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Schroders 
Fund Focus: Global Active Value 
 
An interview with Justin Abercrombie, Global Head of Quantitative 
Equity Products (QEP) at Schroders 

 
 

 
 
The Schroder Global Active Value Fund 
(Hedged) is a benchmark unaware 
global equity strategy that is Australia’s 
top performing global equity fund in the 
year to 28 February 20101.  This 
interview with Justin Abercrombie, Head 
of Quantitative Equity Products, on his 
recent visit to Australia in March 2010 
outlines the factors differentiating the 
Schroder approach from other 
managers. 
 
 
What’s your team’s investment 
philosophy? 
We aim to identify the key long-term drivers 
of stock returns and capture these insights in 
real portfolios.  We work on the basis of 
three key principles.  Firstly, always start 
with the fundamentals; all our investment 
strategies are based upon two key 
fundamental drivers of stock returns – Value 
and Quality.  Secondly, never underestimate 
the importance of efficient portfolio 
construction – in our view, genuine 
diversification of risk and careful 
management of costs are vital.  Thirdly, 
innovate, don’t extrapolate – we believe in 
forward-looking research which means 
learning from the past but not necessarily 
basing your judgement of the present and 
future on blindly projecting forward historical 
data. 
 
How do you define your investment 
universe? 
Our research universe covers over 15,000 
stocks across more than 40 countries around 

                                                
1 Morningstar Direct: World – Currency hedged, World 
Value/Growth and Blend categories to end February 2010 

the world.  In our view, investing globally 
maximises the potential opportunity set for 
investors.  We want to give our clients 
exposure to the very best opportunities 
wherever they are located in the world. 
 
How can you research such a large 
universe?  What type of stocks are you 
looking for? 
This is where our systematic approach 
really comes into play as we utilise 
quantitative techniques to analyse a very 
large universe of stocks globally within an 
intuitive Value based investment 
framework.  The vast majority of these 
companies are beyond the reach of most 
investors.  We also spend a great deal of 
effort identifying the best Value 
opportunities within this universe by also 
looking through a Quality lens in order to 
identify those companies that are the 
most likely to realise their value.  Quality 
to us is about measuring profitability, 
stability and financial strength whilst for 
banks we particularly focus on balance 
sheet risk.   In this way, we aim to avoid 
investing in Value traps – that is, stocks 
that are cheap for a reason.  We side-
stepped most of the major blow-ups in the 
financials sector during 2008 for example 
by focusing on both Value and Quality. 
 
How does this approach compare to 
that of other quantitative managers?     
I think we have more in common with 
fundamental investors than many people 
may think. In many ways the things we 
are looking for in stocks are the same 
attributes that a traditional equity investor 
looks for – the quantitative approach is 
just the industrial version. 
 
There has been a lot of debate over the 
last few years about the relative merits of 
quantitative investing compared to more 
traditional investment approaches.  Some 
would say that it comes down to a choice 
between ‘man and machine’.  Our 
experience is that it’s not really a question 
of choosing one above the other – you 
really can have the best of both worlds. 
 
How do you combine qualitative and 
quantitative techniques in your 
process? 

Our process can be broken down into 
three stages.  We always start with a set 
of investment ideas – where do we see 
the biggest value opportunities?  Which 
strategies are most likely to capture the 
opportunities?  And so on.  Once we 
have formulated our view of where the 
best opportunities are, we build a model 
based on our analysis of the data – 
giving careful consideration to any 
potential anomalies in that data.  Rather 
than simply focusing on what has 
worked historically, we ensure that the 
framework is robust to a range of market 
environments and is intuitive.  Finally, 
the fund manager implements the 
model’s recommendations in a live 
portfolio. 
 
The important point to make is that there 
is a human being at the beginning and 
the end of our process.  There is no 
‘black box’ in this team.  We constantly 
assess the effectiveness of our models 
and look for ways of enhancing them.  I 
believe this structure creates a virtuous 
cycle whereby the opportunities and 
risks that our fund managers identify 
naturally lead to new ideas and 
incremental improvements in the 
implementation of our investment ideas 
over time.   
 
The quant world has fallen a little out 
of favour in recent times – how have 
you avoided making the same 
mistakes? 
Quant has become something of a dirty 
word in the industry recently, largely 
because most Quantitative investors 
were ill prepared for the sudden shifts in 
market sentiment that have been 
observed since 2007.  But as I’ve 
already said, we don’t think of ourselves 
as a traditional quant manager – we 
invest in fundamentals using systematic 
techniques.  I believe this strategic 
decision has been critical to our 
success.   
 
We’ve also benefited from being rather 
more cynical about quant models than 
most.  We’re not fans of models that 
seem impossibly brilliant – if something 
looks too good to be true then it usually 
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is!   For example, the Momentum style of 
investing which is used in a lot of 
quantitative processes has been a big 
casualty recently.  Too many investors 
were chasing the same great back-test 
and this has caused many of our more 
traditional competitors to come unstuck. 
 
How do you manage risk? 
Diversification is key to our approach to 
risk.  We diversify our portfolios across 
over 500 stocks – this significantly reduces 
the risk of individual stocks ‘blowing up’.  
We also think about diversification on a 
thematic basis and ensure that our 
portfolios are diversified across a wide 
range of investment themes. 

 
As a team we are very familiar with risk 
models having built many ourselves.  As 
such, we are all too aware of the strengths 
and shortcomings of many risk 
management techniques.  We constantly 
analyse the threats posed to our portfolios 
– by market conditions or the economy – 
and seek to adjust our exposure 
dynamically.  Liquidity has a part to play 
here.  We screen the global universe for 
liquidity on a daily basis and ensure that 
our portfolios are, overall, very liquid with 
positions in smaller stocks adjusted for 
risk. 
 

What sort of markets do your strategies 
perform best in? 
As a general rule, our strategies tend to 
perform well in markets driven by 
fundamentals – that is when investors are 
rewarding attractive valuations.  We will 
also typically benefit in what we call 
‘washing machine’ markets where there is 
constant investor rotation. 
 
By contrast we find ‘irrational’ or extremely 
narrow markets more challenging.  So, a 
market that is heavily dominated by a 
single theme – like the 1990s technology 
bubble – would not be a good environment 
for our strategies although the same could 
be said for most active managers.  
Interestingly, our Value portfolios have, 
more recently, taken on more of a 
defensive flavour with an unusually high 
allocation to Consumer Staples and Health 
Care which only serves to illustrate why 
you can never assume that the future will 
be the same as the past. 

 
Why did your team’s strategies 
outperform their benchmarks in 2009 
by so much more than your target 
figure? 
We manage risk in the portfolios very 
tightly but active return opportunities are 
time varying and largely independent of 
the risk management process.  In other 
words, sometimes it is possible to 

generate returns significantly above 
benchmark while, in other years, an index-
type return may be a good result given the 
limited active opportunity.  There were 
plenty of these opportunities available in 
2009 across regions, sectors and all along 
the size spectrum.  One of the benefits of 
our approach is that we have the 
framework in place to exploit these 
opportunities as they emerge. 
 
What is your outlook for markets in 
2010? 
Ideally we’d like to see a ‘washing 
machine’ market around a slowly rising 
trend – this would be good for both relative 
and absolute returns.  I think it’s quite 
likely that we’ll see some excess optimism 
dominating areas like emerging markets 
and commodities later in the cycle – 
however, the re-tightening of monetary 
conditions may put a cap on this. 
 
I think it’s possible to compare 2009 to the 
1993 recovery and it’s not totally out of the 
question, therefore, that this year will bear 
some similarity to the interest rate shock 
correction we observed in 1994.  Whatever 
happens, I expect there will be plenty of 
volatility along the way.  I don’t really mind 
where this volatility comes from as long as 
there’s lots of it! 
 

 
 

 
 
 

 
 
 

Performance of the Schroder Global Active Value Fund (Hedged) 
 

As at 28 February 2010 1 month (%) 3 months (%) 1 year  (%) 3 year (%pa) Since inception 
* (%pa) 

Schroder Global Active Value Fund (Hedged) 1.98 5.71 67.22 -7.51 2.09 
MSCI World ex Australia NDR AUD Hedged 2.20 2.83 48.27 -7.09 0.71 
Excess -0.22 2.88 18.95 -0.42 1.38 

Source: Schroders. *Inception date: September 2005 for Schroder Global Active Value Fund (Hedged). Performance is net of fees and based on redemption prices. 
 

Performance of the Schroder Global Active Value Fund 
 

As at 28 February 2010 1 month (%) 3 months (%) 1 year  (%) 3 year (%pa) Since inception 
* (%pa) 

Schroder Global Active Value Fund 0.56 3.61 25.83 -8.46 0.82 

MSCI World ex Australia NDR 0.58 1.21 9.03 -10.87 -2.58 

Excess -0.02 2.40 16.80 2.41 3.40 
Source: Schroders. *Inception date: July 2005 for Schroder Global Active Value Fund.  Performance is net of fees and based on redemption prices. 
 
Investment in the Schroder Global Active Value Fund and/or Schroder Global Active Value Fund (Hedged) may be made on an application form in the Fund’s Product 
Disclosure Statement dated 1 December 2008 which is available from Schroder Investment Management Australia Limited, ABN 22 000 443 274, AFS Licence 226473 
("Schroders") .  Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this article.  They do not necessarily 
reflect the opinions of Schroders or any member of the Schroders Group and are subject to change without notice.  In preparing this document, we have relied upon and 
assumed, without independent verification, the accuracy and completeness of all information available from public sources or which was otherwise reviewed by us.  
Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is contained in this article. Except insofar as liability under any 
statute cannot be excluded, Schroders and its directors, employees, consultants or any company in the Schroders Group do not accept any liability (whether arising in 
contract, in tort or negligence or otherwise) for any error or omission in this article or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) 
suffered by the recipient of this article or any other person. This document does not contain, and should not be relied on as containing any investment, accounting, legal or 
tax advice. Past performance is not a reliable indicator of future performance. Unless otherwise stated the source for all graphs and tables contained in this document is 
Schroders.  For security purposes telephone calls may be taped.  Third party data is owned by the applicable third party identified above and is provided for your internal 
use only. Such data may not be reproduced or re-disseminated and may not be used to create any financial instruments or products or any indices. Such data is provided 
without any warranties of any kind. Neither the third party data owner nor any other party involved in the publication of this document can be held liable for any error. The 
terms of the third party’s specific disclaimers are set forth in the Important Information section at www.schroders.com.au. 

http://www.schroders.com.au

