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2Active Funds

Alpha generation 
potential

Timing The portfolio manager can choose the best time to buy the stock, therefore enhancing the upside.

The portfolio selected have a potential to create alpha over the benchmark.

•Upside

•Downside

Higher costs Having a team to analyze and select the stocks is more expensive.

Arbitrage potential The portfolio manager can profit from arbitrage opportunities.

Stock-picking
The portfolio manager can choose the best stocks to buy/short according to the most attractive 
upside/downside.

Low transparency
The analysis of the stocks and the portfolio are usually confidential, being only disclosed if required 
by law or in specific cases.

Weights selection
The portfolio manager can choose the weights of their positions for better risk/return 

management.

Performance 
disparity

The performance of a respective fund relies highly on the decisions of the portfolio manager and 
therefore the performance of the funds can present great disparity.



3Passive Funds

Transparent 
Portfolio  Criteria

Reduced Costs
Since no complex analysis is needed to select the stocks, passive funds present lower cost 

structure.

The index methodology is publicly available, therefore the decision criteria is simpler to track.

•Upside

•Downside

No alpha
Since passive funds keep tracking the performance of the respective index, by definition, no alpha 
can be generated.

No timing
Since the index rebalances its portfolio on a predetermined schedule, the rebalance date may not 
be the best date to buy the stock.

Weighting  method
The weighting methodology is usually a measure of liquidity (Ibovespa) or by market cap/free float 
or (IBrX)
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Source: Economática and Santander Estimates.



5Measuring the Performance using Alpha

Jensen’s Alpha

What is Alpha?

Alpha is the risk adjusted abnormal return over the benchmark. To calculate this alpha we 

use the Jensen’s Alpha methodology.

Alpha = Fund Return – [Risk Free Rate + ß(Index Return – Risk Free Rate)]

Why look at the Alpha?

Alpha is a good measure to see if the active funds can have a superior risk/return relation 

than the respective benchmark. 



6Criteria for Inclusion in our Study

-Funds with Active management (excluding Sectorial Funds);

-Track record minimum required 5 years;

-Net Worth minimum required > R$ 5 million;

-Funds with Ibovespa’s Benchmark;



7Results - Looking at the Alpha (%)

•Overall, the active funds can provide abnormal returns  despite the sluggish performance in 2008 due to the 
financial crisis; 

•We see that the asset allocation skills of the portfolio manager can provide abnormal returns in the long term
when compared to the benchmark index.

Criteria
Number of

2006* 2007 2008 2009 2010 
(YTD) 5 Years*

Active funds

High Apha (5y alpha) >3 92 23.9 27.7 -8.5 24.4 6.5 8.5

Total 222 18.3 21.05 -7.95 14.4 2.4 4.35

Figure 3 – Active Funds: Jensen’s Alpha Analysis

Net/Net

Jensen’s Alpha

Alpha = Fund Return – [Risk Free Rate + ß(Index Return – Risk Free Rate)]Alpha = Fund Return – [Risk Free Rate + ß(Index Return – Risk Free Rate)]

Source: Economática and Santander Estimates.



8Results - Looking at the Performance (%)

Criteria
Number of

2006* 2007 2008 2009 2010 
(YTD) 5 Years*

Active funds

High (5y alpha) >3 92 27.5 49.6 -35.4 74.2 6.4 129.9

Total 222 21.0 43.5 -39.5 68.7 1.1 85.5

Ibovespa (Benchmark) 19.2 40.8 -40.2 70.4 0.9 85.6

Figure 4 – Active Funds: Performance Analysis

Source: Economática and Santander Estimates.

•Here we see that active funds with higher alpha can provide much higher returns 
in the long term, performing better than the benchmark consistently through time; 

Net/Net



9Results - Looking at the Risk

•We see that active funds can provide lower volatility of returns compared to the benchmark 
in all periods; 

•We see that the asset allocation skills of the portfolio manager can provide both lower risk 
as well as higher returns when compared to the benchmark index.

Figure 5 – Active Funds: Risk Analysis

Net/Net

Risk

Risk= St.Dev(Fund Return(%))*sqrt(252) (annualized)Risk= St.Dev(Fund Return(%))*sqrt(252) (annualized)

Source: Economática and Santander Estimates.

Criteria
Number of

2006* 2007 2008 2009 2010 
(YTD) 5 Years*

Active funds

High (5y alpha) >3 92 20.5 22.5 42.2 25.2 17.9 28.1

Medium -3 < (5y alpha) < 3 130 22.1 23.6 47.5 28.6 20.1 31.0

Total 222 21.7 23.1 45.7 27.7 19.7 30.2

Ibovespa (Benchmark) 24.4 27.3 52.4 31.4 21.1 34.0



10Results - Looking at the Information Ratio (IR)

• Again we see in one indicator of risk/return the performance of active funds compared to 
the benchmark. We see that funds with higher alphas tend to perform better consistently 
through time with the exception of 2009 where they performed similarly to the benchmark; 

•We see that the asset allocation skills of the portfolio manager can provide abnormal 
returns without necessarily increasing the overall risk of the portfolio.

Figure 6 – Active Funds: Information Ratio Analysis

Net/Net

Information Ratio

IR= Avg(Fund Return - Index Return)/ St.Dev(Fund Return - Index Return)IR= Avg(Fund Return - Index Return)/ St.Dev(Fund Return - Index Return)

Source: Economática and Santander Estimates.

Criteria
Number of

2006* 2007 2008 2009 2010 
(YTD) 5 Years*

Active funds

High (5y alpha) >3 92 0.48 0.16 0.06 -0.08 0.61 0.16

Medium -3 < (5y alpha) < 3 130 0.01 -0,03 -0.25 -0.78 -0.30 -0.13

Total 222 0.16 -0.02 -0.17 -0.58 -0.14 -0.08
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Mexico IPC Index - Sector Weight 12

   Consumer Goods 
17.72%

  Consumer Services 
21.26%

   Financials
 8.11%

   Industrials
 11.98%

   Health Care
       0.65%

   Telecommunications 
28.60%



Santander – Recommended portfolio for Afores 13

Peso en Precio Precio Rendto.
Emisora Serie IPC Anterior Actual Anterior IPC 30-Sep-10 Objetivo Esperado
ALFA A 2.7          2.9 3.0 0.1 0.28 97.3 90.0 -7.5%
ALSEA * NA 1.0 1.0 0.0 NA 12.6 18.0 43.2%
AMX L 26.0         27.0 26.0 -1.0 0.03 33.6 37.0 10.2%
ARA * 0.4          2.0 2.0 -0.0 1.59 8.2 9.7 19.5%
BOLSA A 0.3          1.9 2.0 0.1 1.67 21.1 25.5 20.7%
CEMEX CPO 5.5          5.9 5.5 -0.4 0.02 10.8 14.5 34.5%
COMPART O 1.3          2.1 1.0 -1.1 -0.34 80.3 80.0 -0.4%
FEMSA UBD 7.2          3.7 4.0 0.3 -3.20 64.0 75.2 17.5%
GEO B 1.0          3.0 3.0 -0.0 1.97 36.2 48.9 35.1%
GFNORTE O 3.8          2.4 3.8 1.4 -0.01 47.7 60.0 25.8%
GMEXICO B 7.3          10.1 10.0 -0.1 2.65 36.3 44.8 23.5%
HERDEZ * NA 1.5 1.5 0.0 NA 18.5 25.5 37.8%
ICA * 1.0          4.7 5.0 0.3 3.97 30.7 43.0 40.2%
KIMBER A 2.3          2.0 2.0 0.0 -0.31 80.2 77.0 -4.0%
LAB B 0.7          3.7 4.0 0.3 NA 24.2 30.5 25.9%
MEXCHEM * 1.3          3.9 4.0 0.1 2.68 35.3 44.5 26.2%
PE&OLES * 1.9          3.1 3.0 -0.1 1.09 307.8 335.0 8.9%
SORIANA B 0.5          2.0 2.0 0.0 1.55 34.9 40.0 14.6%
TLEVISA CPO 6.0          3.7 5.5 1.8 -0.47 47.8 56.0 17.3%
WALMEX V 11.8         13.5 11.8 -1.7 -0.00 31.6 39.0 23.5%

Peso en la Cartera Diferencia vs.



Afores Portfolio - Jan to Oct 2010 – Gonzalo Fernández 14

Cartera Afores (20 emisoras)

92

94

96

98

100

102

104

106

108

110

112

Ene-10 Feb-10 Mar-10 May-10 Jun-10 Jul-10 Sep-10

Portafolio IPyC

  IPC                    6.1%
  Cartera             11.4%
  Diferencia           5.3%



Top Picks Mexico – Gonzalo Fernández 15

2-Ene-08 18-Jun-08 5-Ago-08
Portafolio Inicial: Entran: Salen: Entran: Salen:
AMX GEO AXTEL URBI GFAMSA
AXTEL GFAMSA CICSA KIMBER HOMEX
CICSA GFNORTE GAP
GAP ICH URBI
HOMEX TLEVISA WALMEX
ICA
MEXCHEM
OMA
URBI
WALMEX

5-Ene-09 22-Abr-09 11-May-09
Entran: Salen: Entran: Salen: Entran: Salen:
LAB GFNORTE GFNORTE URBI ALFA ASUR
FEMSA ICH ICH KIMBER
ASUR OMA



Top Picks – Changes 16

8-Dic-09 20-Ene-10 23-Mar-10
Entran: Salen: Entran: Salen: Entran: Salen:
GMEXICO ALFA BOLSA AXTEL ARA BOLSA
COMPART AMX PE&OLES WALMEX
WALMEX GEO
ASUR ICH
AXTEL TLEVISA

10-May-10 14-Jun-10 6-Jul-10
Entran: Salen: Entran: Salen: Entran: Salen:
FINDEP ASUR AMX ICH WALMEX FINDEP
ICH COMPART ALSEA GFNORTE

158/10/2010
Portafolio Actual:
ALSEA
AMX
ARA
FEMSA
GMEXICO
ICA
LAB
MEXCHEM
PE&OLES
WALMEX



Top Picks Mexico – Jan 2008 to Oct 2010 17
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Santander Brazil Strategy’s Portfolio Performance – Marcelo Audi 18

Alpha generation of 10.5% YTD

Figure 7 – Strategy  Recommended Portfolio Performance
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Company Sector Stock Rating
BR Properties Income Properties BRPR3 Buy

MRV Engenharia Homebuilding MRVE3 Buy

PDG Realty Homebuilding PDGR3 Hold

Banco do Brasil Financial Institutions BBAS3 Buy

Cielo Financial Institutions CIEL3 Buy

BM&F Bovespa Financial Institutions BVMF3 Buy

Vale Mining VALE.P Buy

Gol Aerospace & Transportation GOL Buy

CCR Aerospace & Transportation CCRO3 Hold

Iochpe Maxion Industrials MYPK3 Buy

Randon Industrials RAPT4 Buy

Lojas Renner Retail LREN3 Buy

Petrobras Oil & Gas PBR Buy

CSN Steel SID Buy

(1) Recommended weightings: 6.70% 
MRV and 6.70% PDG. (2) Recommended 
weightings: Banco do Brasil 11.90%, 
BVM&F 5.90% and Cielo 5.90%. (3) 
Recommended weightings: Gol 5.00% and 
CCR 5.00%. (4) Recommended 
weightings: 1.00% Iochpe-Maxion and 
1.00% Randon. Sources: Bovespa and 
Santander.



Chile IPSA vs. Santander Top 5 – Francisco Errandonea 19
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Conclusion 20

•The study shows the favorable evidence in the long term and that the 
appropriate choice of managers is crucial to the profitability of the fund, given that 
high Alpha fund managers presented consistent better results. Corroborating in 
favor of active management.

• We see that the asset allocation skills of the portfolio manager can 
provide abnormal returns in the long term without necessarily increasing 
the overall risk of the portfolio when compared to the benchmark index.



Important Disclosures Key to Investment Codes 

Rating

Definition% of 
Companies Covered with This Rating% of Companies Provided Investment Banking Services in the Past 12 MonthsBuyExpected to outperform the local market benchmark by more than 10%.55.32%55.88%HoldExpected to perform within a range of 0% to 10% 
above the local market benchmark.37.77%41.18%Underperform/SellExpected to underperform the local market benchmark.6.91%2.94%Under review--–The numbers above reflect our Latin American universe as of Monday, April 12, 2010.   
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this report and the risks to achieving these targets, please refer to the latest published research on these stocks. Research is available through your sales 
representative and other electronic systems.  
Target prices are 2010 year-end unless otherwise specified. Recommendations are based on a total return basis (expected share price appreciation + prospective dividend yield) unless otherwise specified.
Stock price charts and rating histories for companies discussed in this report are also available by written request to Santander Investment Securities Inc., 45 East 53rd Street, 17th Floor (Attn: Research Disclosures), New York, NY 10022 USA. 
Ratings are established when the firm sets a target price and/or when maintaining or reiterating the rating. Ratings may not coincide with the above methodology due to price volatility. Management reserves the right to maintain or to modify ratings on any 
specific stock and will disclose this in the report when it occurs. Valuation methodologies vary from stock to stock, analyst to analyst, and country to country. Any investment in Latin American equities is, by its nature, risky. A full discussion of valuation 
methodology and risks related to achieving the target price of the subject security is included in the body of this report.
The benchmark used for local market performance is the country risk of each country plus the 1-year U.S. Treasury yield plus 5.5% of equity risk premium, unless otherwise specified. The benchmark plus the 10.0% differential used to determine the rating is 
time adjusted to make it comparable with the total return of the stock over the same period. For additional information about our rating methodology, please call (212) 350 3974.
This research report (“report”) has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Investment I, S.A. which is wholly owned by Banco Santander, S.A. ["Santander"]) on behalf of itself and its affiliates (collectively, 
Grupo Santander) and is provided for information purposes only. This report must not be considered as an offer to sell or a solicitation of an offer to buy any relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, 
or rights with respect to or interests in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the related security and, where appropriate, should take into account the content of the related 
prospectus filed with and available from the entity governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa, Sociedad de Valores, S.A. (“Santander Investment Bolsa”) and in the United 
Kingdom by Banco Santander, S.A., London Branch. Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London and Santander Investment Bolsa are members of Grupo Santander. 
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such opinions were 
prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 
views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from 
the businesses and financial transactions carried out by Grupo Santander and any of its affiliates: *. 
*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA rules, and is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2711 and 
Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.
As per the requirements of the Brazilian CVM, the following analysts hereby certify that I do not maintain a relationship with any individual working for the companies whose securities were evaluated in the disclosed report. That I do not own, directly or 
indirectly, securities issued by the company evaluated. That I am not involved in the acquisition, disposal and intermediation of such securities on the market:
As per the requirements of the Brazilian CVM, the following analysts hereby certify that we do not maintain a relationship with any individual working for the companies whose securities were evaluated in the disclosed report. That we do not own, directly or 
indirectly, securities issued by the company evaluated. That we are not  involved in the acquisition, disposal and intermediation of such securities on the market:
Grupo Santander receives non-investment banking revenue from the subject company.
Within the past 12 months, Grupo Santander has managed or co-managed a public offering of securities of [COMPANY NAME].
Within the past 12 months, Grupo Santander has received compensation for investment banking services from [COMPANY NAME].
In the next three months, Grupo Santander expects to receive or intends to seek compensation for investment banking services from [COMPANY].
Grupo Santander or its affiliates beneficially own 1% or more of any class of common equity securities of [COMPANY NAME].
Santander or its affiliates and the securities investment clubs, portfolios and funds managed by them do not have any direct or indirect ownership interest equal to or higher than one percent (1%) of the capital stock of any of the companies whose securities 
were evaluated in this report (with the exception of [company name}, and are not involved in the acquisition, disposal and intermediation of such securities on the market.
The information contained within this report has been compiled from sources believed to be reliable. Although all reasonable care has been taken to ensure the information contained within these reports is not untrue or misleading, we make no 
representation that such information is accurate or complete and it should not be relied upon as such. All opinions and estimates included within this report constitute our judgment as of the date of the report and are subject to change without notice.
From time to time, Grupo Santander and/or any of its officers or directors may have a long or short position in, or otherwise be directly or indirectly interested in, the securities, options, rights or warrants of companies mentioned herein. 
Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any transaction in any security discussed herein should contact and place orders in the United States with SIS, which, 
without in any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S. Securities Exchange Act of 1934) for this report and its dissemination in the United States.
© 2010 by Santander Investment Securities Inc. All Rights Reserved.


