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If you have been making progress for more than  
210 years, a new year may not seem to be anything 
special at first sight. But making progress for more 
than 210 years also means never standing still and 
continually taking the crucial steps that will lead  
you to the top. And that only works if you give a very 
wide berth to any ideas relating to following the 

same procedure as every year. This is what we do 
at Schroders – because innovation is one of the  
key practices that keep us at the very top, and will 
continue to do so in 2016.

In fact, you have probably already noticed our first 
new feature, as you are holding it in your hands. our 
Schroders expert magazine has a new look – fresh, 
modern and designed in line with schroders.com/
nordics. Completely redesigning our website for all 
locations around the world from a technical, visual 
and content point of view was one of our key 
innovations in the last year. one goal was to hone 
the Schroders brand for you as a client and adviser 
and to clearly differentiate us from our competitors. 
numerous awards have already shown that we have 
more than achieved this goal.

Another very new development is our first trend-
following strategy. The UCITS-compliant GAIA 
platform offers access to the Schroder GAIA 
BlueTrend from Leda Braga. As one of the most 
important hedge fund managers in the world, she 
gives us insights into her extraordinary strategy in 
the interview on page 18 .

Wishing you a good investment year with lots of 
positive innovation – and only one procedure that is 
the same as every year: our successful teamwork 
with you, which continues to make me proud and 
happy in 2016.

With warm regards,

ketil petersen,
Country Head
nordic region

Same procedure  
as every year?

eDITorIAL
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+ + +   schroder isf eurO credit conviction fund volume exceeds 1 billion euros  + + +

Less than two years to break the sound barrier: 
schroder isf1 eurO credit conviction 
(ISIn: LU0995119665) has passed the 1 billion euro 
milestone. portfolio Manager patrick 
vogel and his team focus on a  small 
selection of highly compelling themes; 
as with Schroder ISF eUro Corporate 
Bond. However, as the fund is measured 
against a BBB rated benchmark, it 
doesn’t have to hold so many of the  

low-yielding, higher-rated bonds that can dilute the 
best value and act as a drag on yield and returns. The 
fund can hold more off-benchmark investments  – 

such as high yield issuers and non-
euro bonds (hedged to euro)  – whilst 
remaining an investment grade fund. 
The combination of investment process 
innovation and the fund’s flexibility allows 
the european credit team to hunt for the 
best value.

+ + +  the trend is your friend  + + + 

Long-term returns of 10 to 15% per year – this is the 
goal of the BlueTrend strategy, which investors can 
access on the GAIA UCITS platform. schroder Gaia 
Bluetrend is managed together with 
our partner, Systematica Investments. 
The team led by Ceo Leda Braga, one 
of the most important and successful 
hedge fund managers in the world, has 
extensive expertise in trend-following 
strategies.

The BlueTrend strategy has achieved outstanding 
results since its launch in January 2004. Schroder 
GAIA BlueTrend covers 150 markets across various 

asset classes including equities, 
commodities, bonds and forex, and 
tracks trends via long and short 
positions. It is suitable for investors 
who seek above-average returns with 
a  low correlation to the wider market.

+ + +  consistent returns through innovative analysis  + + + 

schroder isf eurO credit absolute return, 
was launched in December 2015 – aiming to bring 
positive annual returns to investors in all market 
conditions. The team led by patrick vogel, who 
heads the european bonds division, combines  
a proven top-down approach with innovative  
analysis. The objective here is to recognise global 

trends and analyse company business models. 
The analysts identify which issuers should benefit  
from the trends  – and which may be negatively  
affected.
The team then implements this analysis with both 
long and short positions, for consistent, high alpha 
returns for investors.

+ + +  schroders builds on infrastructure financing  + + + 

Building market-leading expertise and long-term  
engagement in the asset class: these are the  
objectives for Schroders with its new business unit 
for infrastructure financing. In working towards these 
goals, the newly appointed Head of Infrastructure  
Finance, Charles Dupont, draws on extensive  
experience with institutional investors, such as  
pension funds and insurance companies.

Macroeconomic factors and changing regulatory 
requirements are currently leading to an increasing  
supply of infrastructure projects, which in turn is 
attracting demand from long-term institutional  
investors. now is the right time for Schroders to offer 
solutions to the specific needs of clients in this sector 
around the world.

1 Schroder International Selection Fund is referred to as Schroder ISF.
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Building and measuring 
outcome-oriented  
investment strategies

We are all faced with real-world investment 
problems. These might be the need to 
achieve adequate savings for retirement, 
to generate income to cover living costs, 
to meet the pension promises made  
to employees, or simply to maintain  
purchasing power over time. For 
many years, however, there has 
been a fundamental disconnection 
between these problems and the 
benchmark-related portfolios which 
have been built to solve them ... 



Figure 1: What’s the problem you’re trying to solve?

Source: Schroders, for illustration only.

. . .   I don’t want 
my assets 
to lose 
value

…  I’d like 
growth but 
not too 
much risk

…  I’m  
concerned 
about  
inflation

…  I need to 
make  
regular 
withdrawals

…  I need to 
meet  
liabilities
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Investor’s  
perspective 

portfolio  
perspective

By using real-world outcomes  
as the explicit target results for 
portfolios, investors can dispense 

with these market-related proxies and 
better align the success measures of 
their appointed managers with their own. 
portfolios are judged on the delivery of 
the outcome, rather than compared with 
an abstract market measure (Figure 1).

These five target outcomes can be 
distilled into more specific objectives. 
This article outlines a method to ensure 
these objectives are realistic and 
achievable. But such targets do not 
exist in isolation. As well as primary and 
secondary objectives, investors also 
have tolerance levels and investment 
restrictions to consider  – it is the 
combination and relative importance of 
these elements that define the portfolio’s 
shape.

The l ikel ihood of the successful  
achievement of target outcomes  
depends on:

»  the reasonableness and consistency 
of primary and secondary objectives

»  the extent of constraints imposed on 
the manager(s)

»  the market environment experienced 
over the investor’s time horizon,  
including starting valuations, and

»  the manager’s ability to control  
outcomes through active management 
decisions.

creating an outcome-oriented 
framework
As the basis for our analysis, we created  
an unbiased range of permutations of 
five asset classes – US equities, global  
equities, US Treasury bonds, commodities  uu

...   The use of market indices as de facto proxies for the intended 
risk exposures has allowed segmentation into convenient  
building blocks and easier portfolio monitoring, but has also led 
to differences between asset owners and their investment  
managers in how success is defined.

Wealth  
preservation

risk- 
controlled 

growth

inflation  
protection

income
risk  

mitigation



Figure 2: real returns over Five-year periods are oFten impossible to achieve

Five-year period ending

 Interquartile range of simulated portfolios   Inflation +3% target   Inflation +5% target   Inflation +7% target    
 Median
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1001 simulated portfolios for each five-year period. Source: Bloomberg, Thomson reuters Datastream and Schroders.  
Indices used are the S&p 500 Tr, US 10 year Treasuries, MSCI World, US 1 week LIBor and DJ AIG Commodity.

rolling five–year returns, p. a. in %
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and cash. rather than being random, 
these asset allocations attempt to  
replicate the full universe of possible 
portfolios. By populating them with  
actual market data, we can then define 
ranges of achievable outcomes, such as 
returns, volatility, drawdowns, income- 
generation or capital preservation. This 
demonstrates how outcomes change with 
asset class opportunities and over time, 
allowing us to identify realistic parameters 
for outcome-oriented portfolios.

Such a  framework can be used to 
demonstrate how investors’ objectives 
and their constraints are inherently  
linked by showing, for example, the  
returns achievable from portfolios  
within certain risk limits or with restricted  
capital allocations. This framework  
can also be used as a monitoring tool  
for outcome-oriented portfolios. By  
combining information about the medium- 
term market environment with the actual  

long-term objectives, an intelligent  
assessment can be made of the  
portfolio’s performance.

The remainder of this article is 
a worked example of a  risk-controlled 
growth portfolio, demonstrating the  
setting of realistic parameters and the 
use of our framework to monitor the 
outcomes. The main growth objective  
here is a  typical specified portfolio  
return, often in absolute terms or in  
excess of a cash or an inflation measure.  
The secondary objective is the “risk- 
controlled” part. Here again, definitions 
can vary, with risk being seen variously in 
terms of loss tolerance, return variability/ 
smoothness or in measures like value at 
risk. Figure 2 plots the range of return 
outcomes from our simulated portfolios 
over time. We also show a few real return 
target levels.

over the whole period, the proportion 
of portfolios exceeding an inflation +5% 

p. a. objective was around 29%. For  
a  target real return of 3% p. a., the  
proportion of portfolios successful would 
have been 44%. At a 7% p. a. real return 
target, the success rate falls to 18%. For 
an active manager, inflation +5% p. a. 
seems to be a reasonable, if stretching, 
objective in terms of achievability. The 
chart clearly shows, however, that there 
will still be no guarantee of success, and 
probably significant periods when the 
primary target is unrealistic.

The secondary objective concerns 
risk, the aim being to control it subject 
to satisfying the primary objective. To  
analyse this, we looked at all the portfolios 
which achieved a real return greater than 
5% p. a. in each period, and examined 
their volatility levels (Figure 3).

of the 29% of portfolios which were 
successful on the primary objective, 
the average volatility was 8.7% p. a.  
However, Figure 3 shows that the range 

“By combining information about the medium-term market  
environment with the actual long-term objectives, an intelligent 
assessment can be made of the portfolio’s performance.”

uu



Figure 3: achieving the primary objective may conFlict With the secondary objective

Successful portfolios are defined as portfolios which have outperformed the inflation +5% p. a. target. 1001 simulated portfolios for
each five-year period. Source: Bloomberg, Thomson reuters Datastream and Schroders. Data for 5-year periods as described on
axis. Indices used are the S&p 500 Tr, US 10 year Treasuries, MSCI World, US 1 week LIBor and DJ AIG Commodity.

Five-year period ending
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of volatilities can be quite wide. volatility  
of more than around 12% p. a. might  
be unacceptable, thereby failing the  
secondary objective.

Monitoring an outcome-oriented 
mandate
one of the difficulties in monitoring 
outcome-oriented portfolios is that 
the primary objective can often be an  
impossible target to achieve in the short 
term. In the absence of a market index 
to use as a benchmark, we believe the 
best approach is to use the same range 
of simulated portfolios as a “peer group” 
to help answer two key questions:

1.  How achievable were the primary 
and secondary objectives, given the 
restrictions?

2.  How well did the portfolio take  
advantage of the opportunities  
available? uu



Figure 4: static strategies struggle For real-World consistency

The pure equity strategy consists of 50% US equities and 50% global equities, while the 60/40 strategy consists of 30% US equities,  
30% global equities and 40% US Treasuries. 1001 simulated portfolios for each five-year period. Source: Bloomberg, Thomson  
reuters Datastream and Schroders. Indices used are the S&p 500 Tr, US 10 year Treasuries, MSCI World, US 1 week LIBor and  
DJ AIG Commodity.

outperforms sometimes …
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By directly comparing results against the 
primary objective, this gives a monitoring  
dashboard that can help in making  
more accurate interim assessments of 
whether the portfolio is on track.

In our next example, we use two 
portfolios for illustration: a  pure equity 
strategy and a 60% equity, 40% bonds 
strategy. Clearly, neither is explicitly an 
outcome-oriented portfolio, although 
a  60/40 strategy is often considered 
a balanced growth approach.

Looking f irst at the long-term  
outcomes, Figure 4 shows how these 
portfolios performed on a rolling five-year 
basis, as compared with the simulated 
peer group and primary objective. The 
range shown is the same as in Figure 2 
earlier.

Both static strategies generally fell 
short of the primary objective: the pure 
equity strategy was successful only 40% 
of the time and the 60/40 strategy was 

successful only 38% of the time. even 
though the success rates were fairly 
similar, the experienced volatility from 
both strategies was very different. The 
equity strategy’s volatility peaked at over 
20% p. a., while the 60 / 40 strategy only 
peaked at around 11% p. a.

An active, outcome-oriented manager  
taking portfolio decisions with the  
primary and secondary objectives in 
mind would be expected, if successful, to 
deliver mainly green points in the green 
quadrant of the chart. on observing  
the results unfolding, an investor could 
take action in the same manner as  
they would take on seeing a benchmark- 
relative manager outper forming or  
underperforming the relevant index.

So, by using our dashboard approach 
in this example, an investor using the 
pure equity portfolio to target inflation  
+5% p. a. growth would quickly  
conclude that, while it sometimes  

delivers a  satisfactory return, this  
strategy fails on the “risk-controlled” 
front. By the same token, the investor  
would also realise that the 60/40  
strategy has more success in controlling 
risks than pure equity, but only a mixed 
ability to use the opportunities available 
to generate real returns.

“It is better to aim for a real target and  
narrowly miss it than to aim for the wrong 
target and hit it precisely.”

Fe ATUreS

uu

Five-year period ending

 Interquartile range of simulated portfolios   Inflation +5%   pure equity strategy   60/40 strategy

12/98 12/00 12/02 12/04 12/06 12/08 12/10 12/12 12/14

30

25

20

15

10

5

0

–5

–10

rolling five- year returns in %

…  but severely  
underperforms at others
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ConClusIons 
real-world problems need  
real-world solutions. We believe 
an outcome-oriented approach  
is the most effective and  
direct way to provide these  
solutions. but the approach is not 
always easy and, at times, the 
objectives set are unachievable.  
however, it is better to aim  
for a  real target and narrowly 
miss it than to aim for the wrong 
target and hit it precisely.
by aligning their objectives,  
opportunities and realistic  
expectations, the investor 
and manager can build on 
the general familiarity of the  
benchmark-relative system to 
create a portfolio specification  
and monitoring framework 
for true outcome-oriented  
portfolios. 

lesley-Ann MorgAn  
global head oF deFined contribution
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Before considering traditional approaches 
to wealth preservation, we must define 
what it means to preserve wealth. Much 
will depend on the investor’s timescale. 
As that grows longer, investors should 
consider two things:

1   the impact of inflation
  Inflation may be of little concern over 

very short horizons, but it will matter 
much more over longer horizons.

2   the opportunity cost
  As the investment horizon grows, so  

does the opportunity cost of not  
investing the capital more productively 
than simply to preserve its value.

These considerations should help shape 
our definition of wealth preservation,  
which we think should include four  
components:

1   An investment time horizon of  
at least five years

2   Compensation for the longer  
investment horizon

3  preservation of purchasing power

4   Consistency of returns to  
accommodate moderate capital 
withdrawals.

So how have traditional approaches to 
preserving wealth fared when measured 
against these criteria?

Why focusing on risk can result  
in better wealth preservation
is it possible to strike an optimal balance  
between generating sufficient growth  
to meet current and future demands and  
protecting invested capital ?

Rule No. 1: Never lose money.  
Rule No. 2: Never forget rule No. 1 ! 
                                                         Warren Buffett

Painful losses from the financial crisis have led to a surge of  
interest in wealth preservation. Investors, however, are reluctant  
or unable to turn their backs on additional return. Is it possible to  
strike an optimal balance between generating sufficient growth  
to meet current and future demands and protecting invested  
capital? In this paper we try to develop a portfolio solution that  
achieves both goals.

defining wealth preservation
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the failings of individual  
asset classes

Money market  
and bond investments 
Taking the very long view, a  dollar  
invested in Treasury bills at the beginning  
of 1948 preserved real wealth over 
the following two generations, but had 
grown to only USD 1.60 by the end of 
2014, after adjusting for inflation 1. For 
10-year Treasuries, the gain (at least 
since 1953) has been much healthier – 
to over USD  4  – but there were long  
periods when purchasing power was not 
preserved for either asset class. Indeed, 
from 1953 to the early 1980s, purchasing 

power often fell considerably: over that 
entire period, there were no gains after 
inflation 2.

index-linked bonds, gold  
and commodities
For the 12 years of data we have for US
Treasury Inflation-protected Securities, 
the investor’s dollar has become USD 
1.20 in real terms 3. even then, returns 
have been volatile, with yields since 
2008 falling below inflation. Gold has 
fared better  – with a  dollar rising to 
nearly USD 5 between 1968 and 2014, 
after inflation 4 – but it has been a  roller 
coaster ride. our inflation-adjusted dollar 
had grown to USD 8 in 1979 but was 

back close to par in the early noughties. 
Meanwhile, a  basket of commodities 
put together in 1991 has since cut our  
dollar’s worth to just under USD 0.75 5, 
in real terms.

equities
Investing in shares has, of course, 
been a much more potent preserver of  
purchasing power, turning a  dollar in 
1950 into nearly 11 inflation-adjusted 
dollars by 2014. It hardly needs saying, 
however, that the investor has needed 
strong nerves. For instance, the peak 
reached in the late 1960s was not  
recovered until the early 1990s. And it is 
only lately that the all-time high attained 

1 Cumulative returns after deducting monthly inflation as measured by the seasonally adjusted US Consumer price Index.  
Source: Three-month Treasury bill yields, Federal reserve Bank of St Louis, January 1948 to May 2014.  2 Ten-year constant maturity yield, 
Federal reserve Bank of St. Louis, May 1953 to January 1976; Bank of America Merrill Lynch 7 – 10 year Total return Index, February 1976 to 
May 2014, inflation adjusted as per footnote 1.  3 Barclays US Govt Infl-Linked Bond 0 – 5 yrs Tot ret Index, october 2002 to May 2014, 
inflation-adjusted as per footnote 1.  4 London 3 pm gold fixing price, Federal reserve Bank of St. Louis, May 1968 to May 2014,  
inflation-adjusted as per footnote 1.  5 Bloomberg Commodity Index and yahoo Finance, February 1991 to May 2014, inflation-adjusted  
as per footnote 1.

uu
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in 2000 was regained in real terms 6. 
Stocks may be sensible for the very long 
run, but they lack the stability required to 
preserve wealth.

From money markets to equities, no 
single asset class has been successful 
in preserving inflation-adjusted value or 
minimising the investment opportunity 
cost. The first row of Figure 1 shows 
the compensation that investors have 
received for holding each asset (in real 
terms). Given that one of our principles 
for wealth preservation is consistency of 
performance, the next two rows provide 
the standard deviation and maximum 
drawdown (the largest drop in value from 
peak to trough). We also examine the  
annualised median and worst return 
over five years to satisfy our ambition of  
growing capital over the medium term. 
(Ignore the last column of the table 
for now: we will return to it later in our  
discussion.)

An ideal asset for wealth preservation  
would provide a  positive real return 
over any five-year time period and have  
a low standard deviation and maximum  
drawdown. none of these assets  
individually fits the bill. But there is no 
riskless way to preserve wealth. Instead 
of seeking to avoid risk, we must look 
for those risks that are most likely to 
provide the mix of capital protection  
and consistent growth that defines  
successful wealth preservation.

a risk-balanced approach
In order to reconcile these sometimes 
conflicting requirements, we frame our 
task as a  riskbalancing exercise. The 
ultimate objective is a  portfolio that  
preserves real purchasing power while 
minimising the risk of a  signif icant  
shortfall. This can be done, we believe, by 
using a blend of asset classes to harness  
their strengths, while minimising their 
weaknesses.

First, the need to address inflation 
leads us to inflation-linked bonds and 
commodities (including gold). Inflation- 
linked bonds provide protection for the 
invested capital, but remain vulnerable 
to changes in real rates. Commodities 
are attractive insofar as they can provide  
inflation sensitivity in excess of the  
invested capital and that they are less 
sensitive to fluctuations in real rates than 
inflation-linked bonds. In exchange for 
these advantages, raw materials are far 
more sensitive to economic growth and 
provide less consistency of return over 
any horizon.

To refine this combination, we add 
a “shock absorber” in the form of nominal   
bonds. This expanded set should  
continue to offer reasonable inflation- 
hedging properties, with the commodities 
exposure likely to offset some of the real 
value erosion found in nominal bonds. 
But this portfolio is still highly sensitive to  
interest rate changes.

6 S&p 500 Total return Index, inflation-adjusted as per footnote 1.
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Figure 1: no asset class on its oWn ticks all the right boxes, aFter inFlation

us  
money
market

us  
10-year

treasury
bonds

 (tips) Gold Bloomberg 
commodity  

index

s&p 500 Wealth  
preservation 

portfolio

annualised return – 0.9% 3.0% 1.1% 9.1% –1.2% 4.8% 2.6%

annualised  
standard deviation 0.5% 6.6% 3.4% 14.5% 17.4% 14.5% 4.5%

Maximum drawdown –11.1% – 9.3% – 9.5% – 37.5% – 54.6% – 62.0% –13.3%

Median five-year
return (annualised) – 0.5% 3.6% 1.9% 16.0% – 4.7% – 2.0% 2.7%

Worst five-year
return (p. a.) –1.9% 0.4% – 0.5% –1.2% –12.4% –11.3% –0.7%

Analysis period: november 2002 to February 2015

From money markets to  
equities, no single asset class 
has been successful in  
preserving inflation-adjusted 
value or minimising the  
investment opportunity cost.
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To help balance some of this interest 
rate sensitivity, we incorporate growth 
assets in the form of equities. The  
nature of the volatility of growth-sensitive 
assets and interest-ratesensitive assets 
tends to be very different; hence, risk 
balancing the allocations to these two 
assets should lead to more consistency. 
We expect the equity investments to 
deliver strong real returns over longer 
horizons, adding a cushion or margin of 
error to our wealth preservation solution.

Figure 2 illustrates the complementary 
relationship between equities and gold. 
equities thrive on growth and stability 
while gold, not being very productive, 
thrives on fear and a lack of growth. This 
natural balance makes these two assets 
attractive partners for a portfolio.

translating our insights into  
a simplified portfolio
To help balance the offsetting risks 
of each of the assets in our wealth  
preserving mix, we focus on how much 
risk each brings to the portfolio and  
allocate smaller amounts of the portfolio 
to the more risky assets and vice versa.  
Following this approach, if we start with 
a  portfolio that only includes inflation- 
linked bonds and commodities, we 
end up investing approximately USD 4 

in inflation-linked bonds for every  
USD 1 that is spent on raw materials. 
To bring growth to this inflation-sensitive 
pairing we add an equity investment, 
again in a risk-balanced weighting. To try 
to achieve our third aim of consistency,  
we mix in a  riskbalanced allocation 
of Treasury bonds, to complement 
the growth exposure and to smooth 
out performance. The result of this is  
a  portfolio in which just over 40% is  
invested in inflation-sensitive assets 
of TIpS and commodities in the ratio  
discussed earlier. nominal Treasury 
bonds account for almost 40%, and the 
balance is invested in equities. 

ConClusIons
on the surface, the twin goals of wealth preservation – combating inflation without 
undue opportunity cost – may seem unattainable on a long-term basis. traditional  
approaches fail because the risks involved in meeting these goals are not  
balanced. either they are too conservative and fail to protect purchasing power or 
they are too aggressive and experience unacceptably large swings in value. the 
solution is to take a risk-aware perspective and find a balanced portfolio that is 
most likely to succeed in a full range of market environments.

even a simplified balanced portfolio that includes so-called “risky” assets goes 
a long way toward addressing the competing desires for capital protection and 
added returns. expanding this simplified approach to include exposure to global 
markets or advanced portfolio techniques may be the next frontier for successful 
wealth preservation. 

Figure 2 and the table in Figure 1 show that 
the blended portfolio delivered an annual 
real return of 2.6%, which was in line with 
most “safe” assets with similar volatility 
and drawdown and was also well ahead 
of inflation. We would prefer to see no  
drawdown periods, but this is unrealistic  
given our goals. While the maximum  
drawdown may appear disappointing, 
there is a  silver lining  – the episodes 
associated with these drawdowns were 
reasonably short in duration (in the  
context of our target five-year horizon) 
and approximately 90% of the invested 
capital would have always been available 
for short-term withdrawals.

Figure 2: gold and equities tend to move diFFerently, making them good bedFelloWs

Cumulative returns rebased from April 1968–February 2015, adjusted for inflation, as per footnote 1.  
Source: Federal reserve Bank of St. Louis, London 3 pm gold fixing price, S&p 500 Total return Index and yahoo Finance.
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At the end of november 2015, 
the yield on 10-year government 
bonds was at 0.47 per cent, and 

the yield on 5-year German government 
bonds was negative. But it’s not just low 
yields that make government bonds less 
interesting right now  – political factors 
also play a significant role in increasing 
their volatility. And even the traditional 
safe havens are now facing considerable 
problems in terms of interest rates. 

corporate bonds:  
a justifiably attractive asset class
It is worth looking at corporate bonds 
for this reason alone: because despite 
the turbulence, the market environment 
for european corporate bonds appears 
positive. After all, the european economy 
is recovering. Inflation expectations 
remain strongly curbed by the european 
Central Bank (eCB) bond-purchase 
programme, as well as by the low base 
rate and low oil prices. Credit conditions 
in europe are also improving, and solid 
growth in the US economy and the 
favourable euro are providing a tailwind 
for europe’s bond markets. The positive 
growth trend in the countries on the 
european periphery helps, as attractive 
investment opportunities should also be 
available here.

The current volatility also opens up 
buying opportunities for active managers 
and offer the chance to achieve superior 
returns.

proven concept and  
new opportunities
schroder isf  eurO corporate 
Bond and schroder isf eurO credit 
conviction, are actively managed 
strategies that have successfully 
navigated the numerous challenges 
posed by euro credit markets. The clearly 
structured, theme-based approach takes 
forward-looking investment ideas such 
as technology or consumer trends and 
combines these with broad-ranging top-
down and company-focused bottom-up 
perspectives. This results in portfolios 
that reflect the managers’ convictions 
to a  high degree  – rather than blindly 
following an index. The process has 
a demonstrable record of success over 
a number of years. Another key factor 
here is that the identified investment 
themes do actually find their way into the 
portfolios. In contrast to many traditional 
approaches, credit analysts at Schroders 
are therefore much more involved in 
the investment process, and the focus 
is on developing a  more sophisticated 
understanding of business models 

Bonds in the low-interest environment

Investing with conviction
challenging times for investors
In the past, the success of bond portfolio managers  
has lain in their ability to generate stable annual returns  
with manageable volatility. In the current low-interest  
environment, it has become much more difficult  
to achieve this goal. 
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points annually above 3-month euribor 
over a  long-term investment horizon. It 
pursues this goal with complete flexibility 
and without being tied to a benchmark. 
When required, the fund may take 
short positions and actively minimise 
drawdowns.

What are other key features of the 
fund? It is 100% hedged in euros and 
focuses on investment-grade bonds with 
an average rating of better than BBB. 
The fund may also allocate a maximum 
of 30% to high yield securities and 30% 
in other currencies, to open up additional 
opportunities for returns. Schroder 
ISF eUro Credit Absolute return 
has sufficient flexibility to make use of 
factors like the current volatility in the 
bond market to generate alpha, while 
simultaneously mitigating market risks.

Bonds in the low-interest environment

Investing with conviction
CONCLUSIONS
Careful credit analysis, high-quality companies and a bond  
selection process that is driven by fundamentals – we build on 
these three pillars when we invest with conviction in bonds.

Opportunistic fund:  
schroder isf eurO High Yield
Schroder ISF eUro High yield is worth 
a  second look for investors who are 
risk-tolerant. This fund is managed 
by multi-award-winning high yield 
specialist Konstantin Leidman and has 
just celebrated its third anniversary. 
The strategy has won acclaim for its 
extraordinary risk-adjusted performance, 
with a  return of 7.6% and just 3.4% 
volatility (as at 31 January 2016). The 
environment appears favourable for 
european high yield securities, not only 
because europe is behind the US, UK 
and emerging markets in the credit cycle.

Companies have consolidated their 
balance sheets following the financial 
crisis and are focusing on growth. Low 
default rates, attractive mergers and 
acquisitions and increasing capital 
expenditures provide opportunities 
for the high yield segment. european 
high yield securities are also relatively 
independent of oil price trends, and the 
correlation with US government bonds 
is fairly low. In light of the rate hike by 
the US Federal reserve, european 
high yield bonds can therefore provide 
an interesting approach to portfolio 
diversification. 

of individual companies. only in this 
way is it possible to anticipate future 
developments and their impact on the 
relevant companies.

To allow investors with dif fering 
risk profiles to participate in the 
proven credit strategy and to open up 
promising opportunities, the bond team 
led by patrick vogel provides a  variety 
of options, including one all-new fund 
launched in november 2015.

new fund:  
schroder isf  
eurO credit absolute return
Schroder ISF eUro Credit Absolute 
return may be suitable for investors 
looking for absolute returns with 
minimised risk, regardless of market 
phase. The fund aims for 300 basis 
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Schroder GAIA BlueTrend offers investors access  
to a broad range of markets via a liquid alternative  
strategy. Leda Braga, Ceo and Head of the  
investment team at Systematica, explains how the  
strategy works and what it can offer investors.

Schroder GAIA BlueTrend
schroders fundfocus 

can you tell us a bit about systematica and  
how the team is involved with this fund?
As a group, we started working together in the early 
days of BlueCrest, the hedge fund company founded 
in 2000. our first systematic strategy was launched in 
2002, and in January 2015 we became Systematica,  
an independent company. We currently manage 
two main programs: BlueTrend and BlueMatrix. 
The former is a trend-following commodity trading 
adviser (CTA) strategy. The latter is a quantitative, 
market neutral, equity strategy. BlueTrend was 
launched in 2004 and BlueMatrix in 2007.

At Systematica, the search for excellence drives us. We 
believe that focusing on sectors is the best way to promote 
excellence, and we organise each sector into research, 
technology and trading. This orientation forms a  natural 
fit for the systematic approach employed by the strategy.  
Almost everything we do is measured, assessed and  
improved continually.

What does schroder Gaia Bluetrend  
offer investors?
Schroder GAIA BlueTrend has been designed to match 
the BlueTrend off-shore programme, whilst complying with 
the UCITS regulatory framework. The investor gets an  
experienced CTA manager, operating under the UCITS  
regulatory regime with the benefit of monitoring offered by 
Schroders. We are very proud to be partnering with Schroders 
to offer this strategy on the GAIA platform.
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What is a cta or trend following 
strategy?
Trend following is an investment  
strategy that seeks to take advantage 
of upward or downward market trends 
by analysing the price movement, 
rather than the fundamentals, of the  
underlying asset. Investors who employ  
this strategy attempt to identify a trend 
and trade in the direction of that 
trend: buy when the price is rising and  
sell when the price is falling. Trend 
followers do not forecast market  
direction but aim to make profits from 
both upward trending and downward 
trending markets. Using a  systematic  
approach, trend followers remove  
human emotion from the investment  
decision. 

What is the fund’s investment  
universe?
BlueTrend trades a  diversified set of  
liquid instruments. In total, the programme  
trades in excess of 150 dif ferent  
contracts in equities, commodities, fixed 
income and foreign exchange (Fx).  
regional diversification is also high, with 
exposure to north America, europe and  

Asia-pacific. A  small fraction of the 
universe is traded in over the counter 
(oTC) instruments, such as Fx forwards 
and interest rates swaps. However, the 
vast majority of the strategy’s risk is 
taken through exchange traded futures  
contracts.

What is your research process and 
how is it reflected in your investment 
approach?
Investment management is information 
management. All managers look at data 
to make their investment choices. The 
systematic investment process simply 
articulates the decision-making through 
algorithms which analyse data.

every manager  – discretionary or  
systematic – evolves their approach over 
time. each year a  new year’s worth of 
data is thrown at us and we are obliged 
to evaluate performance and learn  
lessons. As such, we roll out between 
10 and 20 incremental upgrades into  
production annually. research is therefore  
integral to the life of the investment  
process. The most important decision 
we make each year is the direction of 
the research. The research agenda is 

what allows the investment process to 
continually improve. 

How do you construct  
the portfolio?
The BlueTrend portfolio targets a certain 
level of risk. 90% of this risk budget is 
taken in trend-following. The remainder  
is taken in a  collection of smaller 
sub-strategies operating in the same 
markets, but not necessarily in traditional  
trend-following. They are there for  
diversification purposes. So, at the 
top level, there is a  90/10 allocation  
between trend and non-trend. Within 
the trend-following module, the portfolio 
construction focuses on diversification 
across sectors and geographies.

How do you manage risk  
in the portfolio?
The design of the algorithm comes 
first, followed by the supervision and  
monitoring of the live process. 

By design, the trend-fol lowing  
module manages risk on three levels. 
At the single contract level, the risk 
recently delivered by each contract 
is measured and the positions taken  

ledA BrAgA is the former president and Head of Systematic  
Trading, BlueCrest. Leda joined BlueCrest from Cygnifi  
Derivatives Services (a J.p. Morgan spin-off) in october 2001. 
At Cygnifi she formed part of the management team and was 
head of its valuation Service. prior to Cygnifi, Leda spent  
nearly seven years at J.p. Morgan as a Quantitative Analyst in 
the derivatives research team. Her past experience includes 
modelling of interest rate exotics, Fx/interest rate hybrid  
instruments and equity derivatives. She holds a  phD in  
engineering from Imperial College London, where she worked 
as a  lecturer and led research projects for over three years 
prior to joining J.p. Morgan.

ledA BrAgA  

ceo and head oF the investment team  

at systematica
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Figure 1: perFormance track record

Source: Schroders, Systematica as at 31 July 2015. performance is based on the BlueTrend strategy and refers to an SMA  
from 1 January 2004 to March 2004, and the BlueTrend Fund Limited (Class A USD) from 1 April 2004 onwards.  
All performance is for nAv, net of fees.
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order sizes for each market. once the 
system is live, there are two groups that 
monitor the risks: the trading desk and 
the risk team, which are independent  
of those who design the systems. The 
trading desk monitors position and  
order sizes while keeping an eye out for 
changes in liquidity versus assumptions 
taken by the model. The risk team runs 
daily risk reports and holds weekly risk 
meetings where they assess the live risk 
of the programme with the investment 
team.

What does trend-following offer that 
other alternative strategies cannot?
Trend-following has one of the longest 
standing track records in the hedge 

fund industry and has consistently  
demonstrated its diversifying power.  
The ability to take short positions  
objectively is crucial to this characteristic. 
As a strategy with a relatively low Sharpe  
ratio, it needs to be well understood 
by investors, so the size of positions is 
in line with their risk tolerance. Trend- 
following is a  strategy that requires 
a long term horizon and solid education 
of investors.

Schroders has an outstanding  
reputation in the fund management 
world precisely because it has a  long-
term outlook. It works proactively with 
its investors to promote and educate, 
to ensure a  sound understanding of  
investment choices. 

uu reflect a risk-adjusted trade. For example,  
for the same amount of trendfollowing 
signal, positions will halve if the volatility 
delivered by a contract doubles.

At the portfolio level, long-term  
correlations between markets are  
computed and an overall risk target for 
the portfolio is set. 

Finally, the short-term delivered risk 
of the portfolio is measured and corrects 
itself to match the overall target. This 
provides a  fast-moving safety valve for 
the long-term considerations deployed 
in level two, above, which may not  
always unfold as anticipated.

In addition to these construction  
principles, there are constraints in terms 
of maximum position sizes and maximum 

1 Common inception has been used for all above data of 1 January 2004.  2 performance is based on the BlueTrend strategy and refers to 
an SMA from 1 January 2004 to March 2004, and the BlueTrend Fund Limited (Class A USD) from 1 April 2004 onwards. All performance is 
for nAv, net of fees. Source: Systematica Investments, Schroders, Bloomberg and HFrI, as at 31 January 2016.

perfOrMance suMMarY

schroder Gaia Bluetrend 1 Year 
annualised

3 Year 
annualised

5 Year
annualised

since inception1

annualised

Bluetrend2 0.6% 1.9% 1.9% 11.2%

Msci World index – 6.9% 3.6% 3.6% 3.5%

Hfri fund Weighted composite index – 2.8% 2.2% 1.9% 4.7%
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The tables show a selection of Schroders funds that are among  
the top performers in their peer group over one, three and five years.

Top performers

Quartile ranking/ 
comparison
group

comparison group
Morningstar

fund 
(calculated 
in euro)

1 year

schroder isf Japanese Opportunities
A, Jpy, Acc., LU0270818197

1st  20 | 143 Japan Large-Cap equity +26.9%

schroder isf eurO High Yield
A, eUr, Acc., LU0849399786

1st  11 | 61 eUr High yield Bond +3.5%

schroder isf eurO credit conviction
A, eUr, dis., LU0995120242

1st  5 | 157 eUr Corporate Bond +1.5%

schroder isf strategic credit
C, GBp hdg., dis., LU0995124236

1st  1 | 36 Global Flexible Bond –  
GBp Hedged

+9.6%

schroder isf Global conservative convertible Bond
A, USD, dis., LU1148415794 

1st  2 | 32 Convertible Bond –  
Global

+17.3%

3 years 

schroder isf Japanese Opportunities
A, Jpy, Acc., LU0270818197

1st  8  | 125 Japan Large-Cap equity +22.5%

schroder isf eurO High Yield
A, eUr, Acc., LU0849399786

1st  5 | 47 eUr High yield Bond +5.6%

schroder isf eurO corporate Bond
A, eUr, Acc., LU0113257694

1st  8 | 133 eUr Corporate Bond +4.5%

schroder isf european Opportunities
A, eUr, dis., LU0995121216

1st   7 | 198 europe Large-Cap  
Blend equity

+17.8%

schroder isf Global convertible Bond
A, USD, Acc., LU0351442180

1st  1 | 23 Convertible Bond –  
Global

+14.7%

5 years

schroder isf Japanese Opportunities
A, Jpy, Acc., LU0270818197

1st  5  | 119 Japan Large-Cap equity +12.7%

schroder isf european equity alpha
A, eUr, Acc., LU0161305163

1st  7 | 35 europe Large-Cap  
value equity

+8.6%

schroder isf asian convertible Bond
A, USD, Acc., LU0351440481

1st  1 | 7 Convertible Bond –  
Asia/Japan

+6.6%

schroder isf european Opportunities
A, eUr, dis., LU0995121216

1st   10 | 169 europe Large-Cap  
Blend equity

+12.5%

schroder isf Global convertible Bond
A, USD, Acc., LU0351442180

1st  2 | 19 Convertible Bond –  
Global

+9.3%

source: Schroders and Morningstar, as of 30 September 2015. performance based on the net asset value of the given share class on  
a eUr basis/translated into eUr. Calculated net of the annual management fee and internal fund costs and based on reinvestment of all  
income (BvI method). Foreign currency investments are subject to currency fluctuations. past performance is not a reliable indicator  
of future performance.



What was your first formative  
experience with money?
Going with my father and my younger 
sister to open up a savings account. She 
had been putting all of her pocket money 
aside, so had $56 to put in the account. 
I’d spend mine all on chocolate and had 
none. It felt awful. I’ve been a saver ever 
since. 

How did you finance your  
academic studies?
each summer I worked. The jobs were 
pretty varied; being a camp counsellor 
in the US, filing in a basement office, and 
helping a start up in Hong Kong. 

Which book should every investment 
professional read?
To anyone making any kind of  
investment I  recommend, “one Up 
on Wall Street: How To Use What you  
Already Know To Make Money In The 
Market” by peter Lynch.

It stresses the importance of what 
you observe in your every day life, and 
applying that to investment decisions. 
Some of my best decisions have been 
made by really listening to what people 
are saying and observing behaviours 
from a high level. 

What’s your top tip  
for investing?
you have got to be long-term and  
patient. My average holding period is five 
years. Focus on buying good companies 
that are well run at attractive prices. 
There is a  lot of noise about what the 
market will do in the next three months 
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Q&A with  
Jessica Ground

jessICA ground 

global head oF steWardship

Jessica is responsible for the 
environmental, Social and 
Governance (eSG) strategy at 
Schroders. She oversees the 
integration of eSG factors into 
investment processes across 
geographies and asset classes 
and leads a  team of nine 
dedicated eSG analysts.
Jessica has fund management 
responsibility for Schroders’ 
stewardship range of products. 
She is a  member of the prime 
UK equity.
She is also Chair of Schroders’ 
UK Corporate Governance 
Committee. She was previously 
a research analyst covering 
pan-european financials and 
utilities. Jessica started her 
investment career when she 
joined Schroders in 1997 on the 
Graduate programme.

that can distract you from this, so it isn’t 
as easy as it sounds. 

What’s the most absurd investment 
rule you’ve heard? 
I think it is absurd to say that there is 
such a thing as a ‘risk free return’, or that 
you can diversify risk away. The Great  
Financial Crisis showed just how false 
this is. If you think there is no risk, you 
just aren’t looking hard enough. 

How has technology most changed 
your life in the last 10 years?
even though I  live very close to one of 
the biggest shopping centres in europe, 
I buy almost everything online. It makes 
me worry about traditional retailers. 

Who do you most admire from  
a professional point of view?
I started off my career as a  very lowly  
assistant to someone called Jim Cox, 
who has sadly now died. He was an 
amazingly successful value investor.  
He was under immense pressure  
during the ‘tech boom’ to change his  
approach. But he calmly stuck to his 
guns, and we all know what happened 
to tech valuations. 

in your opinion, what makes  
schroders different?
The fact that we only focus on active  
asset management, which means we do 
lots of our own fundamental research. 
people are interested in companies, 
in markets, in asset classes and what 
makes them work – it makes for good 
conversations. 
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What’s been your most rewarding 
experience at schroders?
In 2012 I  appeared before the UK  
parliamentary Committee on Banking 
Standards that was tasked with looking 
at what caused the banking crisis, and 
to make recommendations for change. 
Having seen the crisis up close as an 
investor I had some strong views. It’s not 
every asset manager that lets employees  
work with other stakeholders in  
tackling these types of issues, which  
don’t appear to have an immediate pay 
back. 

Who do you follow on twitter,  
and why?
very British problems (@SoveryBritish).  
even though I’m a  Brit, I  grew up in 
the US so these things really make me 
laugh. I  follow The new york Times  
(@nytimes) to keep me in touch with 
my American roots. I  follow @FT  ... 
obviously. I  follow @SkynewsBreak, 
as I  find Twitter is the best source for 
breaking news. I  think Anne-Marie 
Slaughter (@SlaughterAM) is a  good 
honest voice on working women.  
Finally, robert Schiller (@robertJShiller). 
I’m such a  fan of this yale-based  
economist that I  asked for his  
autograph. 

What’s the best piece of advice 
you’ve been given?
Get eight hours of sleep a  night.  
Investing is a high pressure job. To be 
at your best, to make the right decisions 
for your clients and to think clearly, you 
can’t be tired. 

Which charity project have you  
recently supported?
I’m treasurer of my church, which  
I  support with both time and money. 
It’s a  church that looks to serve the  
community, with a  food bank and  
homeless projects, as well as a mother 
and toddler group. 

What sporting or cultural event have 
you attended most recently?
photograph 51, with nicole Kidman, 
about the discovery of DnA. I  didn’t 
know the story so it was fascinating. It 
also reminded me how far women have 
come in the workplace. 

What are your interests outside  
of work?
I love reading, and have a  great book 
club to discuss things. I  am currently  
obsessed with elena Ferante’s books. 
My husband and I met skiing, so that has 
become a family activity – most recently 
in romania – along with my sister and 
her children. I  also drag him off to the 
theatre, which is one of the best things 
about being in London. 

What is your favourite tv series,  
and why?
House of Cards. The plot is gripping and 
Kevin Spacey, who I  have seen quite 
a lot on stage, is brilliant. 

if you could invite to dinner  
anyone through history, who would  
it be and why?
eleanor of Aquitaine. She managed to  
be Queen of France and of england, 

go on the crusades, and encourage  
a flourishing of the arts. 

. . .  and what would you cook?
I’m sure after growing up in France she 
wasn’t a  fan of english cuisine. I would 
try to change her mind with a good fillet 
of roast beef. 

What possession would you never 
want to give up?
I have a  lovely painting of each of my 
children. They bring me real happiness 
and fond memories each time I  look at 
them. 

Where do you want to live  
when you no longer work in  
financial services?
I’m a city girl, so I can see myself living 
in London with the occasional trip to the 
mountains. 

do you have a good work/life  
balance?
I have three small children. When I’m 
away from the office they take up all 
of my attention and I don’t think about 
work. 
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Long-term readers will recall that 
we took the same view when  
China last proposed relaxing 

the policy in 2013, resulting in similar  
market moves. Since november 2013, 
any couple where at least one parent is 
an only child has been allowed to have 
a  second baby. This was expected to  
result in a mini “baby boom”: the national 
Health and Family planning Commission  
estimated that 11 million couples would 
be newly eligible (on top of those  
covered by existing exemptions), and  
anticipated as many as 2 million extra 
births in the first year. However, the 
economist (11 July 2015, Tales of the  
unexpected ) reported that around half 
this number – 1.1 million – had applied 
for the necessary permit by the end of 
2014, and actual births only rose by 
470,000 in 2014 versus 2013. Given 
these will have been the keenest parents, 
we would expect applications to slow  
hereafter.

We believe the actual response will be  
relatively muted:

▶  As Figure 1 shows, the one-child policy  
was not, contrary to popular belief, 
the main driver of declining fertility 
in China. The most dramatic decline 
in the total fertility rate (from 5.9 to 
2.9 children per woman) actually  
occurred in the decade before the 
policy was introduced. This was partly 
due to the government’s (light touch) 
“later, longer, fewer” campaign, but 
more because of the normal process  
of demographic transition. In the  
decade following the introduction of 
the policy, fertility actually changed 
very little.

▶  Fertility is very low in neighbouring 
states even in the absence of policy  
intervention e. g. Taiwan and Hong 
Kong where it is 1.1 children per  
woman; Macau (1); Korea (1.2) and 
Singapore (1.3);

China’s next 5-year plan, including a relaxation of the  
one-child policy, will allow any couple to apply to have  
a second child. While there was much hype around  
the announcement – childcare-related stocks rose as  
much as 40%, while the Japanese manufacturer of  
a popular condom brand fell 10% – we would advise  
against chasing perceived beneficiaries.

China –  
too expensive for two



Figure 1: the one-child policy Was not the main driver oF Falling Fertility

Fertility rate
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▶  The relaxation of restrictive family 
planning policies has had a modest 
impact on fertility in other countries;

▶  Al l the evidence suggests that 
there is low pent-up demand for 
more children in China. Survey data  
consistently show low underlying  
fer t i l i t y intentions, with most  
respondents citing the high expense 
of raising a  child in China today. 
A 2013 study by Credit Suisse found 
that couples typically spend over 
22,500 yuan (approximately € 3,300) 
a  year on raising a  child to age 18, 
more than three quarters of the  
average per capita disposable  
income for urban households. Chinese  
culture is now far more focused on 
“quality” than “quantity” of children, 
with heavy investment in education in 
particular.

▶  According to the national Health 
and Family planning Commission, 
as much as 60% of the population 

was already exempt from the policy 
before 2013 (e. g. ethnic minorities; 
rural families where the first child was 
a  girl; couples where both are only 
children), yet these groups still have 
fertility rates well below replacement  
level. For example, yinchang county,  
which has had a  two-child policy 
since 1985, has a  total fertility rate  
of 1.5. In Shanghai and Beijing,  
fertility is just 0.7 i. e. already well  
below levels permitted by the one-
child policy.

▶  If anything, rural fertility is likely to 
fall further as income growth causes  
a  convergence with urban fertility  
levels.

As we said back in 2013, we agree that 
policy change may cause a short-term 
boost to birth rates. We would also note 
that any increase in birth rates will do 
nothing to help with China’s ageing  
population or shrinking labour force until 

one-child policy introduced in China
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these new cohorts reach working age. 
In the meantime, rising births would  
actually cause a  deterioration in the  
total dependency ratio (the number of 
dependents per working age person) 
due to more dependent children. With 
many Chinese couples already having to 
care for four ageing parents, we should 
not be surprised if they are not rushing 
to add more mouths to feed.
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Market overview: 
Global insights from our Multi-asset investments team

 equities
 usa The ongoing strength in the US dollar is continuing   

  to outweigh the strong domestic growth picture that 
drove our positive view on US equities earlier in the year. 
We therefore remain neutral on US equities in light of the 
slowdown in the earnings cycle and the tighter monetary 
environment.

 [ related fund: schroder isf us large cap ]

 Japan Japan is our other preferred equity region with  
  the strongest price momentum of all countries we monitor 
while earnings revisions have been more resilient than 
most. Given the continued weakness in the country’s  
economic growth, we expect the Bank of Japan (BoJ)  
to provide additional easing to support the yen on its 
downward path.

 [ related fund: schroder isf Japanese equity ]

 uk We continue to remain neutral on UK equities with   
  profit margins expected to remain under pressure from 
higher labour costs for domestically-focused firms. 
Meanwhile, we expect the economy’s high concentration 
of companies linked to commodity sectors will continue 
to weigh on returns. The degree of fiscal tightening  
outlined for 2016 will add downside risks to the UK  
economy while the ongoing debate over eU membership 
continues to create uncertainty.

 [ related fund: schroder isf uk Opportunities ]

 emerging Markets We remain negative on eM given  
  the continued weak qualitative environment in emerging 
economies. The high concentrations of commodity-linked 
sectors continue to weigh on the region while eM growth 
assets face a challenging environment on the back of the 
Federal reserve’s (Fed) interest rate hike. 

  [ related fund: schroder isf Qep Global emerging  
Markets ]

 

 europe (ex uk) While the recent announcement by  
  the european Central Bank (eCB) regarding quantitative 
easing (Qe) disappointed the market, the eCB’s Qe  
programme remains accommodative. We expect the sell-
off in the european market to be short-lived and anticipate 
a recovery as soon as the euro resumes its downtrend. 
Any volatility stemming from the uncertainty around the 
Spanish election may signal a buying opportunity.

 [ related fund: schroder isf eurO equity ]

 Fixed Income
 Government bonds We maintain our negative score   

  on duration as higher bond volatility is likely to offset the 
improvement in term premium. We continue to prefer 
gilts and US Treasuries over German bonds because of 
divergent monetary policy which we expect to put  
pressure on the euro, raise inflation expectations and 
steepen the German yield curve.

 [ related fund: schroder isf eurO Government Bond ]

 emerging markets While eM US dollar debt valuations  
  have improved, carry remains the main driver of  
performance with the potential for spreads to widen  
as the stronger US dollar puts pressure on eM foreign 
exchange (Fx) and commodities. eM local debt is  
starting to become more attractive as growth and  
inflation dynamics continue to diverge across regions  
and countries. However, the Fed rate hike and concerns 
around China continue to overhang eM which prevents  
us from upgrading our view.

  [ related fund: schroder isf emerging Markets debt 
absolute return ]
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 High yield credit US high yield (Hy) suffered from   
  profit-taking pressure and the weakness in energy  
prices last month. However, spreads remain attractive 
after adjusting for corporate defaults, which we believe 
will be contained within the energy and materials  
sectors. valuations in european Hy remain relatively 
attractive but have contracted since August as macro 
stress has reduced. While further accommodative policy 
from the eCB would be positive for carry, we prefer  
US Hy as the value signal appears more compelling  
at this point.

 [ related fund: schroder isf eurO High Yield ]

 investment grade credit We maintain our neutral   
  score on US investment grade this month as corporates’  
balance sheets have slightly deteriorated but debt  
affordability is still high. Slowing earnings momentum  
and the increase in issuances prevent us from becoming 
more constructive. We maintain our double positive  
score on european investment grade credit given that 
credit fundamentals remain supportive and eCB  
monetary policy remains accommodative and carry  
friendly.

 [ related fund: schroder isf eurO credit conviction ]

 us inflation linked While the stabilisation of energy   
  markets and the base effect could offer some potential 
upside for US breakevens, the rate normalisation  
(resulting in the strengthening of the US dollar) with  
negative carry continue to act as headwinds for inflation 
expectations. As a result, we continue to hold a neutral 
view on US 10 year breakevens.

  [ related fund: schroder isf Global inflation linked 
Bond ]

 Alternative Investments
 commodities We remain neutral as we are less   

  constructive on cyclical commodities as global growth  
has failed to accelerate, while the negative carry also 
weighs on the asset class.  
energy: We have downgraded our view on energy.  
Although the market is too pessimistic on long term  
pricing, a warm winter and rising inventory could create 
short-term price pressure. Despite the Schroders  
Multi-Asset Investments decrease in the US oil rig count,  
production is still on the rise year-on-year. We will need  
to wait for signs of production falling to become more  
positive again.

 [ related fund: schroder isf Global energy ]

 property We are forecasting an average annual total 
  return of 6 – 8% on investment-grade european property 
over the period from end-2015 to end-2019; most of this 
(around 5%) should come from the cash flow yield. The 
expected rental growth is also likely to have a positive 
impact on capital values. If investors continue to be very 
keen on real estate, however, this could result in further 
yield compression and hence higher total returns in 
2016. This would probably mean lower returns in 2018 
and 2019, though. A whole series of factors around the 
world have driven up economic volatility recently. A key 
risk to the downside is some sort of external shock that 
might cause the eCM to change its monetary policy and 
raise interest rates. This would inevitably slowgrowth in 
the eurozone and significantly reduce demand from both 
users and investors. 

 [ related fund: schroder isf Global property securities ]

expected performance    positive      neutral     negative  
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risk of rising interest rate 
The threat of a  dramatic r ise in  
interest rates seems unlikely. Market  
consensus remains that any rate rises  
wil l be fair ly modest and that the 
peak will be much lower than in past  
cycles.

We broadly adhere to that view, 
but we think investors still need to be  
prepared for much sharper rises than 
expected. 

The conditions are there. They 
inc lude, amongst other th ings, 
a  number of emerging economies  
heavily dependent on external borrowing  
and unprecedented quantit ies of  
“electronic money” created through 
quantitative easing (Qe) which is  

currently not reaching the real  
economy. While the possibi l i ty of  
significant rate rises is not an active 
threat right now, any catalyst will come 
as a surprise.

Investors need to be alive to the risk 
and some may want to take protective 
measures.

What drives higher rates?
Historically, two major factors have led 
to a  rapid and significant increase in  
interest rates: accelerating price inflation 
and capital flight.

inflation
price inflation, and in extreme cases  
hyperinflation, can be caused by large 

Has the market become too complacent with its expectations for  
a “slow and low” increase in the interest rate cycle? History tells us that 
forecasts have a habit of not turning out quite as planned.

government deficits financed by the 
printing of money rather than taxes or 
borrowing. Qe has had a similar effect.  
There has been a  rapid increase in  
money supply but it has not been  
supported sufficiently by growth. That 
has created an imbalance between the 
demand and supply of money, which 
can lead to rapid inflation. 

periods of high inflation can also be 
caused by extreme supply shocks, like 
the oil crises of the 1970s which then 
triggered a  wage-price spiral. Most of 
the rate hikes we looked at between 
1975 and 1988 were attempts to curb  
high inflation rates, but led most  
developed countries into recession at 
the turn of the 1980s.
 

Interest rates:  
are investors in  
for a nasty shock ?



 percentage points hiked throughout hiking cycle   peak in annual inflation in years surrounding hiking cycle
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Source: Interest rates – Global Financial Data, Thomson Datastream. Inflation – inflation.eu using monthly consumer price  
inflation data from: Bureau of Labor Statistics (US); InSee, Direction Générale (France); Istituto nazionale di Statistica (Italy);  
office for national Statistics (UK) und Statistics Canada; also quarterly data from Australian Bureau of Statistics.
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 percentage points hiked throughout hiking cycle    Fall in value of trade-weighted currency over the 12 months following  
the first rate hike
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South Africa  
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Source: Global Financial Data, Schroders and Thomson Datastream. March 2015.
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capital flights
Capital flights occur when investors  
suf fer a  cr is is of conf idence in  
a  country’s abi l i ty to service its 
debts. Typically this situation involves  
a  country with a  chronic balance of  
payments deficit and a  fixed exchange 
rate. As investors lose faith they sell the 
currency, forcing the country to devalue  
or to raise interest rates to prevent  
further flights. We saw this recently in 
China where authorities devalued the 
currency as investors became nervous 
about the country’s massive debts. In 
fact, in terms of defending currencies, 
we found that the biggest interest rate 
hikes have been in emerging markets, 
whose economies have more vulnerable  
external accounts, which often rely 
heavily on volatile commodity prices and 
have suffered frequent crises.

emerging markets, of course, are not 
immune to inflation problems either. It is 

worth noting that inflation and exchange 
rates are closely related.

For example, the fear of high inflation 
in a  country can lead to capital flight 
which in turn causes the currency to  
depreciate. The falling exchange rate 
can quickly lead to increased inflationary 
pressures as import prices rise.

underestimating inflation and  
the impact of Qe
In today’s deflationary environment 
this may seem a distant prospect, with  
prices actually falling in several regions. 
However, the decline has been driven 
by a  one-off fall in energy prices, the  
impact of which will lessen over time. 
The danger is that the Fed misjudges 
the build-up of pressure and tightens 
too late. This could be the result of the  
liquidity created by Qe bursting out into 
the real economy like a dam breaking, 
creating a flood of liquidity that causes 

prices to accelerate sharply. one of the 
biggest issues with Qe is that its longer 
term effects are untested and one of the 
unknown factors with Qe is precisely  
when its impact will be felt. Central  
bankers are operating in the dark in 
this respect. In the absence of past  
experience, there are no empirical  
studies or economic models which give 
an answer.

extraordinary circumstances
A more sinister scenario is if the  
extraordinary measures taken by the  
author i t ies to avoid destructive  
deflation – such as Qe – become difficult 
to reverse. 

Achieving a  “Goldilocks” level of  
inflation ( just enough but not too much) 
is not easy. 

In such circumstances, it may prove 
hard to avoid the sort of hyperinflations  
seen in the past, such as those in  

uu
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Germany in the 1920s or Brazil in 
the 1980s and 1990s. The possibility  
of a  significant rise in rates, though 
not central to our forecasts, therefore  
deserves consideration. It is a  tail risk 
that some investors may want to be  
prepared for. 
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understanding financial behaviour: part 2 
Don’t rely on “gut instinct” –  
be empowered by intelligence
In the previous issue, we looked at some financial behaviours you should be aware of  
in order to make better financial decisions. Perhaps your clients project their current  
feelings onto future events, are anxious about investing or are heavily influenced by people 
around them. To understand these issues, we explore more behavioural biases that  
can jeopardise investment success.

   anxiety influences an investor’s emotional 
engagement with the short term, and the  
extent to which they allow reactions to the 
ups and downs of the market to undermine 
their long-term financial objectives.

 recognising this bias:
–  These investors find market fluctuations stressful  

and concerning.
–  They are affected by temporary market movements.
–  They tend to over-respond to unforeseen events.

tips

stick to the plan 
encourage clients to keep records of why they made key 
financial decisions. This can help them stick to the plan and 
avoid panic selling, which could lock in short-term losses in 
asset value resulting in an absolute loss in capital.

don’t look 
If clients are overly anxious, limit access to short-term  
information about their investment returns. This can help 
them avoid the (potentially frightening) short-term outlook 
and take the long view on their investments.

take advice 
remind clients that you can be an emotional “shock  
absorber”, demonstrating the need for an approach based 
on facts rather than emotions.

   as humans, we’re easily influenced by 
the “herd”  – the collective thoughts and  
behaviour of those around us. herd influence 
is the tendency for investors to irrationally 
follow the decisions of others, because they 
wonder what they are missing out on, or what 
the collective “others” know that they do not.

 recognising this bias:
–  These clients exhibit conformist behaviour in  

whatever they do and look at what others are doing  
before choosing an investment.

–  They irrationally follow the decisions of others  
e. g. the dot com bubble.

–  They buy and sell because others do, rather than  
making independent decisions based on strong  
convictions and in line with their own needs. 

tips

choose for yourself 
remind clients to use only previously determined, objective 
criteria to make investment decisions, choosing what is most 
suitable for their investment style, not just what others are 
doing.

Get clued up 
Help clients investigate other ideas. Just because everyone  
is jumping on a  certain “bandwagon” doesn’t mean the  
strategy is correct. Ask them to think “what might the others 
be missing?” by showing them other ideas.

resist the urge
remind clients that when they feel compelled to follow 
the trend, the majority of investors will be doing the same,  
inflating the price of the investment.

anxiety Herd influence

incomeiQ
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empowering investors through intelligence: 
incomeiQ
Understand f inanc ia l  behav iour for  
bet ter dec is ion-mak ing: f ind usefu l  
information for advisers and clients at:   
www.schroders.com/incomeiQ – along with 
our interactive incomeIQ test. 

   projection bias is the tendency to falsely 
project current feelings onto a  future event. 
When people try to foresee their future  
emotional state, they often make mistakes,  
forgetting they will probably feel differently 
when the future becomes the present.

recognising this bias:
–  These investors can’t decide how much income they’ll 

need in future (e. g. forgetting future health needs and  
financial commitments to others).

–  They also struggle to identify how their future situation  
may differ from the present, finding future challenges  
intangible.

–  They assume markets will continue to move in the same 
direction, either up or down.

tips

consider different scenarios 
encourage clients to envisage several alternative futures, and 
how these could influence their investment success. Ask them: 
how will investment income change for each scenario? This 
exercise can help clients be more objective when weighing up 
priorities.

Be conservative 
Base investments and contributions today on a  worst-case  
scenario to help clients see their future income needs  
accurately.

keep emotion out of it 
It’s never a  good idea to go shopping when hungry. By the 
same token, it doesn’t pay to make important investment  
choices when in an emotionally heightened state.

projection bias
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Given the risks surrounding sugar, 
investors’ tastes are changing 
too: instead of backing sweet 

and sticky treats, they are increasingly 
looking for “healthy” investments in 
healthcare companies, sport and fitness 
firms, superfoods and food supplements. 
Traditional producers can jump on this 
trend, adapt their product range and 
win (back) market share. But what 
does it mean if the proportion of obese 
people in the population is growing, 
while awareness of the importance 
of healthy eating is simultaneously 
increasing? These developments are 
indeed being broadly noted – but what 
is usually omitted is any consideration 
of the consequences of excessive sugar 
consumption.

From a  regulatory standpoint, this 
could mean the introduction of a sugar 
tax or mandatory warning labels. Food 
manufacturers could then be hit by 
a  wave of lawsuits like those faced by 
the tobacco industry, accompanied 
by lower growth rates and increased 
requirements for capital expenditure on 
research and development. However, 
the underlying risks and opportunities 
for the industry may not be entirely clear 
to anyone looking at these factors. The 

financial position and profitability of food 
manufacturers could shift dramatically in 
the medium term – significantly affecting 
company valuations from an investment 
point of view.

the situation today:  
risks due to tax and hidden sugar
everyone knows that too much sugar 
is unhealthy. But how severe are the 
consequences? Apparently so serious 
that in San Francisco, warnings have 
been placed on billboards for sugary 
soft drinks since the summer of 2015, 
and the university town of Berkeley has 
even imposed a  tax on it. And the US 
is not alone here: Mexico introduced 
a sugar tax in 2014, generating around 
18 billion pesos (about € 950 million) 
to combat healthcare costs. Although 
transferring this model to other countries 
is likely to fail due to the combined food 
and agribusiness lobbies, a number of 
political tools are available to initiate 
change, even without applying explicit 
tax instruments. In 2014, the World 
Health organization (WHo) halved 
its recommended proportion of daily 
calories via sugar intake to 5% of an 
individual’s diet (which is less than 
a  glass of classic Coke). Additionally, 

Is sugar the next tobacco?  
A look at the threats to the food industry 
by eSG analyst elly Irving

The prevalence of obesity and other diet-related diseases is at an all-time high. 
Major food and beverage companies face potential risks including increasing 
regulation and public policy changes, new consumer trends and litigation that 
could transform the food industry into the “new tobacco” of the 21st century.

bans on advertising of foods aimed 
at children are under discussion, 
and stricter regulatory requirements 
regarding labelling are also on the 
table. At the moment there are around 
70 options to “hide” sugar – from whey 
powder to maltodextrin. only table sugar 
has to be declared as such.

the situation today:  
risks due to litigation costs  
and damages
Litigation is the biggest unknown, and 
could develop dramatically. Companies 
with sales exposure to the US face the 
greatest risk of litigation, due to the 
highly advanced litigation culture and 
surprisingly poor labelling practices.1 
We engaged with several US legal 
experts who confirmed that litigation is 
already posing a  risk for the food and 
beverage sector. The majority of class 
action lawsuits so far have focused  
on false advertising and have been 
settled out of court for figures in the 
low millions. If a lawsuit were to be won  
on a  medical and scientif ic basis 
and applied the sharp weapon of 
product liability, it could have strong 
repercussions and lead to significantly 
larger settlements.

1 An example: Currently, the proportion of dietary fibre and the percentage of the recommended daily intake must be declared for 
carbohydrates, but the recommended daily intake of sugar does not have to be declared. The US Food and Drug Administration (FDA)  
has proposed labelling changes, but this will probably remain at the proposal stage for the foreseeable future.
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What could transform sugar  
into the next tobacco
Although at present neither litigation risk 
nor lower sales speak fundamentally 
against concrete investment decisions, 
this could very likely change over the 
medium-term. In the context of sugar as 
the main cause of metabolic syndrome, 
our research has identif ied three 
catalysts that could transform sugar 
into the next tobacco:

catalyst 1: Increased concern from 
medical and public health organisations, 
and awareness from consumers.

catalyst 2: Demographics and rising 
healthcare costs.

catalyst 3: new scientific evidence 
proving causation between sugar and 
metabolic syndrome.

We believe that two out of three catalysts 
are already starting to materialize. These 
catalysts are examined in the following 
sections; we will then show how the three 
factors could act as a  channel for the 
identified risks – which would indirectly 
be reflected in company valuations.

What are the possible impacts on 
company valuations if the risks outlined 
here were to occur? In the next few 
years we believe there are two scenarios 
that will impact food manufacturers’ 
financials, and subsequently valuation 
multiples:

lower growth rates and pressure on 
margins through increased r&D spend 
across the sector. These effects have 
a high probability of occurring – triggered 
by the catalysts of risk awareness and 
rising healthcare costs.

If scientific evidence of causation 
is proven, there is an additional valuation 
variable to factor in: the cost of litigation 
and further brand damage leading 
to possible write downs. Additional 
reputational damage could lead to 
further lowering of valuations.

uu
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risks, catalysts and impacts: two specific 
scenarios can be derived from these 
factors.

scenario 1:
valuation impact under current 
trends, with no litigation
In our view there may be several financial 
impacts including lower growth rates, 
higher r&D spend and increased 
costs due to product reformulation. 
The resulting decline in profitability 
and growth rates will impact valuation 
multiples and cashflows.

Increased consumer awareness 
could pose a  threat to current sales 
and future growth rates. While some 
sell-side analysts acknowledge this 
headwind, multiples remain high and 
consensus market growth rates are 
consistently factored in at five per cent.

In light of these assumptions, 
investors should consider what will 
happen to earnings if companies in 
the food and beverage space fail to 
respond to changing consumer trends. 
How sustainable are earnings? With 
increasing pressure from consumers, 
public health bodies and governments, 
will fast food still be served in schools 
and hospitals? Will super-size portions 
still be in demand when the consumer 
realizes that they significantly exceed 
the WHo’s daily recommended sugar 
allowance?

When label l ing requirements are 
tightened, how quickly will consumer 
tastes change?

We believe that lower-than-consensus 
forecast sales and slower growth rates 
are required to account for lower demand 
for high-sugar food and drinks.

We are concerned about a  lack of 
innovation and the increased r&D spend 
that would be required to reverse this. 
new product innovations are overly 
focused on cost and marketing factors 
rather than improving nutritional content 
and sugar reduction. profit margins could 
therefore come under pressure and Big 
Food is losing market share to newer 
companies offering healthier products, 
such as Sprouts Farmers Market, 
WholeFoods and WhiteWave in the US, 
or local, independent companies.

regional exposure is relevant to 
both growth rates and required r&D 
spend. As a  global investor we have 
seen regional differences here. While 
metabolic syndrome is global, the 
severity and prevalence does vary by 
market.

Consumer trends are even more 
divergent, with the demand for healthier 
foods being most significant in developed 
markets such as north America, 
Australia and europe. The figures in 
the fast food sector are clear, showing 
declining sales for McDonalds and yum! 
Brands (including group brands KFC, 

pizza Hut and Taco Bell) and increasing 
demand at healthier competitors such 
as the Chipotle Mexican-style chain.

In summary, under current market 
conditions, the valuation impact is 
toward:
–  lower long-term growth rates for food 

and soft drinks manufacturers, and 
fast food outlets

–  lower food and drink sales for leisure 
companies

At the same time, there is plenty 
of opportunity for forward-thinking 
companies to gain in the current 
environment. retailers in particular  
can react flexibly to trends by increasing 
the proportion of own brand goods 
offered.

scenario 2:
valuation impact if all three  
catalysts have been triggered 
leading to large-scale litigation
What will the consequence of drastically 
increased material litigation risk be on 
current valuations? 

We have little visibility on the size of 
compensation claims or the probability 
of a  Master Settlement-like agreement 
as in the tobacco industry. There is yet 
to be a court case that has found a food 
company guilty of product liability in 
relation to metabolic syndrome. 
However, we think this risk is material  
to the medium-term investment case 

uu

Figure 1: summary oF risks and impacts:

Source: Schroders.
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for the sector. even companies that 
are already investing more in innovation 
and product reformulation are exposed 
to legacy risk from decades of selling 
sugary processed products. The bottom 
line is that to account for this potential 
risk, a slight discount should be applied 
to the valuation. We propose increasing 
the cost of equity for companies exposed 
to potential litigation.

tools for investors:  
how to assess the valuation impact
Investors will need to consider both 
regional exposure and the product 
portfolio when assessing potential 
f inancial impacts. Companies with 
signif icant exposure to developed 
markets and a weak nutritional product 
profile face the greatest risk in terms 
of lower growth rates and higher r&D 
requirements.

The diagram above provides 
a framework for investors to assess this 
risk. 

Companies that fall into the red boxes 
could be faced with declining sales and 
will see increased pressure on margins 
through greater innovation requirements.

Assessing the nutritional profile of 
product portfolios is challenging due 
to weak transparency around labelling  
and poor disclosure at product portfolio 
level across the food and beverages 
sector. The Access to nutrition Index 

(ATnI)2, an initiative by the Bill and 
Melinda Gates Foundation and the 
Wellcome Trust, can provide some 
insight here. The index represents 
a  form of food traffic light, offering an 
independent review of a  company’s 
product portfolio, nutrition strategy and 
international provision of nutritious and 
affordable products.

We applied the red/green framework 
to the consumer companies that 
Schroders holds, and used the Access 
to nutrition Index to assess the product 
portfolio score. Companies such as 
Hershey’s, General Mills, Campbell 
Soups and Coca Cola are exposed to 

the greatest risks of lower growth rates 
and higher research and development 
costs, while also showing low results for 
their portfolios in the ATnI.

ConClusIon 
valuations should reflect rising risks
the demand for processed food and fizzy drinks is not going to disappear 
overnight. however, we do believe that consumer behaviour is changing and 
will continue to develop, with a better understanding of the health implications 
of carbohydrate-heavy diets and more transparency in food labelling. big Food 
has so far been slow to adapt, focusing more on cost reduction than innovation. 
the similarities with big tobacco are now becoming clearer and the increasing 
pressure from all sides is changing the way investors need to think about sector 
valuations.

in addition, there is a significant cost risk associated with legal disputes – 
especially if independent research proves a  causal link between sugar and 
metabolic syndrome. investors need to address these challenges faced by food 
and beverage companies, considering potential financial consequences and using 
the tools to identify sector winners and losers – and secure the potential of healthy 
investment performance. 

2 online at accesstonutrition.com

Figure 2: risk traFFic light

Source: Schroders.
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T he concept of a legacy should not 
just be seen as a mere record of 
one’s life, but as a roadmap for 

the future. This is certainly the case 
for Angus Deaton  – whose 2013 book 
The Great Escape: Health, Wealth and 
the Origins of Inequality is now more 
relevant than ever. In fact, the title 
The Great escape can be taken quite 
literally, although this was not the original 
intention.

Although Deaton often uses the US 
as an example, his view is of the big 
picture  – making his theses worthy of 
careful consideration. The structure of 
the book remains true to the title, being 
divided into three main parts: Life and 
death, Money and Help. This is the 
framework for Deaton’s analysis of his 
central thesis: that progress always gives 
rise to inequality – which also represents 

a  driver for progress, as both a  cause 
and result of economic growth.

first health, then wealth
Deaton starts by explaining why health 
and wealth belong together  – and 
not just because they rhyme: Their 
connection is that they form a threshold 
for the transition from infectious diseases 
to chronic diseases as a leading cause of 
death. He puts this threshold at a gross 
domestic product per capita of around 
10,000 US$. Up to this point the life 
expectancy curve increases steeply, only 
to flatten again. He cites the example of 
access to clean drinking water, which 
was not universally available a hundred 
years ago and it is still not available 
everywhere today. And for Angus Deaton, 
the fact that not everyone has access to 
safe, drinkable water is the expression 

The Great escape
Health, Wealth, and the origins of Inequality.
The Süddeutsche Zeitung called this book “a legacy”  
and saw it as reason to honour Angus Deaton  
with the 2015 nobel prize in economics.

of inequality per se. While countries 
such as China and India experienced 
incredibly strong growth from 1960 to 
2010, conditions in other countries have 
not changed at all or have even gone 
backwards – through lack of water (such 
as Guinea, Madagascar, nicaragua and 
niger). on top of this, he notes that the 
world’s most populous countries have 
grown so rapidly, the average person is 
better off today than the average state.

the world is doing better than ever
According to Deaton, today we are doing 
better than just about any time previously. 
In the third chapter, he addresses the 
question of how to improve the situation 
for the countries that have been left 
behind. He vehemently rejects the 
previously common practice of purely 
financial development “aid”. 

Angus Deaton was born in 1945 in edinburgh. Following 
posts in Bristol and Cambridge, he now holds the role 
of professor of economics and International Affairs in 
princeton. In 2014, he was presented with the Leontief 
prize, together with James K. Galbraith. The prize honours 
economists for their research, especially in the field of 
sustainable development. In 2015, he was awarded the 
Sveriges riksbank prize in economic Sciences in Memory 
of Alfred nobel – otherwise known as the nobel prize in 
economics.

ABouT THe AuTHor

Book reCoMMendATIon
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We found the stark openness of Deaton’s book particularly interesting. It 
is intriguing to hear a nobel prize winner stating that, although we know 
the factors that give rise to growth, our “ignition key” still is not working. 
To paraphrase Socrates: one must first know a lot to realise how little one 
knows. Angus Deaton thinks we should try something new, hence the title of 
his book. The Great escape refers to the famous take of prisoners’ escape 
from a prisoner of war camp in World War II, a feat which at first appeared 
hopeless, but which was ultimately successful. Let this be a reminder to 
us that overcoming challenges can be a gradul process. “Can we do it?” 
yes we can.

Deaton deems the idea that the problems 
of the third world could be better 
solved by the people of the first world 
providing increased financial means 
to be fundamentally wrong. For him, 
development aid cannot be compared 
with the repair of a  car  – a  realisation 
that has now practically become the 
standard approach to helping people to 
help themselves. In summary, for Deaton 
this means that economic growth is the 
most sustainable way to fight poverty. In 
order to go down this route in the future, 
inequality is a  requirement, which must 
be overcome. And this needs ideas  
and knowledge – universal education – 
to find new pathways: initially as a way 
out of the health hazards, and in the 
long-term as a way out of poverty. 

THe Book our opInIon

Angus Deaton, The Great escape: Health, 
Wealth, and the origins of Inequality. 
published in 2013 by princeton University 
press. 

ISBn 13: 9780691153544. Hardcover,  
376 pages, £19.95. Also available in 
paperback and eBook formats.
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Darts fever hits one hundred and eighty – 
and not just in the UK

A short-sighted world champion in a precision contest that 
requires a high degree of hand-eye coordination. A game from 
the working class pubs that breaks through class barriers,  
a spectacle with attendance figures and prizes in the hundreds  
of thousands – and two independent world championships.

William Hill pDC World 
Darts Championships 

2015/2016.



SCHroDerS e xperT 1 |  2016  41

FroM THe UK |  MISCeLL AneoUS

What makes darts so fascinating? 
It is a game that everyone has 
tried at least once, with a clear 

rulebook and easy-to-follow sequence 
of play. And except for a  set of darts 
and a  few spare “tips” and “flights”  – 
arrowheads and plastic feathers  – you 
do not need any special clothing or level 
of fitness. So it is an excellent option 
for a  casual game among friends. But 
throwing the darts at the right place 
on the board from a distance of 7 feet 
and 9 inches (equivalent to 2.37 metres) 
is an art. It is not just about a  sharp 
eye and a  well-trained hand, which 
was traditionally steadied by the odd 
pint of beer or Guinness, even during 
professional competitions. rapid mental 
arithmetic is at least as important: In the 
classic games of 301 and 501, players 
must “check out” with exactly this 
score. If their score is higher than this, 
they are “bust” and the turn does not 
count. especially as players have to land 
the last dart in a  small segment worth 
double points – otherwise they cannot 
finish the game. easier said than done, 
because even pros like phil Taylor, as 
the most successful player ever, or the 
newly crowned world champion Gary 
Anderson, make mistakes with their 
maths now and then. In the case of 
Anderson, this could also be a result 
of his poor eyesight; “Just throw from 
memory” is the only option for him, who 
has long been unable to recognise the 
triple fields. But he does not want to wear 

glasses, as it would mean changing his 
throwing technique. Contact lenses are 
out of the question because he will not 
put anything in his eyes on principle, 
and he is afraid of laser surgery.1 But 
his success has proved him right – after 
all, he was able to defend his World 
Championship title in January 2016.

a young game by uk standards – 
with probable origins on the  
continent
So where does the game of darts come 
from? Sports historians have differing 
opinions. While some believe tree 
stumps were the original dartboards, 
others think barrel bases were the first 
targets. Today’s sisal fibre boards have 
only been in use since the thirties, prior 
to which boards were made of solid elm. 
These boards had to be painstakingly 
watered overnight to reclose the holes 
left by the darts in the previous game. 
The origins of the darts themselves are 
also something of a mystery. It cannot be 
said with any certainty whether they are 
based on a  French pastime with small 
arrows (“flechette” in French) or the playful 
use of infantry weapons in peacetime. 
We know that Anne Boleyn gave ornate 

1 The Guardian, 4 January 2015.   
2 Bullseyes and Beer, BBC,  
20 December 2014.

WHAT Is ... THe oCHe?
oche – pronounced like hockey but without the h – is the line on the floor behind which 
darts players stand when throwing. until the 1970s it was actually spelled “hockey”, 
and the origin of the world is unclear. various derivations have been attempted, from 
gallic to old French. one theory, however, is as popular as it is wrong, namely that 
beer crates from the s. hockey and sons brewery were used to mark the correct 
distance. the problem is that the uk brewery history society denied that there had 
ever been a brewery by that name.

flechettes to her husband Henry vIII in 
the 16th century  – but darts was not 
widely popular until 1937: as George vI 
and elizabeth (later the Queen Mother, 
who won with a  two-point lead) were 
asked to try the new dartboard in a bar 
near Windsor Castle. Almost overnight, 
royal interest brought dart fever to the 
whole country. Like today’s bowling 
alleys, there were dart clubs that were 
extremely popular in high society, until 
World War II led to darts being relegated 
to pubs once again. It was only in the 
1980s that the renaissance came, when 
television made players into idols and 
the BBC broadcasts took on cult status.2

Because with live action from the 
Jollee Cabaret Club in Stoke-on-Trent 
or the Alexandra palace in London, 
and players like David “Allan” evans or 
Leighton rees (the first World Champion), 
the second wave of dart fever broke 
out, and continues to this day. perhaps 
because many of the players come 
across as stars next door and like to go 
on stage with tattoos, earrings or the 
odd extra kilo. And how popular is darts 
with the viewers, compared to other 
televised sports? on a scale of zero to 
a hundred, the result is clear: a smooth 
one hundred and eighty! 
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With the election in 1979 of the radical  
government of Margaret Thatcher the staid 
world of the City was about to be thoroughly 

shaken up. First came the surprise announcement in 
1979 that exchange controls were to be abolished. 
exchange controls had been introduced at the start 
of the second world war to direct financial resources 
towards the war effort and they had remained in force 
after the war in an attempt to protect sterling from 
devaluation. After forty years of restrictions, British 
investors seized the opportunity to buy overseas  
assets. Already having a  significant international 
presence, Schroders were exceptionally well placed 
with their knowledge and analysis of overseas  
markets to offer international investment management 
services to their clients. 

Seismic change came to the City in 1986 when 
the so-called ‘Big Bang’ broke up the centuries- 
old traditions and practices governing the London 
securities markets. Competition was introduced to 
pricing and market entry, and open outcry trading 
on the floor of the Stock exchange was replaced 
by electronic trading systems. The popular image 
of banking in the City of London was no longer  
a gentleman in bowler hat and furled umbrella, but 
someone in rolled shirtsleeves in front of a wall of 
computer screens.

With restrictions on competition lif ted, the 
well-capitalised American investment banks could 

now truly flex their muscles in London. There was 
a  profound shift in culture, perhaps symbolised  
by the near extinction of the business lunch in its 
traditional form, as compared here to its new york 
counterpart by an American-born City insider:

“Lunch was over in an hour whereas in London 
it took two to two-and-a-half hours. people had 
at least one or two drinks before lunch, wine with 
the meal and thought nothing of having port and at 
least one cigar afterwards. Interestingly, no business  
was done over lunch which, again, was completely  

1975 started auspiciously for Schroders. After the oil price shocks of 1973 had 
triggered global recession and with share prices plummeting, Gordon popham, 
head of Schroders’ investment division, had instructed his fund managers to  
buy equities, observing that: “if it’s the end of the world it does not matter, but if  
it goes well we will do very well indeed” 1. In the end it did go well: share prices  
doubled in the first two months of 1975.

MISCeLL AneoUS |  H ISTory oF SCHroDerS

Unused british petrol coupons from 1973.

1974–2000 
The last quarter of the twentieth  
century would see the transformation 
of the City of London and, by its end, 
of Schroders also.

HISTory oF 
SCHroDerS
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markets in different time zones and London was  
perfectly placed in the middle of those zones.

Competing with the American giants was not 
easy. There were mergers, takeovers and  – in the 
case of Barings in 1995 – spectacular failures. By 
1999 Schroders was one of the last of the very few  
remaining independent financial institutions in the 
City. But a firm such as Schroders does not survive 
and thrive into its third century without occasionally 
making some bold strategic decisions. Looking at 
its investment banking division, George Mallinckrodt, 
executive chairman from 1985 to 1995, articulated 
the conundrum that “we were too big to be small, too 
small to be big” 3. When in 2000 Citigroup was looking  
to expand its operations in europe, the moment was 
right for Schroders to sell. 

Since 2000 Schroders has been solely in the 
business of asset management, and still thoroughly 
independent. dif ferent from America. you would wait until the 

end when you might, over a glass of port or as the  
dessert was being served, turn the conversation 
to some business area of mutual interest. Before 
that, one was positioning oneself socially with one’s  
counterpart.” 2

But after Big Bang leisurely lunches gave way to 
early morning breakfast meetings followed by long 
days in front of computers: the globalisation of the 
investment industry and the revolution in information  
technology meant it was now possible to trade in 
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4th May 1979:
British Conservative
prime Minister
Margaret Thatcher
celebrates her first
general election
victory in Flood St,
Chelsea, London.
(photo by Central
press/Getty Images)

1 Quoted in The Mallinckrodt-Bischoff Partnership by  
Bernard Dewe Mathews (London: Bernard Dewe Mathews, 
2004) p. 26.  2 Charles Mcveigh III quoted in City Lives: 
the changing voices of British finance by Cathy Courtney 
and paul Thompson (London: Methuen, 1996) pp. 198–199.  
3 Quoted in The Death of Gentlemanly Capitalism by philip 
Augar (London: penguin, 2000) p. 286.
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