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Editorial

ketil Petersen,  
Country Head 
Nordic Region

For almost nine out of ten private investors, regular 

income and safe returns are the most important objectives 

when investing. That means investing for the long term is 

clearly much more important than making a quick gain – 

at least according to the findings of Schroders’ Global 

Investment Trends Survey 2015. This study commissioned 

by Schroders surveyed more than 20,000 private investors 

from 28 countries about their financial objectives.

The survey showed that investors are typically accessing 

income through active investment funds (29%), by 

investing directly in equities (20%) or by investing in real 

estate (10%). When asked which single asset class they 

plan to invest in to generate a regular income, one in five 

investors say they will invest directly in equities. Amongst 

active funds, investors marginally prefer multi-asset funds 

(12%), closely followed by equity funds (11%), with 6% 

stating they will invest in bond funds.

It is great that Schroders is able to offer the right products 

for this growing investor base. In this edition of ‘Expert’ 

magazine we present two attractive funds that recently 

celebrated their third anniversaries. We also look – if you 

hadn’t guessed from the title of this section – at rules, 

from achieving long-term success with the ‘3Ds’ to the 

stock market saying “you’ve got to be in it to win it”.

We delve even deeper into the issue of rules with the 

Markets in Financial Instruments Directive MiFID II, which 

is bringing in some important changes for us all. In the 

article ‘Too big to fail?’, we take a glimpse into the future 

for regulation and outline some of the biggest challenges. 

Without wanting to steal Sheila Nicoll’s thunder too much, 

the report is fairly reassuring, certainly for regulation in the 

UK. “Ultimately, many of the nightmare scenarios have not 

come to pass, and the bottom-line results speak for 

themselves,” explains Sheila, a former senior figure at the 

UK regulator, the Financial Conduct Authority who joined 

Schroders last summer.

And on the subject of summer, we come to my final rules; 

you can decide for yourself which you believe. Either way, 

you can be optimistic about the weeks and months 

ahead! Whether you are holidaying at home, on the beach 

or in the mountains, you’ve made a great choice of 

summer reading with ‘Expert’ magazine! 

Enjoy!

Rules, rules, rules...
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SCHRODERS’ NEWS

News

+ + +  Schroders launches emerging markets multi-asset fund  + + + 

Schroder iSF Emerging Multi-asset income1 will be registered for distribution in 
the Nordic countries. Fund manager Aymeric Forest explains: “Our studies show that 
balanced emerging markets portfolios offer higher risk- adjusted returns than pure 
equity or bond portfolios”. The fund invests globally in equities, bonds and other asset 
classes in emerging markets. “The price to book ratio of emerging markets equities is 
50% lower than the valuation of the s&P 500,” he says. 
The fund manager uses a flexible strategy to limit typical investment risks and 
increase return opportunities. The fund’s weightings in equities and bonds are 
likely to fluctuate between 30% and 70% in each. Absolute return investments, 
derivatives and other asset classes are also permitted. The running yield at launch 
was 4.8%. The aim is to achieve annual returns of 7 – 10% on average over the 
longer term. Target volatility is between 8 and 16%. There are some 5,000 securities 
in the investment universe, of which 1,000 are equities. 

+ + +  Schroders in the top 10 in Fund Brand 50 Study  + + + 

The latest Fund Brand 50 report from research consultancy Fund Buyer Focus has 
revealed that schroders particularly stands out for its high-value and broad-
based product range and the emphasis it places on service in sales and account 
management. This placed schroders even further up in the top ten brand ranking. 
Around 1,000 fund selectors were interviewed about their fund buying decisions 
for the study. One of the key areas was the question of how they perceive the 
different international fund companies in the market. The results of the Fund 
Brand 50 study are a clear sign that marketing and brand visibility have gained 
prominence for asset managers. Intermediaries in particular increasingly 
emphasise that importance of a company’s image matters.

+ + +  Schroders Nordic launches new website  + + + 

In June 2015 schroders Nordic launched their new website www.schroders.com/
nordics. The launch of the new website is part of schroders’ digital transformation 
and is in line with a strong desire to put digital at the heart of our business. users 
will experience an improvement of the look and feel and functionality of the website 
which should lead to an overall enhanced user experience when visiting the 
website.

1 Schroder ISF Global Multi-Asset Income is 
in the process of being registered in the 
Nordic countries.
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+ + +  More share classes in NOk and SEk  + + + 

Investing in some of schroders's funds is getting easier for Nordic clients. In July, 
four new share classes in schroder IsF Global Dynamic Balanced and schroder 
IsF Global Multi-Asset Income were launched in the Nordic countries. One of them 
is schroder IsF Global Dynamic Balanced NOK hedged (Accumulating). schroder 
IsF Global Dynamic Balanced was launched in september 2009 and is a flexible 
fund allocating between growth assets and defensive assets, with the weights 
varying over time in response to changing market conditions. The fund already has 
a se K hedged share class.

schroder IsF Global Multi-Asset Income is the next one, with seK hedged 
(distribution) and seK hedged (accumulation) share classes. schroder IsF Global 
Multi-Asset Income is directly invested in a combination of equities and bonds in 
order to generate a sustainable income for investors. The fund has also launched 
a NOK hedged distribution share class. 

If you want to hear more about the new share classes, please contact the Nordic 
office. Contact details can be found on the last page of this magazine.

+ + +  Schroders Nordic continues to strengthen institutional presence  + + + 

schroders’ Nordic team continues to expand. As the second addition to the Nordic 
team this year, Poul Ahlmann joined on April 1st 2015. As senior Client Director Poul 
is based in our Copenhagen office and is responsible for further developing our 
institutional business in Denmark and Norway. Poul brings with him a long and 
successful career at Nordea, where he has held various positions within Nordea 
Markets – equities, Nordea Asset Management and Corporate & Institutional banking 
focusing on client relationship management and business development, servicing 
mainly institutional clients. You can find Poul’s contact details on the last page.
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The financial crisis and consequent public anger 
brought the financial sector under the 
regulators’ spotlight like never before. Seven 

years since the collapse of Lehman Brothers, increased 
regulation has had a  significant impact on banks’ 
operations and on their profits.

Now, the attention of regulators and politicians is 
turning to the asset management industry, especially 
the very largest asset managers, the failure of which 
might – it has been argued – have an impact on the 
financial system as a whole, in a similar way to banks.

There is a  possibility that asset managers may 
mistakenly be tarred with the same brush as bankers 
and those responsible for the financial crisis. However, 
Sheila Nicoll – who joined Schroders in 2014 as Head 
of Public Policy  – thinks asset managers are 
misunderstood by some banking regulators, politicians 
and the media. Part of the reason for this 
misunderstanding is communication. 

“We need to get better at explaining who we are, 
what we do and the benefits that asset managers 
bring,” she says.

“We need to explain to policy makers and regulators 
the important economic role we play in society: we are 
responsible for a  large number of people having 
a better future than they might otherwise have. I don’t 
think that in the past we’ve been very good at getting 
that message across.”

Sheila sees her role as helping to 
develop Schroders into a  “trusted 
interlocutor with policymakers”. 

“We want them to know they can get an 
honest and straight answer from us, and that 
we will be discrete, so that they can come to us at 
the early stages of policy making to get our opinion. 
They will then have some understanding of where we 
are coming from, so we can promote the interests of 
our clients”.

She also thinks her role is acting “as a radar for the 
business, anticipating what is coming down the line 
in five or six years’ time, so we know the implications 
for our clients and our business, and how to prepare 
for them”.

Some central bankers are currently saying that, after 
assessing what would happen if a bank or an insurer 
failed, they need to assess what would happen if an 
asset manager fails. Sheila thinks this shows 
a  “muddled” thinking which, for example, fails to 
recognise that clients’ assets are segregated. There is 
also a concern among regulators about what happens 
when there are sudden withdrawals from some of the 
industry’s largest funds, particularly where liquidity 
in the market is limited. Sheila says this fails to 
recognise that such moves are normally decisions 

We caught up with Sheila Nicoll, Schroders Head 
of Public Policy, to find out more about the 
challenges facing Schroders and its clients from 
a public policy perspective. 

uu

Sheila Nicoll, a keen theatre-goer who lives 
close to the National Theatre on London’s 
south Bank, was formerly a director at the uK’s 
regulator, the Financial services Authority now 
called the Financial Conduct Authority (FCA) – 
from 2007 – 2012, a period she describes as 
“one of the most dramatic periods of change 
the financial services industry has known”. 

During this period sheila was one of the principal 
architects of the uK retail Distribution review 
(rDr), a set of rules aimed at intro ducing greater 
professionalism, transparency and fairness in the 
investment advice market which had a major 
impact on investment houses and financial advisers 
and changed the British distribution landscape. 
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uu driven by the end client rather than the asset manager. 
It also raises broader questions about market liquidity.

The seemingly constant stream of new acronyms 
and regulations can be off-putting for most investors. 
However, one that cannot be ignored by European 
investors is the upcoming Markets in Financial 
Instruments Directive II, better known as “MiFID II”. 

One part of MiFID II has been described as the 
European-wide RDR. Sheila says it will have a “huge 
impact”, although emphasises some of its practical 
implications remain uncertain. What is certain, 
however, is that it will concentrate on two main 
aspects: investor protection and the operation of 

markets, particularly non-equity 
ones. “Most of the 

i n v e s t o r 
protect ion 

i s s u e s 
a r e 

clear now and a lot are familiar to us already, if only 
because the UK FCA has had a lot of influence in how 
Europe’s regulators think about this. The FCA has 
been quite ahead of the curve and so has had a strong 
influence on this aspect of MiFID II,” Sheila says. 

“In many ways MiFID II is at a  transition phase 
where after a lot of talking and negotiation, things now 
need to be implemented. A lot of those issues we at 
Schroders can just get on with and I can help people 
understand what regulators will be expecting in 
terms of detail and what the intentions behind the new 
rules were”.

However, there are two major issues which are still 
under negotiation and will surely delay the final 
agreement of the rules. Firstly there is the question of 
how asset managers pay for research and whether it 
can be paid for out of dealing commission.

“This is a very complex area where expertise among 
the policy makers is quite concentrated so we’re 
having to bring our expertise to bear,” Sheila says.

The second big issue yet to be settled relates to 
transparency and its effect on liquidity in bond 
markets.

“MiFID II is trying to introduce greater 
transparency into markets; they’ve done it for 
equities and now they’re focusing on other asset 
classes, particularly fixed income,” Sheila says. 
“So far, the European Securities and Markets 
Authority (ESMA) has come up with some 
proposals which include a  lot more 
transparency than people expected. ESMA 
was required to decide how much transparency 
various asset classes can bear before liquidity 
starts drying up. The general view of the 
proposals they’ve come up with to date is that 
they’ve gone too far, so further discussions will 

be needed.”
One key issue which will be of particular 

interest to investors around Europe is the 
inducement regime of MiFID II. Under this 

directive, payments are not permitted between 
product providers and financial advisers. However, 
member states are able to go beyond those minimum 
requirements, with this condition agreed partly to 
accommodate the UK and partly to accommodate the 
Netherlands, which has introduced similar bans. 

 “The concern for a pan-European organisation like 
Schroders is that as a result of MiFID II we effectively 
end up with 28 different versions of the RDR around 
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Europe,” says Sheila. “It is not clear at this stage what 
the different countries will do.” 

“In Sweden, for example, there has been a committee 
which has recommended the country should go beyond 
the minimum requirements and permit payments to 
distributors where it is “in the best interest of the client”. 
But then it is down to the regulator to decide what is in 
the best interest of the client and what is not. So this 
means uncertainty remains.”

The ideal scenario to come out of the negotiations 
still surrounding inducement rules is “to have as much 
alignment around Europe as possible,” according to 
Sheila. She thinks policy makers cannot expect every 
country in Europe to go as far as the UK has.

Sheila thinks that in the long term it is in the clients’ 
best interest for them to know how much they are 
paying for advice. 

“If I want advice from a doctor, I don’t expect the 
doctor to be paid by the pharmaceutical company that 
he or she is prescribing for. So if we want to end up 
with a professional advisory community that is trusted 
by the customers why shouldn’t I expect to pay a fee 
for that advice? That would seem to me to be the 
ideal scenario.”

However, she recognises the counter-argument that 
people do not “naturally wake up in the morning and 
think they need to get some financial advice.” Going 
too far could result in some advisers moving out of the 
industry or not wanting to advise investors with 
smaller amounts of money to invest, creating an 
advice gap – something that was predicted yet has not 
necessarily transpired in the UK. However, market 
structures are clearly very different from country to 
country around Europe, with banks often playing a far 
more important role in distribution than the more 
financial adviser-focused model in the UK.

Mis-selling will also become a greater focus of 
regulators, Sheila thinks. “I think regulators 
throughout Europe will start asking more and more 
questions about potential mis-selling and I think we 
will see much more scrutiny of the type we have 
become used to in the UK.”

Although admitting “life is going to change” for the 
investment industry in Europe, Sheila is worried about 
how everything will be done in the required time scale.

“The deadline for implementation of the directive 
is January 2017, and we won’t know the final rules 
until late 2015. One of the points we are making is that 
the chances of getting the fundamental changes 

n e e d e d 
and to get 
them right are 
very, very slim. 
I was involved in the 
RDR in the UK, which was 
a significant business change that 
took six years to implement. Some of the 
changes in MiFID II are potentially bigger, as they 
have global ramifications, yet it looks like they want 
to rush it through in a year”.

So, if MiFID II is the RDR for Europe, how 
successful does Sheila think RDR has been?

“Many of the doom scenarios have not come about. 
Generally it has been positive and has introduced 
greater professionalism in the financial advice market. 
Sales have not plummeted in the way some people 
predicted and, although a number of advisers have left 
the market, it has not necessarily resulted in 
a significant lack of availability of advice. Where gaps 
may be created, I  would expect technology to help 
fill them.” 
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Can investors do well  
while also doing good?

Events like BP’s Gulf of Mexico oil spill, or the discovery that major 
banks have been manipulating the $ 5 trillion foreign exchange market, 
are stark reminders of the risks of ignoring environmental, social and 
governance  (ESG) issues. losses to a company’s reputation, profits 
and, increasingly, its share price, can be immediate. in BP’s case, the 
shares halved in little more than two months following the 2010 disaster, 
while – to date – the five banks involved in the foreign exchange scandal 
have been fined a collective £ 2.6 billion.

Despite these and other high profile disasters, many investors have been 
reluctant to embrace “sustainable” investing, wary of its possible effect on 
long-term returns. We understand such concerns, but would point to recent 
research that suggests that worries about underperformance may be 
misplaced. Indeed, it may be that investors who incorporate ESG or other 
sustainable criteria into their investment decisions can actually enjoy better 
returns than those who only rely on more traditional methods.

Jessica Ground  
Global Head of 
Stewardship



Schroders ExpErt MAY-SEp. 2015
11

Investment Ideas

One of the more interesting bits of 
analysis has been a “study 
of studies” conducted jointly by 

Oxford University and Arabesque Asset 
Management1 published towards the end 
of 2014. This confirmed that companies 
deemed to be operating sustainably 
tended to outperform their more 
traditional rivals. The authors looked at 
190 academic analyses to arrive at their 
conclusions, which were divided up 
according to various different measures 
of performance.

Sustainability and the cost of 
capital
One very telling finding was that an 
overwhelming 90% of studies confirmed 
that adopting good ESG standards lowered 

a company’s cost of capital. Few might be 
surprised that good governance would 
reduce the cost of debt, but the research 
shows that high environmental and social 
scores have the same effect. Moreover, 
“according to recent studies, the converse 
relationship also holds. Firms with 
significant environmental concerns have 
to pay significantly higher credit spreads 
on their loans. For instance within the pulp 
and paper industry firms that release more 
toxic chemicals have significantly higher 
bond yields than firms that release fewer 
toxic chemicals.”2

This is confirmed by rating agencies, 
which tend to give better ratings to issuers 
with good ESG policies. And, of course, 
more than four years on from the BP 
disaster, the 10-year credit spread on the 

oil company’s debt (as measured by credit 
default swaps) is, at more than 100 basis 
points, still about double the level at which 
it stood before the incident.

It’s a similar story with respect to equity 
cost. According to one analysis3, well-
governed firms enjoyed an equity cost 
advantage of anywhere between 0.8% and 
1.3%. Another found a reduction of 
1.8% in the cost of equity for firms with 

1 “From the Stockholder to the Stakeholder”, 
Smith School of Enterprise and the 
Environment, University of Oxford and 
Arabesque Asset Management, September 
2014.  2 Oxford-Arabesque, as above.  
3 “Corporate Governance and the Cost of 
Equity Capital”, Hollis Ashbaugh, Ryan LaFond, 
both University of Wisconsin, and Daniel W. 
Collins, University of Iowa, October 2004.

uu

 ESG criteria
The new approach of investing using ESG (environmental, 
social, governance) criteria is a way of integrating sustainability 
into investment management. A host of individual criteria are 
defined and considered for each of the three areas.
In terms of the environmental aspect, the focus is on programmes 
to reduce greenhouse gases, encourage investment in renewable 
energy and to raise environmental and social standards in 
manufacturing and services. Social considerations include the 
working conditions for employees and business partners and 
whether or not companies are committed to tolerance, 
acceptance and sustainable cooperation. Governance looks at 
how management deals with transparency and issues such as 
freedom of the press and the movement of capital. 

Schroders  Expertikon
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“good” corporate social responsibility and 
which were reporting their policies for the 
first time.

Sustainability and operational 
performance
This divergence between firms with strong 
and weak implementation of ESG policies 
was carried over into internal measures: 
88% of the studies reviewed concluded 
that there was a positive correlation 
between sustainable companies and 
operational performance. It is perhaps not 
so surprising to find that evidence confirms 
the role of good governance – reflected in 

areas like small boards and well-designed 
executive pay schemes – in higher com-
pany performance. More interesting, 
though, was the finding that: “Proper 
corporate environmental policies result in 
better operational performance. In 
particular, higher corporate environmental 
ratings, the reduction of pollution levels, 
and the implementation of waste 
prevention measures, all have a positive 
effect on corporate performance.” 4 We at 
Schroders are trying to put this theory into 

We have been involved in the Carbon Action 
Initiative with 13 other asset managers since 
2010. This is a plan spearheaded by the 
Carbon Disclosure Project (CDP), an investor-
led charity, that aims to encourage companies 
to reduce carbon emissions and increase 
energy efficiency.

The rationale is simple. recent CDP research 
has shown that carbon reduction activities 
generate positive returns, delivering an average 
return on investment of 33% and a payback in 
three years. The CDP figures show that 
convincing management to implement energy 
efficiency initiatives has the biggest impact on 
emissions reduction. Moreover, high-emitting 
companies that set absolute reduction targets 
achieve emission cuts that are double the rate 
of those without targets, with firm-wide 
profitability 10% higher. The leaders in carbon 
disclosure see a return on equity (rOe) that is 
18% more than laggards, while generating 
67% higher rOe than companies with no 
disclosure policies at all.

uu

4 Oxford-Arabesque, as above.

Carbon Action Initiative – a Schroders case study

As part of our involvement in this initiative, 
schroders is having conversations with four 
companies: sime Darby, santos, Newcrest 
Mining and PetroChina. Over the past two 
years, we have engaged with these companies 
to encourage them to adopt a more strategic 
approach to climate change. Three out of the 
four have responded in varying degrees:

–  sime Darby: This conglomerate has publicly 
committed itself to a 40% reduction in 
emissions per tonne of production at its 
plantation division. It will consider absolute 
targets once it has assessed progress on its 
current carbon management plan.

–  santos: Although there has not been much 
progress in this oil and gas group’s approach 
to carbon emissions, it is nonetheless 
encouraging that it is ready to consider 
longer-term targets for both energy 
efficiency and emissions savings.

–  Newcrest Mining: Management of this gold 
and copper miner has to-date focused its 
energy efficiency improvements on cost 
control. We are now encouraging it to take 
the natural next step of setting a carbon 
emissions target.

We are continuing our efforts to engage with 
oil producer PetroChina on carbon issues, but 
have yet to make progress.



the shares of the high- sustainability companies in 1993 
(weighted by value) would have become a healthy $ 22.60 
by the end of 2010, some 47% more than $1 invested in 
a value-weighted portfolio of low-sustainability companies.

The researchers noted that society’s concerns about 
sustainability have grown from next to nothing in the early 
1990s to being “a dominant theme today”. They added 
that high-sustainability companies dramatically 
outperformed their low-sustainability brethren over the 18 
years studied. “However, the results suggest that this 
outperformance occurs only in the long term. Managers 
and investors that are hoping to gain a competitive 
advantage in the short term are unlikely to succeed by 
embedding sustainability in the organisation’s strategy.”

Researchers from the Harvard Business School wanted to 
look at the impact of sustainability since its first serious 
adoption. Using 1994 as a starting date, they identified 90 
non-financial firms that have been following a substantial 
number of environmental and social policies since then. 
These they called “high-sustainability” companies. To 
provide a benchmark, they picked another 90 comparable 
firms that adopted few of these policies, labelling this 
group “low-sustainability” companies.

Together, these two groups provided a database from 
1993 to 2010 to evaluate what effect, if any, sustainability 
has had on the performance of companies. To measure 
operational or “accounting” performance, the researchers 
assessed, among other things, return on equity (net profits 
divided by shareholders’ equity). 
On this basis, $ 1 invest ed 
in a value-weighted, high-
sustainability portfolio would 
have grown to $ 31.70 by 2010, 
or 23% more than the value 
of a value-weighted low-
sustainability portfolio.

The even better news for 
shareholders is that these 
hefty differences in operational 
returns also fed through to 
stock market results. The 
Harvard re searchers calculated 
that the same $ 1 invested in 

Schroders ExpErt MAY-SEp. 2015
13

Investment Ideas

practice through our membership of the 
Carbon Action Initiative (see below).

Sustainability and share prices
Arguably, the most important test of 
responsible corporate policies for investors 
is whether they lead to superior share price 
performances. Again, as might be 
expected, better governance standards do 
appear to equate to better stockmarket 
performance. As far back as 2003, US 
academic research showed this healthy 
outperformance in practice 5. The 
researchers found that a portfolio which 
went long on firms with “more adequate” 

shareholder rights and went short of those 
with “less adequate” rights produced 
annual outperformance of 8.5% between 
1990–1999. The analysis included whether 
or not anti-takeover measures were in 
place, something which is likely to have 
had an obvious impact on the share price. 
Less obvious is the impact that good 
employee relations can have on 
stockmarket results. uu

5 “Corporate Governance and Equity Prices”, Paul A. Gompers, Harvard Business School, 
Joy L. Ishii, Stanford Graduate School of Business, and Andrew Metrick, Yale School of 
Management, Quarterly Journal of Economics, vol. 118, no. 1, February 2003.

More sustainability leads to better returns – but only over the long term

 High-sustainability portfolio   Low-sustainability portfolio

1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

25

20

15

10

5

0

Dollars

a dollar can grow much bigger if it’s invested in a company  
with ESG in mind

Source: S&P Indices Versus Funds (SPIVA) Mid-Year 2014, and Schroders, as at 30 June 2014.
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Another Wharton study investigated the 
“100 Best Companies to Work For” as a 
reflection of employee satisfaction 6. It 
discovered that such companies generated 
a return of between 2.3% and 3.8% a year 
above industry benchmarks in the period 
1984 to 2011. This provides tangible 
evidence of the growing importance of 
“human capital” to companies. It suggests 
that keeping employees happy should be 
more than just a philanthropic gesture on 
the part of management. More widely, 
when other sustainability factors – ranging 
from policies on employees and product 
responsibility to the environment 
and  human rights – were factored in, a 
Harvard analysis 7 similarly found 

significant outperformance, at least 
amongst non-financial companies (see 
box, previous page).

In all, four-fifths of the studies looked at 
in the Oxford-Arabesque review suggested 
that share prices were enhanced for 
companies with good sustainability 
practices. The authors conclude that, given 
the strength of the scientific evidence:

“It is in the best interest of institutional 
investors and trustees, in order to fulfil 
their fiduciary duties, to require the 
inclusion of sustainability parameters 
into the overall investment process.”

uu Logically, this duty also extends to those 
acting on their behalf:

“It is in the best interest of asset 
management companies to integrate 
sustainability parameters into the 
investment process to deliver 
competitive risk-adjusted performance 
over the medium to longer term and to 
fulfil their fiduciary duty towards their 
investors.”8

The authors suggest that, on current 
trends, the use of sustainability factors in 
the investment process will become the 
norm in years to come. This trend is likely 
to gain added impetus from European 

6 “The 100 Best Companies to Work for in America”, Robert Levering, Milton Moskowitz and Michael Katz, Addison-Wesley, 1984, and 
“Does the stock market fully value intangibles? Employee satisfaction and equity prices”, Alex Edmans, Wharton School, University of 
Pennsylvania, Journal of Financial Economics, vol. 101, issue 3, September 2011.  7 “The Impact of a Corporate Culture of Sustainability on 
Corporate Behavior and Performance”, Robert G. Eccles, Ioannis Ioannou and George Serafeim, Harvard Business School working paper, 
4 November 2011.  8 Oxford-Arabesque, as above.
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ConCluSIonS 

No study – or even study of studies – can be conclusive. Nonetheless, we believe 
recent research adds substantial weight to the argument that incorporating esG 
considerations into investment decisions does no harm to returns, and may 
even improve them. This makes the decision over whether or not to include esG 
increasingly finely balanced, to say the least. If performance is no longer an 
issue, and if sustainable investing can help improve the world in non-financial 
ways, then why not? On the other hand, if esG can genuinely add to the financial 
performance of investments, institutional investors with a fiduciary duty to their 
clients may have to place this issue much higher up their agenda. Whatever the 
case, while no professional will claim that they can avoid disasters like BP’s, it 
is becoming increasingly clear that investing with esG issues in mind doesn’t 
have to be a drag on performance. Indeed, it may even create outperformance 
that is not available from any other source.

9 Oxford-Arabesque, as above.

Union initiatives. Successful investors are 
therefore likely to institute continuous 
research into what are the right 
sustainability factors to be considered. “In 
such a scenario, we expect that it will be a 
requirement for professional investors to 
have a credible active ownership strategy 
that goes beyond the traditional 
instruments that institutions investors 
currently employ.” 9 
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The past three years have seen 
subdued global growth, with 
capital returns under pressure 

and low yields. As such, there has been 
strong demand for products offering 
a  well- diversified income stream and 
Schroder iSF Global Multi-asset 
income is designed to meet that demand. 
The fund focuses on quality as well as 
yield in  order to provide a  sustainable 
income. Led by fund managers Aymeric 
Forest and Iain Cunningham, the team 
analyses global investment themes, yield 
curves and country risk to form a  top-
down view. A  bottom-up view on 
individual issuers is also incorporated 
through  assessing valuations and credit 
fundamentals. 

Looking ahead, the team expects 
divergence in regional monetary policy 
to continue and that this will likely be 
 accompanied by higher volatility. This 
will require flexibility regarding asset 
 allocation and risk management to take 
advantage of opportunities that emerge. 

In terms of current positioning, 
equities are currently the preferred asset 
class for Schroder iSF Global Multi-
asset  income, representing c.40% of the 
portfolio. Recently the team increased the 
portfolio’s exposure to those equity 
markets that should benefit from loose 
monetary policy (Europe and  Japan), 
while tilting the portfolio away from 
those regions that face a direct (US and 
UK) or indirect (emerging market) 
headwind from tighter monetary policy. 
Recent changes in the fixed income 
allocation include a further rotation out 
of US dollar denominated emerging 
market corporate debt and into US high 
yield, reducing the fund’s exposure to 
emerging market credit risk as a US rate 
hike approaches. 

Schroder iSF QEP Global Emerging 
Markets is another highly diversified 
portfolio, investing in both value and 
quality equity opportunities across the 
market capitalisation spectrum. The 
benchmark is dominated by a  narrow 
range of sectors and areas of the market 
where one might expect to find the likely 
winners of the future – such as 

two Schroders funds recently celebrated their 
 three-year anniversaries: Schroder iSF Global  Multi-
asset income and Schroder iSF QEP Global 
Emerging Markets. Both funds have achieved strong 
performance since inception. 

Happy anniversary 
Schroder ISF  Global 
Multi-Asset Income and 
Schroder ISF QEP Global 
Emerging Markets
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healthcare  – are very lowly weighted. 
This presents a  clear opportunity for 
active managers to add value. The fund 
has outperformed the benchmark since 
inception with stock selection the 
primary driver of relative returns.

Recent years have seen a de-rating of 
emerging markets relative to their 
 developed counterparts, largely due to 
deteriorating relative profitability and 
growth trends. However, this masks 
 divergences in valuations across 
countries, currencies and sectors. The 
QEP Investment Team continues to 
believe that performance within 
emerging markets will remain both 
diverse and volatile, particularly given 
a less supportive market environment in 
the form of a strong dollar and probable 
policy tightening in the US. 

Currently the portfolio is underweight 
Asia, largely driven by a low allocation to 
Chinese financials and an underweight 
position in Korea where opportunities 
are scarce outside of the consumer 
discretionary sector. In the Europe, 
Middle East and Africa (EMEA) region, 
the team retains a strong preference for 
South Africa across most sectors outside 
of media. In Latin America, Brazil is 
preferred over Mexico where valuations 
are rich. 

Schroder iSF Global Multi-asset income

 a, acc, uSD  a, Dis, uSD a, acc,  
EuR Hedged

a, Dis,  
EuR Hedged

ISIN LU0757359368 LU0757359954 LU0757360457 LU0757360960

Launch date 18.04.2012

Distribution – 5% p. a.1 – 5% p. a.1

Entry charge 5.00% of gross investment amount

Ongoing charges 
(latest available) 2

1,58%

Fund manager Aymeric Forest, Iain Cunningham

a, acc, uSD a, acc, EuR

ISIN LU0747139391 LU0747140563

Launch date 29.03.2012

Benchmark MSCI Emerging Markets Net TR

Entry charge 5.00% of gross investment amount

Ongoing charges (latest available) 1,99%

Fund manager Justin Abercrombie, Head of QEP Global Equities Team

Schroder iSF QEP Global Emerging Markets

1 The fund intends to make regular fixed distributions to investors and, if its income is insufficient to cover these payments,  
these payments may reduce the fund’s capital. The target 5% distribution is formally reviewed on an annual basis.  
2 as at 31 May 2015
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launched in October 2013, Schroder iSF 
Global Recovery has the freedom to go 
anywhere in the world in search of the 
best recovery opportunities on offer. We 
caught up with the fund’s managers, 
Nick kirrage, kevin Murphy and andrew 
lyddon to discuss their distinct deep-
value approach.

Bargain hunting around the world 
with the Schroders value team

Schroder iSF Global Recovery1
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You’ve successfully managed the uk 
domiciled Recovery fund for eight 
years now, how have your skills 
transferred to investing in recovery 
stocks across the globe? 
When we first proposed a global version 
of our UK Recovery Fund we believed 
strongly that the process and philosophy 
which have made the UK fund such 
a powerful product over the last 45 years 
were eminently transferable to a  global 
portfolio. We (Nick and Kevin) took the 
reins of the Schroder Recovery Fund in 
July 2006, and at the time it held no 
overseas companies what-so-ever. We 
invested in our first overseas company in 

January 2007, and since then have been 
close to the 20% maximum limit outlined 
in the fund’s parameters. In the eight 
years that have followed, those 
international companies have 
outperformed their UK counterparts. 

Why have the overseas stocks 
 outperformed the uk ones? 
This really comes down to the size of 
the opportunity set. We look for stocks 
with a  minimum market capitalisation 
of $300 million. In the UK there are 536 
such stocks – and roughly one in 11 of 
those are held in the UK fund. Contrast 
that to 15,222 listed companies at or above 

interview with kevin Murphy, Nick kirrage and andrew lyddon

Source: Morningstar, bid to bid, net income reinvested, performance shown to 31 May 2015, based on A Inc share class.  1 Schroder ISF 
Global Recovery is in the process of being registered in the Nordic countries.  2 21 July 2006 to 31 May 2015.  3 First overseas company 
bought in January 2007, performance shown from 31 January 2007 to 31 August 2013.  4 Performance of overseas holdings of Schroder 
Recovery Fund sourced from Factset, gross of fees.
For illustration purposes only

Schroder Recovery Fund Performance FtSE all Share

20 years 710.4% 350.3%

Under current fund managers2 144.6% 78.9%

Overseas holdings3 135.9%4 35.4%

The Schroder Recovery Fund has used its allowance to invest in overseas stocks since 2007

Overseas holdings have outperformed their uk counterparts

that minimum size worldwide. The global 
fund holds 51 stocks today – so only one 
in 298 potential investments are held in 
the fund. This much larger investment 
universe means that we can take advantage 
of opportunities that simply do not exist 
in the UK. 

So, what exactly is a ‘recovery’ stock?
It is a company that has suffered a severe 
setback in either profits or share price, but 
where long-term prospects are believed to 
be good and, therefore, potential 
shareholder returns are attractive. 
Recovery investments can be ‘out of favour’ 
for many reasons, including weak short-

Andrew, Nick and Kevin are part of 
schroders’  Global Value Team – 
a group of five value investors based 
in London. With a combined 54 years’ 
 investment experience, the team 
manage six funds across three major 
geographies targeting income and/or 
capital growth through a distinct 
value style. The team manage 
€16.439 billion (at 31 March 2015) of 
assets for clients around the world. 

the Global value team

uu
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What do you mean by ‘unemotional, 
valuation-driven’ philosophy? 
Our approach to recovery investing seeks 
to outperform the investment market by 
exploiting human nature. Specifically, it 
seeks to take advantage of investors’ low 
tolerance for short-term bad news and 
a tendency to extrapolate current trends 
when forming future expectations. This 
is most prominent during times of high 
volatility, when share prices move 
significantly more than the real value of 
the companies they represent. At times 
of fear, investors look to sell shares 
irrespective of cheap valuations, thereby 
giving long-term recovery investors the 
opportunity to buy bargains. 

How do you decide which stocks make 
it into the portfolio? 
We screen the market for companies 
that look cheap relative to the long-term 
profits they have achieved, and then ask 
ourselves, ‘why can’t this business make 
these profits again?’ There are several 
reasons we might choose not to invest in 
a   company: a  poor management team, 
a weak business model or a balance sheet 
that does not provide an adequate margin 
of safety. We carry out a detailed analysis 
of the risks and rewards associated with 
every potential holding, and spend a lot 
of time studying company accounts to 

term profitability, economic concerns or 
a  weak balance sheet. Most investors will 
focus heavily on the bad news, but even in 
the most challenging economic times 
insolvency is rare. Historically, the market 
underestimates the ability of businesses to 
improve their situations over time and, as 
a  result, investors willing to take a  long-
term investment view can benefit from 
very strong returns.

How does this differ from ‘special 
 situations’ investing? 
Recovery investing is very different. Its 
major strength is the disciplined focus on 
buying attractively valued, out-of-favour 
companies at all stages in the investment 
cycle. Unlike special situations investors, 
we don’t change this investment strategy 
or style according to the prevailing 
market conditions and we don’t attempt 
to time the market. The reason for this 
is simple. No one has a crystal ball, and 
we cannot know what will happen 
tomorrow. This is why, in our view, it is 
vital to explicitly avoid taking economic 
views that might influence portfolio 
decisions. We seek to consistently apply 
our approach as whilst an unemotional, 
valuation driven philosophy will not 
always be in favour, over longer time 
periods this investment style has 
generated exceptional returns. 

andrew lyddon joined schroders in 2005 as an 
 equity Analyst. Andrew progressed to become 
a named manager for schroder IsF Global recovery. 
He is a CFA charterholder with eight years’ 
investment experience, and holds a Masters in 
Property Law from Queen Mary College and a degree 
in Chemistry from Bath university.

uu
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change in the exchange rate between that 
currency and the fund’s base currency (US 
dollars) from the point at which we buy 
and sell, will impact the return from that 
investment. Of course, this works both 
ways and while a less favourable exchange 
rate may limit returns in some cases, 
a  more favourable one will increase our 
potential profits in others. Theoretically it 
is possible to ‘hedge’ the underlying 
currency positions in the fund, which 
essentially involves a contract that agrees 
to a specific exchange rate at a point in the 
future. As with any contract there are 
costs involved, and things get more 
complicated as there is a  mismatch 
between the duration of the contracts, 
which are typically short-term, and our 
investment time horizon of three-to-five 
years. Given the practical difficulties, the 
myriad of unknowable variables over our 
investment horizon and the lack of any 
empirical evidence to suggest that the 
benefits of currency hedging outweigh 
the costs, we do not hedge the underlying 
currency positions in the fund. It is in the 
best interests of our clients that we focus 
our full time and attention on our 
strengths: identifying the individual 
company characteristics that will lead to 
significant share price recoveries. 

give us a clear picture of how a company 
performs across the business cycle. 

We assess the extent to which a  profit 
recovery is within the company’s own 
control or dependent on external 
conditions, and the major risks associated 
with it. Finally, we look closely at balance 
sheets to ensure companies have sufficient 
capital strength to see them through short 
and medium-term challenges and, if not, 
whether any credible routes for reducing 
indebtedness – a rights issue for example – 
will still leave investors with strong 
potential returns. 

All in all, if we can see a  favourable 
balance of risk and reward over a three to 
five-year time horizon, we will buy that 
company on the basis that our patience is 
likely to pay off significantly in the long run. 

are the risks associated with these 
recovery-type stocks greater than for 
other stocks? 
Not necessarily, no. We often see other 
investors classifying ‘risk’ as volatility. 
However, volatility in itself is not a risk – 
real investment risk is the chance of 
permanently losing some or all of the 
money that you have invested. By spending 
significant time analysing balance sheets 
and financing arrangements, we can 
ensure that the capital risks of investment 
are well understood and negated where 

possible. Where this is not possible, we can 
make sure that we are compensated by 
significantly increased potential returns. 
In fact, since the intrinsic value of 
companies seldom moves significantly 
over short time periods, volatility suggests 
emotional behaviour and is consequently 
an opportunity for value investors. 

the approach has delivered 
exceptional returns over the long 
term, are there any short-term pitfalls? 
The main downside to our approach is that 
we never know how long it will take for the 
market to recognise the value in a company. 
Secondly, as we have mentioned, returns 
can be volatile over short time periods. 
Value investing is inherently contrarian, 
and we believe that the best investments 
are found by going against the crowd. 
While volatility may adversely affect the 
fund in the short-term, it is also the source 
of our long-term outperformance. This is 
a fund for the long-term patient investor. 

When investing in a company that’s 
quoted in a local currency, how do 
you deal with the possibility that the 
exchange rate may have changed 
when the time comes to sell? 
There are inherent currency risks in global 
investing. When we invest in a company 
that is listed in a  local currency, any 

kevin Murphy’s investment career 
spans more than 14 years, having joined 
schroders as an equity analyst in 2000. 
He has managed the schroder recovery 
Fund alongside Nick Kirrage since 2006, 
is a CFA charter holder and studied 
economics at Manchester university.

Nick kirrage has more than 
13 years’ investment experience 
at schroders and has co- 
managed the schroder recovery 
Fund since 2006. He is a CFA 
charterholder and has a degree 
in Aeronautical engineering from 
Bristol university.



Source for ratings: Morningstar OBSR, awarded to USD A Acc share class, as at 31 May 2015. For professional investors or advisers only. *Schroder International Selection Fund is referred to as Schroder ISF. Source for ratings: Morningstar OBSR, awarded to 
USD A Acc share class, as at 30 April 2015. 1 The target income is gross of fees, not guaranteed and is formally reviewed on an annual basis. There is no assurance that 
this target will be met. In the event of the fund’s return being less than the intended distribution, the distributions will be made from the capital of the share class. The payout 
will be distributed monthly. Past performance is not a reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors may 
not get back the amount originally invested. Issued in May 2015 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registered number. 
1893220 England. Authorised and regulated by the Financial Conduct Authority. w47137
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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  15 / 146 Japan Large-Cap Equity +47,5%

Schroder iSF European Special Situations
A, eur, acc., Lu0246035637

1st  7 / 233 Europe Large-Cap Blend Equity +28,7%

Schroder iSF EuRO Equity
A, eur, acc., Lu0106235293

1st  5 / 109 Eurozone Large-Cap Equity +20,2%

Schroder iSF Global Convertible Bond
A, usD, acc., Lu0351442180

1st  2 / 31 Convertible Bond – Global +33,7%

Schroder iSF uS Small & Mid Cap Equity
A, usD, acc., Lu0205193047 

1st  5 / 19 US Mid-Cap Equity +42,9%

3 years 

Schroder iSF Japanese Opportunities
A, JPY, acc., Lu0270818197

1st  9  / 127 Japan Large-Cap Equity +23,2%

Schroder iSF Frontier Markets Equity
A, usD, acc., Lu0562313402

1st  1 1 / 10 Global Frontier Markets Equity +22,8%

Schroder iSF European Opportunities
A, eur, dis., Lu09951212161

1st  6 / 198 Europe Large-Cap Blend Equity +27,0%

Schroder iSF Global Convertible Bond
A, usD, acc., Lu0351442180

1st  1 1 / 22 Convertible Bond – Global +16,2%

Schroder iSF Global inflation linked Bond
A, eur, acc., Lu0180781048

1st  1 / 22 Global Inflation-Linked Bond – 
EUR Hedged

+2,4%

5 years 

Schroder iSF Japanese Opportunities
A, JPY, acc., Lu0270818197

1st  5  / 120 Japan Large-Cap Equity +14,1%

Schroder iSF Emerging Europe
A, eur, acc., Lu0106817157

1st  1 / 42 Emerging Europe Equity +3,5%

Schroder iSF taiwanese Equity
A, usD, acc., Lu0270814014

1st  1 / 7 Taiwan Large-Cap Equity +16,1%

Schroder iSF Global Convertible Bond
A, usD, acc., Lu0351442180

1st  1 1 / 16 Convertible Bond – Global +10,3%

Schroder iSF asian total Return
A, usD, acc., Lu0326948709

1st  1 / 24 Asia Allocation +13,6%

Source: Schroders and Morningstar, as of 31 May 2015. Performance based on the net asset value of the given share class on an 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.
1 This share class is currently not registered for distribution in Norway but is in the process of being registered.
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1. Your first formative experience 
with money?
Not having any as a student! Though that 
may have been the result of poor expenditure 
choices while I was a student …

2. How did you finance your 
academic studies?
I was extremely lucky to be supported by 
my parents, with personal spending 
money supplemented by a  series of, 
somewhat random, holiday jobs. 

3. Who do you most admire from 
a professional point of view
Ben Graham, the father of value investing, 
is less an idol and more a  permanent 
influence. Also, two former colleagues 
whom I would consider mentors and who 
have had a significant impact on my chosen 
investment style (I will avoid mentioning 
them by name to save their blushes).

4. What’s the most absurd investment 
rule you’ve ever heard of? 
There are loads and loads of these – but 
a  prevalent one of late is “excessive 
regulation will stop banks making good 
share price returns for shareholders”. 
Really? It didn’t stop utilities and tobacco 
companies making extraordinary gains 
for shareholders in the 2000s, and they 
are some of the most heavily regulated 
companies on the planet. 

The most dangerous investment rules 
are the ones which sound the most 
sensible/credible but, frequently, are 
completely untrue. 

5. Which book should every 
investment professional have read?
The Intelligent Investor by Ben Graham for 
insight into how it’s possible to profit 
from going against the crowd. And The 
Great Crash by John Kenneth Galbraith, 
for insight into how “it’s different this 
time” are the four most dangerous words 
in investment. 

QuEStiONS tO 
NiCk kiRRaGE

Nick Kirrage has more than 13 years’ 
investment experience at schroders. 
He is a CFA charter holder and has 
a degree in Aeronautical engineering 
from Bristol university.
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6. What’s been your most rewarding 
experience at Schroders?
The team spirit and enthusiasm. It makes 
coming into work a real pleasure. 

7. What really bothered you recently?
The rise in a number of shares we owned 
in 2009 being characterised as “the dash 
for trash” – a pejorative term used to hide 
certain investors’ annoyance at not having 
bought good companies when they were 
on sale in 2009. 

8. and who would you most like to 
give a piece of your mind  because 
you don’t like what he or she’s doing?
Usually it’s my kids, but you can’t fight 
genetics and they also provide the greatest 
moments of joy.

9. What do you collect?
Bicycles and wine. Both annoy my wife.

10. When do you switch off your 
mobile phone?
Never, which is a bad habit. 

11. Who do you follow on twitter?
For work, people I consider to be deeper 
thinkers on investment – though to be 
honest, I’m careful to avoid spending too 
much time on Twitter for investment 
purposes, as much of the commentary is 
far too short term. Having said that, there 
are some gems out there and we try to add 
what we can through a  semi-regular 
contribution from our team’s investment 
blog @thevalueteam. 

12. Your favourite tv series?
Officially? The Sopranos – it’s the 
compelling mix of watching someone you 
despise but also sort of sympathise with 
at the same time.
For guilty pleasure? Friday Night Lights. 
Thankfully most people won’t have heard 
of it …

13. and which television programme 
do you usually switch off 
immediately?
Anything involving celebrities dancing/
singing/judging or eating bugs.

14. What rouses more passion in 
you – football or rock music?
I’m pretty lukewarm on footy to be 
honest  – but much more interested in 
rugby. However, I’d say these sorts of 
passions are very difficult to compare. 

15. What sporting or cultural event 
have you attended most recently?
Bath vs Harlequins at the Stoop (in 
Twickenham) – my brother and I took my 
dad for his birthday. 

16. What possession would you not 
ever want to give up?
There’s a painting my wife and I bought 
when we first moved in together which 
I’m pretty attached to, but otherwise I’m 
more worried about losing people than 
things. 

17. What is the one thing that you 
cannot live without?
Holidays. Just do it. Life is short and great 
memories are what it’s all about. 

18. Beer or wine with your dinner?
That’s like asking which of your kids you 
love more … Wine with dinner if 
 possible  – finding wine that goes well 
with food makes a good meal great.

19. Which charity project did you 
 support recently?
Juvenile Diabetes Research Foundation 
(JDRF) – my brother has type 1 diabetes 
and having seen the impact the disease 
has on his life, I have raised money for 
JDRF several times over recent years. 
Schroders helps employees to support 
charities which are dear to their hearts 
through it’s ‘matched-giving’ programme.

20. Where do you want to live when 
you don’t work in the financial 
 industry anymore?
Home is where the heart is – I suspect we 
are staying put for a very long time. 
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lars k. Jelgren,  
Head of intermediary 
Sales Nordic, 
today and in 30 years

We have recently seen an increase in research on the topic 
of rising education levels for women. interestingly, while 
girls in the developing world are still far less likely than 
boys to get a secondary education, in the developed world, 
the gap is the other way around. 

the reversing gender 
education gap 

According to a special report from 
the Economist1, until the 1960s, 
boys outperformed girls at 

school and university. However, a recent 
OECD study finds they maintain their 
lead only in maths. Girls have closed 
the gap in science, and increasingly 
outperform boys in literacy, by a margin 
equivalent to an entire extra year of 
schooling. Boys are also more  likely than 
girls to be underachievers across the 
board, as shown by figure 1 on page 27. 

The reasons are pretty straightforward: 
girls work harder, with the average 
15 year-old girl spending an hour more 
on homework per week. On the other 
hand, part of the gap may be illusory 
and caused by teachers’ biases: boys 
do far better in anonymised tests than 
regular ones. It is possible that because 
most teachers are women, they have an 
unconscious bias towards girls, or at least 
towards students that are polite, neat 
and eager – attributes more commonly 
ascribed to girls.
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Figure 1: Boys are more likely than girls to be underachievers

Indonesia

Brazil

Turkey

Sweden

France

United States

OECD average

Australia

Germany

Finnland

Japan

China3

Britain

 Boys   Girls

0 5 10 15 20 25 30 35 40 45 50 55 60

15-year-olds who are low achievers in all subjects2 in % of total, 2012

Source: The Economist, “The weaker sex”, March 7th 2015. 

1 “The weaker sex“, 14th March 2015.  
2 Maths, science and reading.  3 Shanghai.  
4 “It depends what you study, not where“, 
 March 14th 2015

Girls’ academic lead persists at university 
level: men have gone from the clear 
 majority at university to a minority in 
most of the world. Female enrolment in 
tertiary education has grown twice as fast 
as men’s, and women now account for 56% 
of university students according to the 
OECD. Women are also more likely to 
graduate, and with better grades.

However, the gender pay gap is 
stubbornly persistent – while women as 
a group are now better qualified than 
men, they earn 25% less. The explanations 
are multifarious and beyond the scope of 
this article, but another recent Economist 
article highlights one factor: choice of 
subject4. 

A report from PayScale, a research 
firm, finds that the 20-year returns from 
a college degree – in terms of graduate 

earnings – are much higher for traditional 
‘male’ subjects such as engineering and 
maths than female-heavy social sciences: 
~12% and 4–5% respectively. 

Rising education levels for both genders 
should improve labour productivity, 
helping offset the drag from ageing and 
shrinking labour forces in  developed (and 
some developing) countries, and so it 
remains an important demographic theme. 
While the reversal of the gender education 
gap is an important development, it has yet 
to be reflected in equal pay, which is still an 
issue to be addressed on a global scale.  
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 Japan Strong earnings growth has 
 supported Japanese equities recently 

given currency weakness on the back of 
accommo dative monetary policy from the Bank 
of Japan (BoJ). However, we do not see further 
assistance from the BoJ without a substantial 
deterioration in domestic activity.

Schroder iSF Japanese Equity

Equity

 uSa We remain neutral on 
 US equities as we expect 

the dollar to resume its upward 
trend, weighing on corporate 
margins, and valuations look less 
attractive than other developed 
market equities.

Schroder iSF uS Small & Mid 
Cap Equity

 Europe (ex uk) We remain 
 positive on European equities. 

Leading economic indicators continue 
to point to an improvement in economic 
activity while our expectation that the 
euro will reverse its recent rally against 
the dollar will act as a tailwind for the 
recovery in corporate earnings.

Schroder iSF EuRO Equity

 Emerging Markets We remain neutral on emerging 
 market (EM) equities after upgrading the region in April. 

The recent weakness in the US dollar and rotation out of deflation 
into reflation has been supportive for the region. However, 
weak growth and a deteriorating credit outlook remains a major 
challenge while the risk of more aggressive rate hikes from the 
Federal Reserve (Fed) continues to weigh on sentiment.

Schroder iSF QEP Global Emerging Markets

Market overview

 uk We upgrade UK equities to 
 positive. The election result has 

removed an element of political uncertainty 
which was weighing on the market in 
recent months. We believe the FTSE 100 
Index will benefit from the rotation into 
reflation trades, given its concentration in 
commodity-related sectors.

Schroder iSF uk Opportunities1
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 Government bonds  
 We remain neutral. Regionally, we 

prefer Europe to the US up to 10 years 
maturity, given the expectation of further 
real yield and term premium appreciation 
in the US, while we prefer periphery 
markets such as Norway and South 
Africa over Bunds and US Treasuries 
respectively. Beyond 10 years, our 
preference is for the US over Europe 
given the effects of a stronger dollar and 
European quantitative easing weighing on 
US and lifting European inflation 
expectations.

Schroder iSF EuRO Government Bond 

 inflation linked bonds  
 As inflation remains low, we see the 

possibility of a front-end led flattening in 
the US. We remain neutral on US 
Treasury inflation protected securities 
(TIPS) given offsetting effects from a 
stronger US dollar but better wages and 
an improving labour market.

Schroder iSF Global inflation linked 
Bond

 Emerging market bonds  
 We are negative on emerging 

market USD bonds as we see a 
worsening inflation/growth trade-off with 
weakening currencies, particularly 
amongst commodity-producing nations. 
They are vulnerable to heightened 
currency volatility as a result of the likely 
US rate rise, but fundamentals have been 
improving in many emerging market 
countries. We prefer local market 
exposure (without the FX risk) over 
emerging market USD exposure.

Schroder iSF Emerging Markets Debt 
absolute Return 

 Corporate bonds  
 Despite the recent bout of 

weakness in government bond markets, 
US credit spreads have widened less 
than expected, thus worsening the 
already stretched valuations. With the 
addition of strong net supply and spill 
over from the volatility in government 
bonds, we remain negative on US 
investment grade credit. 

European credit spreads have also 
remained resilient to the increased 
market volatility over recent weeks. The 
continued support from the ECB keeps 
the credit risk premia well behaved, whilst 
the recent increase in overall yield provides 
support for the wider asset class.

Schroder iSF EuRO Credit Conviction

 High-yield bonds  
 US high yield (HY) ETFs have seen 

sharp outflows since mid-April as retail 
investors pulled their money out when 
wider bond market volatility spiked. 
However, spreads have remained largely 
stable implying support from institutional 
investors. The rebound in oil prices has 
caused some price recovery but we note 
the potential for an uptick in energy 
sector defaults over the medium term. 
Given the muted effect on spreads during 
the recent volatility episode, valuations 
remain unappealing and we therefore 
maintain our negative stance. 

We acknowledge many tailwinds for 
european High Yield given the attractive 
yield pick-up of the sector in an 
environment where the ECB is depressing 
sovereign yields. However, we maintain 
our cautious stance given the high 
correlation with the weaker US market 
and the broader liquidity risks.

Schroder iSF EuRO High Yield

 Commodities  
 We are neutral on broad 

commodities this quarter as we wish to 
see more evidence that depressed prices 
will recover through a combination of 
improved demand and reduced supply. 
For example, in energy, capital expenditure 
is being cut back, but we await more 
evidence that this will temper the current 
oversupply. We remain negative on gold 
given our positive view on the dollar. We 
have moved to a positive stance on base 
metals. China has moved firmly into an 
easing cycle, bringing forward $1.1 trillion 
of infrastructure expenditure and easing 
monetary policy. This, coupled with a 
cutback in global production, should be 
sufficient to stimulate a rebound in 
industrial metal prices. Our structural 
outlook remains less constructive, however. 

We maintain our neutral positioning within 
agriculture. While supply/demand 
dynamics and the macro environment 
should put pressures on prices, there is 
currently no weather premium priced in to 
the market, so that the margin of safety is 
too low to warrant a negative score.

Schroder iSF Global Energy 

 Property  
 Our forecast is for total returns on 

average investment grade European real 
estate to average 7–9% per year between 
the end of 2014 and the end of 2018. Total 
returns and capital growth are likely to be 
front-loaded, benefiting from yield 
compression in 2015–2016 and rental 
growth from 2016 onwards. The main 
upside risk is that the low level of interest 
rates triggers an even bigger fall in yields 
through 2015–2016 than we have 
assumed in our forecasts. That would 
boost total returns in the short-term, but 
probably store up problems for the long-
term, when interest rates in the Eurozone 
eventually rise. The main downside risk is 
that the sovereign debt crisis re-ignites, 
either because Greece leaves the euro, or 
because deflation in the Eurozone 
becomes entrenched.

Schroder iSF Global Property Securities 

Bonds alternative investments

Expected performance:

Positive Neutral Negative

these views are those of Schroders’ Multi- Asset team. The funds mentioned are for 
illustrative purposes only.
1 This fund is currently not registered for distribution in Norway but is in the process 
of registration.



Schroders ExpErt MAY-SEp. 2015
30

Markets

In a world where interest rates in developed economies are at 
rock bottom and a rate rise in the US is just around the corner, 
there has been a flurry of commentary about how investing 

for income is not suited to the times. But this parochial thinking 
ignores one major factor; the long-term sustainable and consistent 
income, as well as capital growth, that this style of investing 
can deliver.

Success of income 
investing lies in 
long-term 
sustainability
although generating income when 
yields are at historic lows is not simple, 
it’s important to look past the short- 
termism of what investment style is in 
vogue and seek out the longer-term 
benefits of any approach.

Multi-asset investments No doubt, generating income when yields are at historic lows is 
no longer as simple as investors believed it once was. However, 
it’s important to look past the short-termism of what investment 
style is in vogue and seek out the longer-term benefits of any 
approach. In this sense, the Multi-asset income approach to 
investing takes advantage of a  number of trends that have 
transpired over the past decades.

Watch out for the 3D’s
For a  more well-rounded perspective on why this is, look no 
further than the 3Ds; Demographics, Deleveraging and 
Decelerating growth. 

Firstly, the world’s demographic data are forcing investors to 
study the viability of income investing. In 2000, the world had 
around 600 million people aged 60 or over. However, as longe vity 
increases and former large and youthful populations start greying 
(think China) this number is set to surge to nearly 2 billion by the 
year 2050. As working age populations dwindle, people retire and 
life expectancy increases, the demand for consistent and 
sustainable income solutions will rise. This trend is already 
evident in companies’ tailoring of services to the ‘silver dollar’ and 
the investment industry is no exception. 

Secondly, although consumers in developed economies are 
deleveraging and paying down debt, the reality for governments 
is an entirely different matter. Private debt has effectively been 
transferred to the public sector as developed world economies 
have taken on a staggering amount of debt, highlighted by the 
example of the US, where total (corporate + government) debt as 
a  percentage of GDP has hit 350%. Collectively, this suggests 
global deleveraging is going to play out over the longer-term and, 
as a result, growth is going to remain laboured. This in turn will 
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mean terminal interest rates (a measure of long-term rates) are 
likely to be below historical aggregates. Furthermore, the number 
of high-yielding safe government bonds is in short supply.

Thirdly, decelerating global economic growth is going to make 
earning a  decent return from capital gains in an investment 
portfolio all that much harder, as well as less predictable. And in 
the current deflationary environment, where real interest rates 
have dipped into negative territory, income will continue to 
remain an important source of returns for investors.

These three important trends will sustain and grow demand for 
income investments over the long term. More crucially, these 3D’s 
are structural shifts that will endure and will therefore require 
long-term planning in both sustaining income as well as growing 
capital in investors’ portfolios.

achieving income 
So, how best can investors achieve income while minimising risk? 
In 2007, holding cash that would yield 5% would have been good 
enough. A typical approach nowadays in Asia is to focus on a split 
between high-yield bonds and dividend stocks. However, the yield 
on offer is not commensurate with the volatility that has been 
present. With a Multi-asset approach, a similar yield is achieved 
with just under half the level of volatility. The two aforementioned 
asset classes, along with REITs, global equities, fixed income, and 
emerging market debt mean that the wider diversification offers 
investors the opportunity to avoid the yield traps present in fixed 
income and equities.

It also demonstrates the benefits of the need to be unconstrained 
in your investment approach and how imperative it is to focus on 
higher quality securities that will grow and sustain income 
returns. Although the phrase ‘currency wars’ may be hyperbole 

at this point, there is no denying that currency fluctuations have 
eroded many markets’ headline returns (with foreign investors in 
Japan suffering on the yen’s weakness). In contrast, a Multi-asset 
approach to investing allows for active asset allocation that 
manages risks in all the different asset classes, where active 
currency management can also be utilised to maximise returns 
for a sterling-based investor.

income is still the outcome
Although the merits of a Multi-asset approach to income investing 
are clear over the longer-term, how will this style of investing fare 
in an environment where the Federal Reserve (Fed) is likely to 
raise rates in the current year and beyond? The key factor we look 
at, as Multi-asset income investors, is how fast the Fed will raise 
rates. And the current fragility of a full-blown recovery in the US 
economy suggests that rate rises, when they do occur, will be 
implemented gradually.

History suggests that high dividend stocks and high-yield 
bonds actually delivered a solid performance in the last tightening 
cycle by the Fed in 2004 – 2007. Bonds may be hit the hardest by 
a rate rise but this should be offset somewhat by a likely cap on 
yields, which will still allow for opportunities to arise. However, 
the larger picture still supports the case for income. Although the 
world is focused on the tightening timetable in the US, the rest of 
the world is easing policy. This is true of both Europe and Japan 
but also Asia, where central banks from India to Korea are cutting 
interest rates.

In a low growth and low interest rate world, where the appetite 
for income is only growing, sustainable income investing, and the 
flexibility that accompanies it, will ensure it remains an important 
source of returns for years to come. 

kin Weng Pang  
Multi-Asset Fund Manager Kin 
Weng joined Schroders in June 
2007 as a Multi-Asset Analyst, and 
moved to a fund management role 
in 2008. Kin is a CFA Charterholder.
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History of Schroders

1960: a happy twist of fate
Schroders acquires Helbert, Wagg & Co. and under the name J. 
Henry Schroder Wagg & Co. rises to become one of the leading 
investment banks in the City of london

Schroders has a history of entering into care fully 
chosen joint enterprises and strategic 
partnerships, and few have been happier and 

more successful than the firm’s purchase of Helbert, 
Wagg & Co. Ltd in 1960. The full merger in 1962 
brought together Schroders’ merchant banking 
expertise and Helbert, Wagg’s prowess in corporate 
finance to create the firm of J. Henry  Schroder Wagg & 
Co. Ltd, one of the City of London’s leading investment 
banks through the next four decades. The two firms 
both had investment management activities: these 
united to form the basis of  Schroders’ business today. 
The two firms also shared a  similar corporate culture: 

as he contemplated the deal,  Helbert, Wagg’s chairman 
Lionel Fraser commented:

‘They think somewhat like us. I mean they are not 
grabbing  acquisitive  people. They have a sense of 
service, to use a ripe old cliché, and could be 
relied upon to play the game.’

Helbert, Wagg, like Schroders, was a long-established 
firm in the City of London with origins in Germany. 
The Wagg family, their name probably deriving from 
the sign depicting a pair of scales (Waage) that once 
hung outside their home, were from Frankfurt. In the 

Christmas party of Helbert, Wagg & Co.
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For more on the 
History of Schroders, 
see Richard Roberts 
Schroders: merchants 
and bankers (1992)

early 18th century a handful of family members came 
to London, attracted by the thriving capital markets 
and here they formed part of the Anglo-Jewish 
‘cousin hood’. When John Wagg (1793–1878) and his 
uncle John Helbert (1785–1861), both stockbrokers, 
went into partnership in 1848, for many years their 
most important client was N.M Rothschild & Sons to 
whom they were connected 
by marriage. 

Two of John Wagg’s sons, 
Arthur (1842–1919) and 
Edward (1843–1933), took 
over the business in 1866. 
Moving easily through 
London society and the 
world of country pursuits 
they made all the necessary 
connections to build up the 
firm’s portfolio of private 
clients. They also developed 
a  thriving international 
business in the issuing 
and underwriting of new 
securities. In 1912 Helbert, 
Wagg shocked the City by 
resigning from the Stock 
Exchange, thus ceasing to 
act as stockbrokers. The 
decision was influenced by the Exchange’s recent 
moves to tighten its restrictive practices, something 
the firm had long opposed.

With the outbreak of the first world war, issuing 
and underwriting came to a standstill. Helbert, Wagg 
patriotically participated in syndicates providing 
credit for Britain’s Italian and Russian allies, and 
faced a  heavy loss in the default following the 
revolution in Russia. The firm also carried out large-
scale dealings in Treasury bills and gilts: despite the 
volume of turnover Arthur’s son Alfred (1877–1969) 
calculated that the firm had made only £19 post-tax 
profit for the whole duration of the war.

Alfred Wagg was the last of the family to play an active 
role in the firm. He joined it in 1901, and from 1922 
until 1954 was the chairman of the private company 
into which the partnership had been transformed 
in 1919. A  kind and humorous man, much-loved 
by his staff, he saw his role as to attract and 
nurture the best talent: there were generous salaries 

and holidays, a  company 
pension, home loans 
and an innovative profit 
participation scheme. He 
started a company magazine 
called the Wagtail, gave 
annual dinners, summer 
garden parties and tickets 
for Test cricket matches and 
tennis at Wimbledon. The 
result was a  firm known 
for its professionalism, with 
a loyal and motivated staff.

Investment management 
became one of the firm’s 
strengths: its first investment 
trust was set up in 1926 
and in 1946 it won its first 
pension fund mandate. In 
the post-war years the firm 
also developed its issuing 

business into a  fully fledged corporate finance 
service, and led the way in advising on mergers, 
acquisitions and takeovers. Perhaps surprisingly, it 
was the firm’s very success that made it receptive 
to Schroders’ approaches: an exceptionally talented 
young team of directors needed a larger field of play 
to satisfy their ambition without  creating a crisis of 
succession; and the prevailing taxation of earnings 
meant that shareholders had hitherto been unable 
to take any financial benefit from the firm’s success, 
something a sale would  allow them to realise. In 1960 
Helbert, Wagg was sold to Schroders at ten times net 
income for £2,833,500. 

alfred Wagg’s 
90th birthday 
in 1967.
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It was in Great Britain where this delectable 
lunchtime meal was christened, when the 4th Earl 
of Sandwich (a small town in the southern English 

county of Kent) absent-mindedly placed a  piece of 
beef between two slices of bread during a  24-hour 
gambling session2. It is commonly said that the Earl 
of Sandwich was partial to them because he was able 
to continue playing cards while eating, without using 
cutlery, and without getting his cards greasy3. Both 
practical and delicious, the sandwich has continued 
to gain prominence in name and popularity.

Indeed, the British people enjoy sandwiches so 
much that they bought 3.5 billion of them in 2013 
alone, spending a  total of £7.5 billion4. With such 
a valuable market, it will come as no surprise that the 
sandwich has been revamped extensively since its 
modest beginnings on the Earl’s card table. 

Even as this article is being penned, the UK is in the 
midst of celebrating British Sandwich Week, sharing 
regional insights into the very best places to find these 
tasty morsels. The British quest for the perfect 
sandwich has transformed into a veritable art form, 
and has become an integral part of the country’s world 

renowned afternoon tea tradition. Some of the most 
famous places to sample these culinary delights 
include world class hotels such as The Ritz and 
 Claridge’s. 

A poll conducted by experts from the British 
Sandwich Association in 2013 – yes, it even has 
its own authority – also revealed that the nation’s 
favourite sandwich was surprisingly, chicken and 
 bacon, usurping the famous BLT (bacon, lettuce 
and tomato)5.

So, as summer approaches, and wherever you are 
in the world, there can be nothing better than getting 
together with friends and family to enjoy a picnic just 
full of homemade sandwiches. Enjoy! 

From the uk

Filling you in: how the sandwich was born

1 “BLT: British, lousy and tasteless”, Kathy Marks, The 
Independent, 17 May 1997.  2 Ibid  3 “Sandwich 
celebrates 250th anniversary of the sandwich”, BBC News, 
12 May 2012.  4 “Britain’s Favourite Sandwich Revealed: 
It’s Not The BLT”,  Natasha Preskey, The Huffington Post 
UK, 9 December 2014  5 Ibid

it has been described by the Wall Street Journal as Britain’s “biggest contribution to 
gastronomy”1, but how did the humble sandwich become more than just two slices of 
bread and a filling? is it a shining emblem of British ingenuity, or just a glorified snack?

John Montagu 
4th Earl of Sandwich
1718 – 1792,  
by Johann Zoffany.
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Targeting returns

If you’re seeking consistent returns 
across all market conditions, set your 
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Our actively managed, all-weather fund captures the most 
attractive opportunities across global bond markets, whether 
it is by region, asset class or sector.

Backed by a global network of over 1201 fixed income 
specialists, Schroder ISF Strategic Bond aims to deliver positive 
returns in any economic environment, using a diverse range of 
alpha-generating strategies and the ability to invest in the right 
opportunities at the right time.

Target potential in any market, visit www.schroders.com/target
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