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 Schroder QEP Emerging Markets  
Since its launch in March 2012, the strategy has 
delivered 4.0% pa1 in excess of MSCI Emerging 
Markets.  On the strategy’s second anniversary, 
Justin Abercrombie, Head of QEP, gives an update 
on the team’s Emerging Markets strategy.  
 

How has the strategy performed 
since launch? 
 

Since its launch in March 2012, the strategy 
has outperformed the index by 4.0% pa 
(before fees), returning 10.0% pa versus an 
index return of 5.9% pa1. As we would 
expect, stock selection has been the primary 
driver of those returns and we have made 
money in eight out of ten sectors and across 
most countries. In other words, the sources 
of performance have been well diversified – 
it hasn’t just been about doing well in a 
couple of parts of the market. 
 
How have clients responded? 

Feedback to date has been very positive 
and we have seen strong growth in our 
assets. As at March 2014 we managed over 
A$2.7 billion in the strategy on behalf of 
institutional clients. Currently, some leading 
managers in the emerging markets space 
are facing capacity issues but the advantage 
of our scalable, diverse approach is that we 
are not confronted by the same constraints.  

How has the team’s experience in 
managing global strategies 
transferred to managing an emerging 
markets strategy? 

Actually, the team’s emerging markets 
experience stretches back to 2004 when we 
started investing in the asset class through 
our Global Value and Global Quality 
strategies. We already managed around 
A$2.8 billion in emerging markets through 
these global products prior to the launch of 
the standalone strategy in March 2012. 
 
What are the distinguishing features 
of your approach? 

There are a number of features that I would 
highlight. Firstly, this is a blend approach– 
what I mean by that is that we are investing 
in stocks on the basis of both valuations and 
business quality.  Secondly, like all the 
strategies we manage, it is highly diversified,  

 

investing in more than 300 stocks 
selected from a 4,000 stock universe. 
This level of diversification carries 
obvious benefits in terms of minimising 
stock-specific risk but, for us, it is also a 
return-enhancing feature, enabling us to 
gain exposure to many more potential 
return opportunities across our universe.  
 
Finally, this is very much a high-
conviction approach; our active share is 
typically in excess of 70% and the 
portfolio looks very different to the index. 
 
What are you looking for when it 
comes to picking stocks? 

As with everything we do, our starting 
point is business quality and stock 
valuation. When it comes to value, we 
employ a range of strategies including 
dividends, cash flow, sales and assets. In 
terms of quality we are thinking about a 
business’s profitability, its stability and its 
financial strength. The great thing about 
combining value and quality opportunities 
is that the two strategies tend to perform 
at different points in the investment cycle. 
So, when value stocks are 
underperforming – such as during times of 
heightened risk aversion – quality 
companies tend to outperform.  
 
Do you have a market cap bias? 

This is an all-cap strategy. We invest right 
across the market capitalisation range; 
from the biggest companies in the market 
to the smallest.  However, our focus on 
valuations and our approach to stock 
weighting - which is based on company 
fundamentals as opposed to size - does 
tend naturally to result in a portfolio that is 
significantly underweight mega-cap 
companies relative to the index and that is 
overweight mid and small caps. 

 

What are the limitations of basing 
portfolio construction on the 
index? 

MSCI Emerging Markets is a very 
concentrated index, dominated by a 
narrow range of sectors – predominantly 
financials, tech and resources – and 
countries. There are also a number of 
more thematic pockets of concentration 
– Chinese financials, for example, 
represent 7% of the index and Korean 
technology around 6% (and most of this 
is represented by one stock – 
Samsung). By contrast, areas of the 
market where we might expect to find 
the likely winners of the future – such as 
health care – are very lowly weighted. 
 
As a result, we believe there is a clear 
opportunity for active managers to add 
value against an index which we believe 
is both narrow and, to a large extent, 
backward-looking. 
 
What role does country 
allocation play? 

Countries are important, particularly 
when it comes to investing in emerging 
markets. Our proprietary country risk 
model evaluates four types of risk – 
exchange rate, growth, credit and 
political – and awards each country an 
overall risk ranking on this basis. This 
helps us to monitor and, when 
necessary, manage risks that may arise 
as a result of our bottom-up process.  
 
For example, we have been hedging 
the South African rand since the 
inception of the strategy. We like this 
market from a bottom-up perspective 
but it scores relatively poorly in our 
country risk model, particularly on 
exchange rate risk. Hedging the rand 
has been a source of returns over the 
history of the strategy. 

 

1. Performance represents QEP composites in AUD from 31 March 2012 to 30 April 2014. 
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As at 30 April 2014 

Gross returns in AUD (%) (pre-fee) YTD 2013 Inception1 p.a. Inception1 Total 
QEP Emerging Markets -1.9 17.4 10.0 21.9 

MSCI Emerging Markets (NDR) -3.5 13.0 5.9 12.7 
Relative performance 1.7 14.4 4.0 9.1 

 

 

% Portfolio by market cap: all –cap approach 
 

 
 

 
 

 
Source: Schroders as at April 2014 

 
The strategy has delivered 
impressive performance since its 
launch; how has that been achieved? 
 
Encouragingly, the sources of returns have 
been well-diversified across a majority of 
countries. Since inception, the main driver of 
outperformance has been stock selection in 
Asia, with positive stock picking in Taiwan, 
Korea and China as well as in some of the 
smaller markets such as Malaysia and 
Indonesia. At sector level, the industrials, 
financials and health care sectors have been 
the key sources of outperformance. 
 
Emerging markets have experienced 
volatile performance recently. What is 
your assessment of the risks and 
opportunities ahead for the asset 
class? 

It has been a challenging period for 
emerging markets and there has been some 
rationality in how this has played out with 
those markets which we believe to be riskier 
such as Brazil and Turkey leading the 
drawdown.  However, at the same time, 
negative sentiment towards the asset class 
overall has also meant that even the more 
stable economies such as Taiwan and Korea 
have significantly trailed the developed 
world, the US in particular. This has created 
opportunities for managers. 
 
That said, the timing of any sustainable 
revival remains uncertain and short-term 
investor flows in and out of the asset class 
continue to have a strong influence on 
returns and could cause further volatility from 
here. 

 

Given these risks and 
opportunities, how is the portfolio 
currently positioned? 

South Africa continues to represent our 
largest country overweight with a range 
of opportunities across the market. We 
also maintain a reasonable overweight to 
other EMEA countries, including smaller 
markets like the Czech Republic and 
Hungary. By contrast we are underweight 
most Latin American markets (Mexico, 
Chile, Colombia) although we have 
recently moved from underweight Brazil 
to an overweight allocation having added 
selectively to resources stocks on recent 
price weakness. We are slightly 
underweight Asian markets, mainly on 
account of our lack of enthusiasm for 
financials in the region but also as a 
result of being underweight index-
heavyweight, Samsung. That said, we do 
continue to find a number of attractive 
opportunities in Taiwan, particularly 
amongst small and mid-cap technology 
stocks.  From a sector perspective, we 
like consumer discretionary stocks, 
particularly autos and retailers, which 
appear profitable but inexpensive. 
 

 
Key features 

 

Relative return target +3% p.a. 
Active share Typically >70% 
Number of stocks 300+ 
Tracking error (not 
targeted) 

3-5% p.a. 

Strategy assets $2.7b 
Inception date 29 March 2012 

Source: Schroders. Target performance is 
gross of fees relative to the MSCI EM Index. 
Assets as at 31 March 2014. 

About the QEP investment 
team 
Established in 1996, Schroders’ QEP 
Investment Team, led by Justin 
Abercrombie, has been managing 
money for clients since 2000 and has 
a proven performance track record 
across its innovative range of global 
equity strategies. With 30 
experienced members of staff located 
in London and Sydney, the team now 
manages in excess of $47 billion2

 for 
clients, including pension funds, 
sovereign wealth funds and insurance 
companies, all over the world. 

 
2 Schroders, as at 31 March 2014

 
Important Information 
Investment in the Schroder QEP Emerging 
Markets Fund may be made on an application 
form in the Information Memorandum dated 6 
September 2012 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 report.  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.

 

 


