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Market analysis

Invest in the emerging world: 
a strategic rather than a tactical choice
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Global economic conditions

After a diffi cult year for emerging country equities 
in 2011, the fi rst weeks of 2012 brought a change of 
climate. Fund fl ows and manager surveys point 
to fresh interest, which some are qualifying as 
excessive. Is it time for profi t-taking? This fi rst 
begs the following question: should one adjust 
exposure to emerging countries as part of a 
tactical approach, or favour the strategic argu-
ment that any fall brings an opportunity to boost 
the weighting of emerging assets in a diversifi ed 
allocation?
Where currencies are concerned, a loss of confi -
dence against the main currecies (USD, EUR) 

is inevitable, and changes in the 
balance of economic power sug-
gest a durable revaluation of 
emerging currencies, Asian in par-
ticular. 
As regards bonds, solid public 
fi nances, reduced constraint in 
current accounts and the fi nan-
cing requirements of local com-
panies are all underpinning 
public and private emerging 
country debt. The wave of inte-
rest in this asset class over the 
last 18 months nevertheless warrants grea-
ter selectivity, without tarnishing the ap-
peal of a portfolio of emerging country 
corporate debt with a medium-term allocation.

Emerging equity valuations are attractive after 
the 2011 correction. 
Is this an opportunity to increase exposure? We 
do  think so because the weight of these countries 
in the global economy is set to increase. In this 
regard, the growing likelihood of a soft lan-
ding for the Chinese economy is reassuring. 
The more expansive monetary policies being 
implemented in many emerging countries are 
also a positive factor over the next 18 months. 
Lastly, we cannot ignore the fact that deplorable 
public fi nances in Europe and the US will weigh 
durably on growth potential in the G7. 

While we should bear in mind 
the volatile nature of investing in 
emerging equities, a strategy of 
boosting their weight within overall 
exposure to the stock markets never-
theless seems like a good idea over 
the long term. In fact, the risk/return 
makes it worthwhile given the more li-
mited upside on equities of developed 
countries over the coming 12 months. 
For investors warier of risk, an 
investment favouring a long/short 
strategy may be an interesting subs-

titute. Generally speaking, beefi ng up positions in 
emerging assets is still a valid approach for inves-
tors with a three to fi ve-year investment horizon. 
It’s not time for profi t-taking.

    « Is it time for profi t-taking ? »
FRANÇOIS SAVARY, CHIEF INVESTMENT OFFICER, REYL & CIE
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Merger arbitrage strategy
Merger arbitrage is the process of profi ting from the 
spread between the spot price of the target company and 
the price at which the deal will be closing. During the life 
of the deal, the spot price will converge to the acquisition 
price. 
The size of the spread refl ects the risks of the deal not 
closing (due to potential anti-trust issues, counter offers, 
etc).  A hedge fund active in this strategy must evaluate 
the risks of the deal not closing as well as the attractive-
ness of the spread conditional to the expected time until 
closing. 

What are the specifi ties of the Reyl 
Resurgence fund?
Reyl Resurgence is a diversifi ed fund 
of hedge funds that has the advantage 
of being an opportunistic and thematic 
product. The focus is placed on fi nding 
«best of breed» managers with exceptional 
pedigree, and strong risk management 
skills.  
Why investing in the Reyl Resurgence 
Fund now?
Reyl Resurgence will protect capital 
in diffi cult times and deliver positive 
performance over the long-term. The 
selected managers operate in the most liquid 
markets and have the ability to produce 
uncorrelated returns with limited downside 
risk. Due to a tactical trial and a strategic 
allocation, we are not afraid of recycling 
managers displaying unexpected behavior.
What are the main themes in 2012?
We are positive on event driven strategies, 
more specifi cally on merger arbitrage. 
Numerous companies around the world 
have cash rich balance sheets while some 
of their competitors are struggling to 
survive. We tend to favor managers that 
add a trading component to their strategy. 
We also closely track the European 
distressed situation which should provide 
ample opportunities in the future. We are 
selectively positive on global macro 
managers making extensive use of 
derivatives to implement their views.  
Finally the systematic non-trend and very 
short-term trend followers should take 
advantage of markets suffering sharp 
intra-month reversals. 3
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REYL & CIE.
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head of alternative funds 
investment research, 
selection and advisory at 
REYL & CIE.

Despite smaller deal volumes than pre-2008 levels, we 
are convinced that merger arbitrage will be a profi table 
strategy in 2012. However, we will be cautious and invest 
with managers that also have the ability to operate in mid 
and small caps deals.

Source : BarCap Research, Dealogic, Factset

Announced Global M&A Volume (in $tn)
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I M P O RTA N T  I N FO R M AT I O N

This content is being provided by Reyl & Cie Holding SA or/and its affi liates (hereinafter referred to as “REYL”) solely for information purposes, it shall be intended 
for internal use strictly and is not intended to be a solicitation or offer, recommendation or advice to buy or sell interests in any security or investment product 
mentioned in it, to effect any transaction, or to conclude any transaction of any kind whatsoever, in particular to any recipient who is not a qualifi ed, accredited, 
eligible or / and professional investor. It is intended for the sole use of the recipient and may not be forwarded, printed, downloaded, used or reproduced for any 
other purpose. Whilst REYL shall use reasonable efforts to obtain information from sources which it believes to be reliable, REYL, its directors, offi cers, employees, 
agents or shareholders assume no liability regarding this content and gives no warranty as to the accuracy, completeness or reliability of any mentioned data and 
thus assumes no liability for losses arising from the use of this content. This content is intended only for recipient who understand and are capable of assuming all 
risks involved. Before entering into any transaction, the recipient should determine if the relevant security or investment production mentioned in the content suits 
his particular circumstances and should ensure that the independently assesses (together with his professional advisers) the specifi c risks, the legal, tax, accounting 
consequences and eligibility requirements of any purchase of securities or investment products mentioned in the content. REYL makes no representation as to 
the suitability of the mentioned information, opinions or securities and investment products. Historical data on the performance of the securities and investment 
products or the underlying assets are no indication for future performance. The present content has been compiled by a department of REYL which is not an 
organisational unit responsible for fi nancial research. REYL is subject to distinct regulatory requirements and certain securities and investment products may not 
be available in all jurisdictions or to all recipient types. The recipient should therefore comply with its local regulations. There is no intention to offer securities or 
investment products in countries or jurisdictions where such offer would be unlawful under the relevant domestic law.


