HEDGING AGAINST
EUROPEAN EQUITY
MARKET TURMOIL
INTERVIEW
ARE EUROPEAN EQUITIES STILL ATTRACTIVE?
In today’s low interest rate, low yield environment, there is a real need to include performance drivers in a portfolio and equities are better at this game
than other asset classes. After six years of non-stop rises for European equity
markets, Europe still has catch-up potential with the US, but risk factors have
been increasing and now represent a real risk management challenge.
This is pushing institutional investors towards strategies which hedge equity
risk, solutions which have both a structural and cyclical interest. They are all
the more necessary as volatility looks set to last. Investors have numerous
concerns including US protectionist moves and political risk in Italy.

MICHAËL NIZARD
LEAD MANAGER
EDMOND DE ROTHSCHILD
EQUITY EUROPE SOLVE

WHAT MOTIVATED THE LAUNCH OF EDMOND DE ROTHSCHILD
EQUITY EUROPE SOLVE?
In recent years, there has been an increase in the number of unexpected
events - the renminbi devaluation in August 2015, the oil price collapse in
2016 and various political risks, for example - while the benefits of diversification began to wane due to moves towards monetary normalisation.
When we launched Edmond de Rothschild Equity Europe Solve in December 2015, we felt that a new approach was needed for our institutional
investors, and more broadly for investors subject to equity volatility
constraints. The idea was to find a solution that would enable us to tap
into European equity upside through conviction-driven investing while
minimising the cost of capital by limiting drawdown and overall volatility.
Our solution was primarily designed to meet the capital requirements of
European institutionals subject to the Solvency 2 directive like insurance
groups and healthcare mutuals. However, the fund rapidly proved that its
construction offered all investors a real opportunity. In a situation where interest rates are still low and where traditional stock selection approaches do not
necessarily mean reduced risk, it is essential to limit equity risk by cushioning
any possible shocks. In short, Edmond de Rothschild Equity Europe Solve is
a European equity fund whose overall market exposure is actively managed.
Our strategy combines three of the group’s core strengths: (i) our know-how in
managing European equities and stock picking, (ii) our experience in ring fencing and actively managing risk with derivative products and (iii) our financial
engineering expertise.

WHAT MECHANISMS HELP YOU MANAGE
THE FUND’S EQUITY EXPOSURE?

regulatory risk, secular trends like demographic
growth, ageing populations, environmental issues
and the increasing digitalisation of the economy,
etc.

Our investment strategy is deeply rooted in our
clients’ needs and seeks to generate performance
while minimising drawdown. Our objective is to
participate to some extent in European market
moves while reducing volatility. We believe this
approach is particularly suitable for today’s market
environment.
To achieve our goals, EdR Equity Europe Solve
uses different combinations of options hedges.
The hedging strategies are permanent, long-term,
actively optimised and managed in line with our
market expectations, notably volatility levels and
structure, as well as the fund’s investment target.
To offset hedging costs, we tactically use positive
carry strategies (sales of short maturity calls).

This is forcing Europe’s companies onto the path of
constant innovation even if this means reinventing
themselves or opting for profound transformation.
Companies now have to review their business scope,
critical mass or their capacity to dictate prices.
Strategic thinking on the allocation of resources
often results in activities being restructured and
may entail spin-offs, bids, asset disposals and IPOs,
etc. We are currently looking for companies with
autonomous upside.

HOW HAS THE FUND PERFORMED SINCE
LAUNCH?
Our goal is to achieve a convex performance profile,
cushioning market downside and capturing some
of the rises. Since its launch in December 2015, the
fund had returned +10.41% vs. +16.02% for the MSCI
Europe NR at end July 2018 with 52-week volatility
of 8.07% vs. 11.2% for the index. Certain periods
showcase the fund’s capacity to cushion severe
equity market drops while participating to some
degree in rising phases1.

WHICH EUROPEAN STOCKS DO YOU
PREFER?
Europe is certainly enjoying reasonable
growth, but companies have never had
to face so many challenges: political and

Our expertise boasts a strong track record
Witness Edmond de Rothschild Equity Europe
Solve’s performance since 2015.
from 2/11/2016 to 15/05/2017

1. Past performance and volatility is no
guarantee of future performance and
volatility which may change over time,
and can be separately affected by fluctuating exchange rates. Performance
data does not take into account the fees
and charges received when issuing and
redeeming units. Source: Edmond de
Rothschild Asset Management (France).
Performance (R-EUR Share) in 2017: 5.2%
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MSCI Europe: -8.56%

Edmond de Rothschild Equity Europe Solve R share
50% downside protection
Edmond de Rothschild Equity Europe Solve C share
MSCI Europe
56% MSCI Europe (NR) + 44% EONIA capitalised (EUR) from 14/12/2016
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Disclaimer: The track record above is for the RI share, the fund’s oldest share class launched on 08/12/2015 with a minimum subscription of €500,000,
the share is for all investors and especially for companies subject to Solvency II requirements. Please note that performance data for the R share differ
from the C share due to fund fees: the R share has lower fees than the C share, a share which is open to all subscribers for a minimum subscription of one
share (launch date 14/12/2016). Fixed management fees for the C share 2% compared to 1.10% for the R share. The C share also has an outperformance
fee (15% of any returns in excess of the- index) unlike the R share. The fund’s benchmark has been the composite index of 56% MSCI Europe (NR) +44%
capitalised EONIA (EUR) since 14/12/2016.

FUND INFORMATION
Inception date
R share: 07/12/2015
C share: 14/12/2016
ISIN Code
C share: FR0013219243
R share: FR0013062668

Variable management fees
C share: 15% of returns above the
benchmark index
R share: none
Redemption charges
None

Front load charge
C share: 3 % max.
R share: None

Benchmark index
56% MSCI Europe (NR) (EUR) + 44%
capitalised Eonia (EUR)

Minimum initial subscription
C share: 1 share
R share: €500,000

Recommended investment horizon
3 years

Max management fees.
C share: 1.75% max.
R share: 1.10% max.

* Shares described herein are the
main euro-denominated shares.

August 2018. This document is issued by Edmond de Rothschild Asset
Management (Suisse) S.A.
Non-binding document. This document is for information purpose only. Any
reproduction, disclosure or dissemination without prior consent from the
Edmond de Rothschild Group is strictly prohibited. The information provided
in this document should not be considered as an offer, an inducement, or
solicitation to deal by anyone in any jurisdiction where it would be unlawful
or where the person providing it is not qualified to do so. It is not intended to
constitute, and should not be construed as investment, legal, or tax advice, nor
as a recommendation to buy, sell or continue to hold any investment. EdRAM
shall incur no liability for any investment decisions based on this document.
The Funds presented herein may not be registered and/or authorised in your
country. You should seek advice from your professional advisor if you are in
doubt as to whether any of the Funds mentioned might be suitable for your
individual situation. Any investment involves specific risks. We recommend
investors to ensure the suitability and/or appropriateness of any investment
to its individual situation, using appropriate independent advice, where
necessary. Furthermore, investors must read the key investor information
document (KIID) and/or any other legal documentation requested by local
regulation, that are provided to them before any subscription and available
at http://funds.edram.com, or upon request free of charge. « Edmond de
Rothschild Asset Management » or « EdRAM » is the commercial name
of the asset management entities of the Edmond de Rothschild Group.
Edmond de Rothschild Equity Europe Solve is organized under the laws of
France, and has been approved by the Swiss Financial Market Supervisory
Authority for distribution in or from Switzerland to non-qualified investors.
The Prospectus, the annual and interim reports, KIIDs, Articles of association,
fund agreement or management regulations, can be obtained, free of charge
upon request, from the Swiss Representative or from the following website:
http://funds.edram.com.
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