear to have done 
better both in terms of performance and in 
keeping the confidence of investors.

Assessing the industry’s total size has 
always been as much art as science, since 
many emerging market funds have in recent 
years been heavily skewed toward Latin 
America (Brazil alone is home to more than 
7 per cent of all emerging market hedge 
managers, according to HFR).

According to Otávio de Magalhães 
Coutinho Vieira, director of investments at 

Amid economic 
turmoil, Latin America 

still shines
By Simon Gray
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Offshore structures 
gather momentum

By Mara alido Spencer

The funds business in Latin America is a 
high-growth area with many foreign entities 
taking a keen interest in opportunities 
available in the different countries throughout 
the region. The last year has been a difficult 
one for hedge funds as a whole, with funds 
having to restructure their portfolios and 
the terms of the offering of fund shares to 
investors to deal with the credit crunch. 
Some strategies have performed far 
better than the others particularly those in 
emerging markets. One of the key emerging 
markets is Latin America. 

Latin American managers with onshore 
funds and proven track records have started 
using offshore fund structures to enhance 
investment opportunities for international 
investors and institutions. International 
investors have been attracted by the healthy 
returns from Latin America notwithstanding 
the global financial crisis.

Offshore mutual fund structures in fund 
domiciles such as the British Virgin Islands 
have become increasingly popular with the 
hedge fund industry in Latin America. Latin 
American managers have started using 
regulated offshore fund jurisdictions,  such 
as the British Virgin Islands,  as they have 
begun to appreciate the benefits of using 
these structures, attracted by the simplicity 
of the formation and licensing process, 
and the availability of high quality service 
by providers. Offshore fund structures 
in regulated domiciles tick all the boxes 
in terms of flexibility, transparency, and 
compliance. These structures comply with 
the promoter and manager’s domestic legal 
requirements in their respective countries. 

Latin America is in an excellent position 
to develop its fund business domestically 
and internationally. In recent years Argentina, 
Brazil and Mexico have taken advantage of 
blossoming opportunities in their markets 

and economies to appeal to both local and 
international investors alike. Latin American 
managers have raised both their profile 
and credibility as a result of solid returns to 
their investors. The stabilisation of markets 
and regulation of stock exchanges in Latin 
America has played a crucial role in the 
development of fund business. The use of 
offshore funds has enabled Latin American 
managers to raise their profile by exposing 
them to a global audience of international 
investors. 

Increasing competition has raised the 
bar across Latin America with successful 
domestic managers following the lead of 
their international peers into offshore fund 
structures in order to gain access to a 
broader international market.

Early forecasts for 2009 suggest that funds 
with strategies investing in Latin America will 
be better positioned for continued growth 
notwithstanding the global recession. Latin 
American countries which have not to date 
been active in the hedge fund business, 
will follow the example of managers from 
more progressive Latam  jurisdictions 
exploring new opportunities and evaluating 
the advantages of  offshore fund structures 
as a way to diversify their local investments 
and to take advantage of external capital for 
investments 

Latin America has tremendous potential 
for growth and offers significant opportunities 
in funds that will appeal to international 
clients seeking long term investment. n

Mara Alido Spencer, Managing 
Director, ACE Fund Services

“Latin American managers 
with onshore funds and 
proven track records have 
started using offshore fund 
structures”
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Safdié Private Banking, part of a group with 
long-established roots in the region, there 
are currently around 120 offshore funds 
focused on Latin America. Other estimates 
put the total number of funds as high as 150. 
HFR says the region represents 9.8 per cent 
of all emerging market hedge funds and 5.3 
per cent of their total assets.

Some industry members fear the number 
of managers and funds in the market 
will inevitably decrease as a result of 
the depredations of the past year, which 
followed at least eight consecutive years of 
double-digit returns. Undoubtedly the region’s 
hedge funds have suffered from increased 
nervousness among investors toward all 
areas perceived to offer heightened risks, in 
part because of a past history of economic, 
political and currency instability, but there is 
a widespread belief that the industry is built 
on solid foundations, especially the onshore 
industry which tends to be subject to similar 
regulation to traditional funds.

“Brazilian, Chilean and Mexican regulations 
are much stricter in terms of transparency, 
risk exposure, mark to market and net asset 
value assessment than the offshore industry,” 
Vieira says. “Furthermore, there has been not 
a single case of fraud, as regulators in the 
region require independent service providers 
and external risk assessment.”

He also notes that so far, Latin America’s 
banking and financial systems appear to 
have been significantly less affected by toxic 
assets and deteriorating loan quality than their 
counterparts in North America and Europe. 
While offshore investors have been influenced 
by problems in their home markets, local 
investors have been reassured that domestic 
institutions, once regarded as particularly 
fragile, are now much more solidly based.

Vieira also argues that once the dust 
has settled, Latin America will also benefit 
from the attractive range of investment 
opportunities open to hedge funds, including 
a wide array of domestic stock markets and 
listed companies. At the same time, interest 
rates particularly in Brazil remain significantly 
higher than across the OECD countries 
as a whole, even though the government 
had largely brought inflation under control 
even before last year’s sudden downturn in 
commodity prices, and its once-monstrous 
debt mountain has been significantly reduced. 

The award of investment-grade status to 
Brazil by Standard & Poor’s in April last year 
was a reflection of how far the country has 
moved down the path of fiscal discipline.

Panama has traditionally played an 
important role as a financial gateway to 
Latin America for offshore investors, but the 
British Virgin Islands is also becoming an 
increasingly important hub for fund business. 
An example is the establishment in the BVI 
last year of ACE Fund Services as part of 
the group of financial services companies 
belonging to Panamanian law firm Patton, 
Moreno & Asvat and its trust company 
affiliate, Assets Trust & Corporate Services.

The office is headed by managing director 
Mara Alido Spencer, who has spent a 
decade in the BVI in the fund structuring 
and administration sector. “Latin America is 
in an excellent position to develop its fund 
business domestically and internationally,” 
she says. “In recent years Argentina, Brazil 
and Mexico have taken advantage of 
blossoming opportunities in their markets 
and economies to appeal to local and 
international investors alike.”

Alido says that interest in the region has 
been swelled by years of solid investment 
performance. “Latin American managers 
have raised both their profile and credibility 
as a result of solid returns to their investors,” 
she argues. “The stabilisation of markets and 
regulation of stock exchanges in the region 
has played a crucial role in the development 
of fund business. The use of offshore funds 
has enabled managers to raise their profile 
by exposing them to a global audience of 
international investors.”

While industry members acknowledge that 
hedge funds face tougher times this year 
as international investor sentiment remains 
skittish, the underlying fundamentals of the 
region should help managers to provide 
continuing above-average performance 
into the future. And the rigorous regulatory 
structures in most significant investment 
management centres chimes perfectly with 
the new drive toward increased oversight of 
the industry, including the use of third-party 
service providers, manifest in the US and 
Europe. While managers elsewhere may 
require time to adjust to the new requirements, 
for Latin America’s hedge fund managers it 
will be simply business as usual. n
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Latin America’s 
wealthy investors 
search for safe 

havens
Five good years of commodity prices and 
a growth in new investment sources have 
placed Latin America in a better position 
that some when facing the current financial 
turbulence. The opening up of China and 
India as both customers for commodities 
and new sources of investment means that 
so far the credit crunch has had less of an 
impact on the region. The deep recession 
in both the United States and Europe has 
not affected Latam so adversely as it may 
have done a decade ago thanks to this new 
source of Asian demand

As well as demand for its products, Latam 
has benefited from a more stable investment 
scenario There has been a dramatic change 
in the past decade with most Latin American 
governments adopting orthodox economic 
policies based around independent central 
banks. Budget surpluses and a greater 
respect for the rule of law has permitted a 
much more business friendly environment, 
which in turn has allowed for considerable 
new wealth generation.

Though likely to be affected by the 
economic downturn this year, Latam had 
the fastest growing wealth market in the 
world last year in terms of USD assets under 
management, expanding by 20.4%, against 
9.4% globally. 

Riskier investments such as the Brazilian 
IPO market, which generated USD 40 billion 
of wealth in Brazil alone during 2007, have 
dried up as clients look for safe havens in 
these uncertain times. With doubts over 
banks in the US and Europe, UHNWIs 
in Brazil are looking to local banks and 

investments as they are seen as safe 
havens.

Many HNWIs in Brazil, Mexico, Chile, Peru 
and Colombia are taking a closer look at 
their domestic markets which are showing 
more stability than those overseas.

In the case of Brazil many people are 
switching to cash or certificates of deposit, 
which offer lower profit margins but are 
considered safer than alternative investments 
or propriety products. 

Jaime Carvallo, co-founder of Park Sutton 
Advisors, a US-based multi-family office 
that targets the Latam HNWI market, says: 
“During the past few weeks, people have 
been in a state of panic. There has been 
a significant flight to quality – cash, US 
Treasuries, and sovereign debt. If someone 
is liquid, he or she is likely to remain so.”

An important trend has been the growing 
sophistication of private clients throughout 
Latam with better knowledge of investment 
options and instruments. This could be 
because family businesses have been passed 
to a younger generation more prepared to 
take risks. Traditionally, wealthy Latams were 
very much geared towards fixed income (one 
of the reasons had been the region’s political 
and economic instability).

Today, well-off Latin Americans still hold 
a higher proportion of their wealth in fixed 
income than their counterparts in other parts 
of the world, but that proportion has been 
dropping over the past five years. n

The above article is an extract from 
Capricorn Research Group’s Latin American 
Ultra-high Net Worth Report.

“There has 
been a 

significant 
flight to 
quality 

– cash, US 
Treasuries 

and 
sovereign 

debt”
Jaime carvallo, 

Park Sutton 
advisors
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