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Editorial

By Ketil Petersen,  
Country Head 
Nordic Region

Despite all of our smartphones and tablets, many of 

our innate patterns of behaviour do not come from 

the 21st century, but from the Stone Age. This means 

we make decisions against our better judgement 

more often than we realise – even when it comes to 

investing. 

Behavioural economics provides astounding insight 

into this: it combines economics and finances with 

aspects of psychology, and describes typical human 

patterns of behaviour. One of these is the fixation on 

the present; on the other hand, anyone who doesn’t 

focus enough on today may encounter financial 

difficulties tomorrow or the day after tomorrow. To 

avoid precisely this issue for investors, we have 

worked together with a behavioural economist from 

the University of Cambridge to develop the information 

platform incomeIQ. It provides useful tips and practical 

information to advise you on a day-to-day basis and 

the interactive incomeIQ test, which you can use  

to recognise your customers’ behavioural patterns in 

a targeted way, and advise them on an even more 

individual basis. You can find all the key information 

on this in our Top Topic, because knowing yourself 

means making better decisions.

We’re not only looking at investor behaviour in this 

issue, but also investment solutions which are able to 

avoid the major ups and downs of markets such as 

those seen in August. These are aimed at delivering 

stable results even in unstable markets, and not  

just in calm upward phases. Schroder ISF European 

Alpha Absolute Return, for example, is one of these 

liquid, alternative investments. Its fund manager 

Lionel Rayon reveals how he works in the interview 

that starts on page 28. Our corporate bonds specialist 

Patrick Vogel has also been proving for the past three 

years that he can perform well, even in challenging 

markets. Lots more information is available in the 

special feature on page 18.

And finally, we are excited to share with you the news 

that our website has a fresh new look. It not only  

has a new layout, but also brand new categories. 

I hope you enjoy reading this issue! 

Kind regards

all action ?  
Or act with caution ?
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SCHRODERS’ NEWS

News

+ + +  Schroders launches ‘incomeIQ’ tool to help investors avoid `mental traps’ when investing  + + +

schroders has launched a new online tool designed in partnership with university 
of Cambridge behavioural scientist and PhD researcher, Joe Gladstone, to help 
investors determine their unique behavioural biases when making income  
investment decisions and improve their income intelligence or ‘incomeIQ’.

Is the tendency to look on the bright side always a good thing? Do you buy more 
when you go to the supermarket hungry? As humans we’re not always logical or 
rational. supported by in-depth research on behavioural finance, the tool aims to 
help investors understand their individual profile in order to make more informed 
investment decisions. 

In the current environment of low yields and with interest rates at near historic lows, 
traditional sources of income, such as bonds and bank account savings, have  
not offered returns that meet investors’ income goals. Whether to supplement  
pensions or paying for a child’s education, investors are looking to other sources 
of income. But are they equipped with enough knowledge when choosing? 

Our recent research shows that 88 %1 of investors say they are average or better 
than average at making investment decisions. People generally overestimate their 
investment ability and this ‘over confidence bias’ can cause errors in judgement.

1 Schroders Investment Trends Survey 2015.
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SCHRODERS’ NEWS

+ + +  Schroders to launch Bluetrend strategy on GaIa  + + + 

schroders announces that it is launching a  trend following strategy on its  
externally-managed GAIA platform1 in partnership with systematica2. The fund 
aims to generate long-term returns of 10–15 % per annum, net of fees for  
institutional and sophisticated investors.

Schroder GaIa Bluetrend  is a systematic trend following fund with an investment 
universe of over 150 markets globally across a  number of asset classes, such  
as equities, commodities, fixed income and foreign exchange. Trend following  
strategies employ tactical asset allocation models that follow market trends within 
risk controlled limits. When markets show a  positive trend, trend followers aim  
to track this trend by being long this market and, vice versa, when a market shows 
a  down trend they aim to be short. Trend following returns generally have low  
correlation to traditional markets.

Trend following strategies employ rules-based trading methodologies, based on 
algorithms, which are generated by exploiting the statistical characteristics of  
markets. These algorithms are the outcome of in-depth market research and  
technical analysis of historic price action.

The BlueTrend strategy is managed by systematica’s investment team led by  
CeO Leda Braga. The strategy was initially launched in January 2004 and has  
approximately $ 8.4bn3 of assets under management. It has established a strong 
and proven track record delivering an annualised return of 11.1 %3, with an annualised 
volatility of 14.0 %3.

+ + +  Schroders launches BSP Credit strategy on GaIa platform  + + + 

schroders is pleased to announce the launch of Schroder GaIa BSP Credit, an 
externally-managed fund on its GAIA platform. The fund is a  fundamental credit  
long short strategy that applies a  bottom-up approach, combining deep credit 
analysis, sophisticated structuring and active trading to maximise expected returns 
while limiting downside risk. 

Investing primarily in global high yield corporate credit with a focus in the us, the 
fund will aim to generate attractive risk-adjusted returns in both up and down  
markets and provide investors with an absolute return of 5–7 % per annum.

With reduced exposure to directional market trends and a  lack of correlation to 
various indices, the fund will be positioned to maximise downside protection and 
outperform during market selloffs.

Thomas Gahan, a seasoned investment professional with over 30 years of credit 
experience, leads the team as CeO of BsP and CIO of the long short strategy along 
with co-portfolio managers David Ren and Josh Passman. The credit long short 
team will follow the same research process employed in the existing strategy to 
identify and exploit mispriced credits on both the long and short side. 

since the long short credit strategy’s inception in February 2011, the strategy has 
generated an annualised return of 5.9 % net of fees with a volatility of approximately 
half the long-only index.4

1 GAIA (Global Alternative Investor Access) 
is Schroders’ alternative UCITS platform  
designed to offer investors access to  
alternative strategies in the liquid,  
transparent and regulated UCITS format.  
2 Systematica Investments Limited will be 
the appointed investment manager of the 
fund.  3 Source: Systematica, as  
at 31 July 2015.

4 Source: BSP, as at 30 April 2015.
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SCHRODERS’ NEWS

+ + +  Schroders adds to Fixed Income Global Multi-Sector talent  + + +

schroders is adding to the talent within its Fixed Income Global Multi-sector team 
through a series of key appointments. 

Paul Grainger joined in June as Senior Portfolio Manager within the  
London-based team, reporting to Bob Jolly, Head of Global Macro. With more  
than 18 years’ investment experience, he has a  strong background in global  
aggregate and interest rate investing. Prior to joining, he worked for Wellington 
Management where he was an associate partner and highly-rated fixed income 
portfolio manager.

Mads Nielsen joined in June as Quantitative Strategist within the London-
based team, reporting to Bob Jolly. With more than 15 years’ quantitative analytics  
experience, he joins from GLG Partners where he worked on a  number of their  
macro and total return strategies. He holds a PhD in Theoretical Physics from the 
Niels Bohr Institute, university of Copenhagen.

David Gottlieb, vincent Messina, and Whitney tindale joined in May from  
Third Wave Asset Management, a firm they collectively founded in 2014. The team, 
based in New York, will manage a specialised strategy focused on relative value 
opportunities primarily in us rates markets and will be part of the global macro 
team, led by Bob Jolly. each member of the team has over 20 years of investment 
management experience, including 50 years of combined hedge fund experience 
employing relative value rates strategies.

+ + +  Schroders Multi-asset Portfolio Solutions team announces further hires  + + + 

schroders Multi-Asset Portfolio solutions team, the team which manages investors’ 
exposures to both growth and liability risks to help achieve desired investment  
outcomes, has announced two newly created roles to support the further expansion 
of the business.

andrew lim joins as a solutions Manager focusing specifically on liability risk from 
Towers Watson where he worked for seven years as an Investment Consultant in  
the structured Products team advising on the structure and implementation of  
LDI strategies for defined benefit pension schemes. Andrew will work closely with 
new and existing clients and their advisers to understand their requirements and 
objectives and translate these into effective portfolios and strategies. Andrew will 
report to Ross Pritchard, Head of LDI solutions Management.

tara Jameson joins as solutions Manager focusing on growth risk management, 
reporting to Pedro Moura, Product specialist, Portfolio solutions Risk Managed 
Investments. Tara is transferring internally from the uK Institutional Distribution 
team.
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SCHRODERS’ NEWS

+ + +  Schroders scoops Best International Fund Group and Decade of Excellence award  + + + 

+ + +  Schroders global research report for post-retirement solutions  + + + 

schroders was awarded the coveted ‘Best International Fund Group’ award at  
The Incisive Media International Fund & Product Awards 2015 held in London on  
7 October. The award recognises schroders for the excellence of its digital strategy 
and strength of its product proposition, as well as outstanding fund performance 
over three years.

In a  highly competitive category, schroders scooped first place above other  
well-known players in international asset management. 

Additionally, schroders’ Chief executive, Michael Dobson, has been awarded  
the 2015 ‘Financial News Decade of excellence’ award, which recognises his  
leadership in the strong growth of schroders’ profits and assets under management 
since 2001.

schroders has announced the launch of its global research report into  
post-retirement solutions. The research, compiled across the largest global  
markets offering Defined Contribution (DC) plans, was conducted to provide insight 
into what may be the right saving solution for retirees across the world for their post-
retirement financial needs. With no country’s DC savings ratio above five times its 
average final salary, those invested in cash can expect to run out of money after just 
eight years, less than half the median life expectancy in the developed world.

With a  continuing global trend in the move from Defined Benefit to Defined  
Contribution, the current generation of savers, as well as generations to come, will 
now face the longevity and investment risks previously shouldered by plan  
sponsors. Although this shift allows individuals more flexibility and choice in post-
retirement, it also increases the number of risk considerations. Retirees may be at 
risk of outliving their savings and underestimating their consumption levels. Further 
threats include higher inflation and lower investment returns than expected. 

With governments and employers no longer providing investment frameworks,  
people will look to asset managers and insurers to develop solutions that fit  
their needs, reduce investment risks and maximise their financial longevity in 
post-retirement. 
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The process of investing can also 
play on a  number of emotions, 
which leads us to behave in certain 

ways. These reactions, which are often 
subconscious, are common to most people 
regardless of life stage, income needs  
or investment ability. Carefully managing 
the relationship between your clients’ goals 
and emotions can help you achieve  
their objectives. Schroders incomeIQ is 
a knowledge centre with guides, tips and 
tools to help you address these issues  
with your clients and encourage them to 
make informed decisions to meet their 
income needs.

Behavioural finance –  
another investment dimension?
We all make choices that don’t make 
sense – it’s human nature. This is described 
as a  tendency to think in certain ways, 
known as ‘behavioural biases’. Behavioural 
finance is an area of academic study  
which examines these biases by applying 
cognitive psychology to economics and 
finance, helping to explain why we are 
prone to making irrational financial 
decisions. 

For example, perhaps your clients are 
over-confident in their financial acumen? 
Our recent global research suggests this is 

We all need income, whether derived from employment or  
investments, to pay for day-to-day living or for the things that  
make life more enjoyable. Your clients may encounter varying  
income needs based on where they are in their lives combined  
with their aspirations. Investing for income can have an  
important role in helping your clients achieve their goals at  
any stage of life.

Schroders incomeIQ
Empowering your clients  
through intelligence
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a significant trend – out of 20,000 investors 
surveyed, 88 %1 believed that they were 
average or better than average at making 
successful investment decisions. People 
generally overestimate their investment 
ability and ‘overconfidence bias’ can cause 
errors in judgement. 

Or it could be that some of your clients 
focus on the present which may negatively 
affect their plans for the future. 46 %1 of  
the investors we surveyed favoured 
a  short-term approach that generates 
returns in under two years. Only 12 %1 
preferred a  long-term approach. ‘Present 
bias’ leads investors to focus solely on the 
here and now, which can leave them 
inadequately prepared for the future. 
Imagine how much your clients’ finances 
could benefit if their decisions were  
based on insight rather than instinct  – 
incomeIQ is designed to help your clients 
achieve just that. 

We have worked with Joe Gladstone, 
behavioural scientist and PhD researcher 
at the University of Cambridge, to develop 

the incomeIQ test which will reveal your 
clients’ behavioural biases, provide useful 
tips and empower them to make better 
investment decisions. We recommend that 
you encourage your clients to take the 
incomeIQ test and analyse the results with 
you. The insights you receive will enable 
you to gain a deeper understanding of your 
clients’ behaviour, stimulate meaningful 
conversations around their income goals 
and, ultimately, help you develop a more 
holistic investment plan.

While you may already be aware of the 
principles behind behavioural finance, 
why not take the test yourself and see 
what you discover. 
You can find the Schroders incomeIQ 
test at 
http://incomeiq.schroders.com/en/
no/adviser/
along with a  host of useful resources 
that can support you in achieving your 
clients’ income goals and help them to 
become empowered investors. 1 Source: Schroders Research 2015. 
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Schroders incomeIQ

It doesn’t matter how clever and experienced an investor is:  
We all have deeply ingrained behavioural patterns when it 
comes to reacting to certain situations. Anybody who can 
recognise their own patterns can avoid errors in reasoning,  
and so build up investment success in the long-term. In the  
first part of our series we will describe the three most common 
behavioural patterns and show you sample questions from  
the incomeIQ Test. You can learn about more behavioural 
patterns in the next edition of Expert – or take a look right  
now at http://incomeiq.schroders.com/en/no/adviser/

Recognising behavioural biases:  
Is the tendency to look on the bright side  
always a good thing? Do you buy more  
when you go to the supermarket hungry?  
As humans we’re not always logical or  
rational!

Recognising this bias: 
–  Consider themselves better than average 

at selecting the right investments 
–  Tend to ignore possible impact of chance 

and events outside their control 
–  Tend to take credit for their own 

achievements and may blame others for 
their failures 

–  May accept more risk than necessary 
and may rotate portfolio excessively, 
instead of sticking to a  medium or  
long-term plan

tips 
Separate chance from skill:
In situations of chance, previous outcomes 
should have little bearing on decisions. 
Many people often think of their success 
with investments as down to skill, not 
chance. 

Rely on experts:
Remind clients you are an expert who can 
act on their behalf in areas where they 
don’t have expertise.

Remind them  
not to listen to stories: 
All too often those investments with  
the most engaging stories are those that 
have done well in the recent past, leading 
investors to buy high and chase past 
performance.

the incomeIQ test asks you to
compare yourself with Mr. or Ms. Average – 
how do you rate your own abilities? 
(Questions are asked about car driving 
ability, capital investment ability and 
regarding ethical matters)

I. Overconfidence bias

Overconfidence bias is the tendency to 
believe in yourself without giving due 
consideration to chance, external events 
or alternative options. It’s dangerous 
because it can lead to decisions based 
on opinions rather than fact.
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II. Present bias

As a  general rule, humans care more 
about the present than the future. Given 
two similar rewards, humans prefer the 
one that arrives sooner rather than later. 
This Present bias explains why so many 
investors find it so difficult to save 
sufficiently for the future, even when it’s 
the right thing to do.
 

Recognising this bias:
–  Prefer actions which bring instant 

gratification 
–  Tend to choose a lower present reward 

over a higher future reward 
–  Need to be reminded to overcome 

immediate desire for reward in favour of 
delayed gratification 

–  Find it difficult to change their spending 
habits in order to save sufficiently for the 
future 

tips
Control yourself:
Encourage clients to see themselves as 
two people ‘far-sighted planner’ and 
‘short-term spender’. The first wants 
income over a lifetime; the second wants 
to spend now. To reach financial goals, 

the planner must manage the spender 
through rules that stop short-sighted 
behaviours.

Default saving:
Explore how commitment devices can 
help, such as workplace pension schemes 
and other automated ways to make 
contributions.

learning from mistakes: 
Present bias is often repeated. Ask clients  
to think back to the consequences last  
time that they did something impulsive  
as opposed to far-sighted. 

the incomeIQ test asks
What would you prefer? 1,000 euros today 
or 1,100 euros in a year’s time?

III. Investor literacy

The extent of someone’s knowledge 
about investments will have a significant 
impact on their financial outcomes. It is 
not the case that those with knowledge 
always do better. But those with lower 
Investor literacy should consider 
focusing on simpler, easily understood 
financial products and place greater 
importance on advice. 

Recognising this bias:
–  Tend to be guided more by emotion  

or ‘gut instinct’ than the facts 
–  Have a  lack of interest in improving 

their financial knowledge by reading 
newspaper or specialist online content 

–  Have a confused or distorted portfolio 
–  Don’t have clear investment objectives 

and get easily confused 

tips
leave your emotions behind:
Those with low investor literacy are often 
guided by their emotions rather than  
the facts during the investment decision 
process.

Read, read, read: 
Offer clients guides, news and links to online 
content like the incomeIQ website that can 
help them read around the subject.

Get to grips with pricing:
Spend more time explaining the portfolio, 
where there is risk, avoidable losses and 
greater potential for ROI.

the incomeIQ test asks
Which of these banks gives you the best 
offer for a three-year investment of 10,000 
euros? Bank A, Bank B or Bank C? Or are 
the offers all similar or the same?

Year 1 Year 2 Year 3

Bank a 0 % 0 % 10 %

Bank B 0 % 5 % 5 %

Bank C 3 % 3 % 4 %
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Understanding  
financial behaviour: 
incomeIQ

Formulate income goals and plan income 
needs, analyse behavioural patterns and 
scrutinise investment style – with 
incomeIQ you stay informed at all times, 
enabling you to advise clients more 
simply and efficiently. With this in mind 
we have assembled up-to-date articles, 
videos and our guidelines on behavioural 
finance for you. At the core of the 

platform are the investor profiles and, of 
course, the interactive incomeIQ test, 
which you can conveniently go through 
with your clients online. And with 
information on products from shares to 
bonds to multi-asset funds, you can help 
your clients to set advisable income 
targets. Take the test: 
http://incomeiq.schroders.com/en/no/
adviser/  

schroders.de/incomeIQ
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Ever since the financial crisis, it has been increasingly 
important for investors to create a well-diversified  
portfolio. Often this is done by combining both shares 
and bonds, with the aim of achieving attractive returns 
and reliable hedging against share price losses.  
However, shares and bonds too often trend in the 
same direction.

liquid alternative  
investments :  
increasingly important  
for robust portfolios

uu

Alternative liquid investments are  
a possible way round this. The 
inflow of funds into this type of 

investment has increased almost tenfold  
in recent years to around USD 308 billion 
in 2013. We believe that there is good 
reason for this – and show why this 
category of investment could be an 
interesting building block for portfolios. 

the market environment in 2015:  
a rollercoaster ride for investors
Investors have needed one thing above all 
others this year: strong nerves. Although 
share markets in Europe had climbed 
rapidly at the start of the year, the flaring 
up of the Greek crisis, significant 
disturbances in the bond market in April, 
and the sell-off of shares in August 
provided a  dampening effect. To some 
extent it was, and still is, difficult to get an 
overview of information, which also 
stoked the high volatility in the market. 
The events driving the market included the 
European Central Bank’s bond purchase 
programme, the Greek crisis, commodity 
prices hitting rock bottom, worries about 

the economic performance of the US,  
the constantly pending rate hike from  
the US Federal Reserve and worries about 
the Chinese economy and a possible hard 
landing. 

Since reaching all-time highs in April, 
the DAX and EuroStoxx 50 have both lost 
around 20 % of their value. In August 
alone, the European benchmark indices 
both dropped by around 9 % and the Dow 
Jones Industrial Average by 6.6 %. Within 
a  few days, the volatility in the shares 
market doubled – and the apparently 
comfortable gains from the beginning of 
the year were eaten up within a few days: 
this felt like a  real rollercoaster ride to 
investors. But anyone concentrating their 
capital investment on fixed income this 
year also had to contend with significant 
fluctuations in returns. For example, the 
yields from ten-year bunds – traditionally 
seen as a safe haven – of 0.075 % increased 
to around 1 % in June, which meant 
significant price losses for fixed income 
investors. Bond yields also rose in August. 
In addition to this, positive real returns 
continue to be very difficult to achieve 

given the current low interest rates on the 
fixed income side. By way of comparison, 
a private investor needs to achieve around 
3.5 % to 4 % annually to maintain the value 
of the capital in real terms. 

It is apparent that shares and bonds 
increasingly move in the same direction, 
particularly in turbulent market phases 
such as this: two investment classes that 
traditionally were considered important 
instruments in diversifying a  portfolio. 
Particularly in periods during which  
stock markets are influenced by politics,  
it becomes ever more difficult to find 
diversifying components for a portfolio – 
this tendency has been observed 
increasingly frequently since the start of 
the global financial crisis in 2007. We 
assume that this trend will also persist in 
the future, and portfolio structuring will 
face significant challenges. We believe that 
anyone who – as an investor – wants to 
structure their portfolio in a  balanced  
way has to rethink and be on the lookout 
for alternatives.



traditional mixed portfolio:
60 % shares, 40 % bonds

liquid alternative investments added in:  
30 % shares, 40 % bonds, 30 % HFRu index

Annualised performance 2.6 % 2.9 %

Annualised volatility 2.6 % 2.0 %

Maximum drawdown –38.5 % –21.2 %

Performance of the example portfolio: the effects of liquid alternative investments

Schroders ExpErt OCt–DEC 2015

14

Investment Ideas

schroders exPeRT OCT–DeC 2015

Why liquid alternative  
investments?
In the context outlined, liquid alternative 
investments have become interesting over 
recent years. Within the space of eight 
years, the inflow of funds into public funds 
with alternative strategies has increased 
almost tenfold, from USD 35 billion in 
2005 to around USD 308 billion in 2013. 
Although it is not entirely straightforward 
to find a  uniform definition for this 
investment class, there are typical 
identifiers for liquid alternative 
investments: they do not generally depend 
on a  benchmark, and target absolute 
positive performance. Mostly, they can 
enter into long or short positions, utilise 
leverage and also invest in derivatives. 
Hedge fund managers in particular use 
combined long/short approaches on the 
one hand to achieve additional returns, 
and on the other to hedge their portfolio 
in falling markets. This combination offers 

the opportunity to achieve positive returns 
even in declining markets, and to exploit 
volatile market phases more effectively in 
comparison with long-only strategies. On 
the short and long side, fund managers are 
also able to achieve improved risk-adjusted 
returns using leverage. When used 
judiciously, leverage offers the opportunity 
to effectively increase the return potential 
of a  portfolio. However, these strategies 
increase risk at the same time, because  
the possible losses scale up along with the 
increased opportunity for returns. Finally, 
with liquid alternative investments, risk  
is often managed through the use of 
derivatives. Fund managers are able to use 
these instruments to absorb the shock of 
interest rate risks by means of swaps, and 
can use put-options to protect against 
falling share prices.

This means that liquid alternative 
investments are characterised by a  low 
correlation and a low beta exposure to the 

share market. In falling markets, they 
feature a low drawdown; however they do 
deliver stable returns in the long term. 
This makes liquid alternative investments 
an excellent way of controlling the risks 
of a portfolio. This is because in contrast 
to traditional alternative investments, 
liquid alternative investments enjoy  
the benefits of a publicly offered fund –  
and therefore offer significantly more 
transparency for investors, lower buying 
levels and limits on the concentration of 
individual securities. Publicly offered 
funds also offer significantly better 
control over how the fund is structured 
and managed. Another advantage – as the 
name suggests – is increased liquidity and 
better marketability.

For investors who prefer shares, the 
focus is currently increasingly moving 
toward new options such as long/short  
and market-neutral strategies, alongside 
existing approaches. On the fixed income  

uu

30 % mix of a broadly positioned hedge fund index for UCITS-compliant funds (HFRU),  
that reflects strategies such as long/short, event-driven or relative-value.

Source: Schroders. Period: 1 December 2007 – 30 April 2015.
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Source: Schroders, August 2015.
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1 Source: Schroders. Performance of share class C, EUR, Acc., ISIN LU0995125985. Period: 1 August 2015 – 31 August 2015.  
2 Source: Schroders. Performance of share class C, EUR, Acc., ISIN LU0995125803 Period: 1 August 2015 – 31 August 2015.  
3 Source: Schroders. Performance of share class IF, EUR hedged, Acc., ISIN:LU0951570927. Period: 1 August 2015 – 31 August 2015.

side, absolute return, credit-long/short  
and relative-value strategies offer a   
strong alternative, alongside traditional 
government or corporate bond approaches. 
In addition, there are strategies that 
depend on less traditional investment 
classes such as catastrophe bonds.

Spread risks effectively with liquid 
alternative investments
The view that alternative investments are 
not a fad but rather effective instruments 
for creating value has also been proven 
historically. Since 2007, a  portfolio 
consisting of liquid alternative investments 
as well as shares and bonds would have 
performed better than a traditional mixed 
portfolio made up of shares and bonds  
in a  60:40 ratio. If liquid alternative 
investments are added here, several 
advantages immediately become apparent: 
the risk/return profile improves 
significantly; the performance increases 
whilst price volatility decreases; and not 
least, liquid alternative investments make 
a  portfolio much more robust in falling 
markets (please see illustration on the 
previous page).

Alternative investments combined with 
traditional investments have created more 
diversified portfolios with superior risk/
return profiles. How investors should use 
liquid alternative investments in practice 
ultimately depends on their individual 
objectives and appetite for risk. Both of 
these in fact determine the effective  
choice of the appropriate instruments 
from this heterogeneous and diverse 
product group.

In this challenging market environment, 
some Schroders funds from the liquid 
alternative investments category have 
shown that they can achieve positive 
performance in the long term in volatile 
market phases such as have been 
witnessed in recent months, and that 
thanks to their low correlation with 
traditional investment classes they 

constitute important portfolio supports. 
This means that the two European long/
short strategies Schroder ISF European 
Alpha Absolute Return (+1.1 %)1 and 
Schroder ISF European Equity Absolute 
Return (+0.1 %)2 on the side of share 

Schroder ISF European alpha absolute Return

10 worst market monthly drawdowns vs.  
Schroder ISF European alpha absolute Return 

investments as well as the Schroder GAIA 
Cat Bond (+1.4 %)3 as a catastrophe fund 
both attracted attention in August.

Source: Schroders, as at 31 August 2015. Returns from the C Share class, base currency,  
net of fees.
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Source: Schroders. as of 30 September 2015.

Schroder ISF European alpha absolute Return

Style Europe long/short shares

launch date 11 February 2014

Fund manager Lionel Rayon

total fund size EUR 140.2 million

Investment objectives

   Performance 10 % p. a. (after costs) Since inception date: 7.9 % p. a. (after costs) 

   Low correlation with the share market  Since inception date, FTSE World Europe index: 0.11

   Moderate volatility 8 % to 10 % Since inception date: 7.0 %

   Low net exposure to shares – 20 % to + 20 % 7 % on average

Characteristics High drawdown hedging (positive returns in August 2015), stable income, low correlation to the share market

Investment approach Focus on fundamental stock picking and profit growth in companies

Share class EUR, C shares; ISIN: LU0995125985

Dealing Daily

Schroder ISF European Alpha Absolute Return was launched in February 2014 to accommodate a transfer of shareholders from the Cazenove fund to the Schroder ISF SICAV. 
Prior to 11 February 2014 the fund uses the track record of Cazenove European Alpha Absolute Return Fund (launched on 19/03/2007) as a performance track record.

Schroder ISF European Equity absolute Return

Style Europe long/short shares

launch date 11 February 2014

Fund manager Steve Cordell

total fund size EUR 145.5 million

Investment objectives

   Performance Positive returns in all market phases Since inception date: 6.4 % p. a. (after costs)  
over a three-year period

   Low correlation with the share market  Since inception date, FTSE World Europe Index: 0.09 

   Moderate volatility  Since inception date: 6.9 % 

Characteristics High drawdown hedging (positive returns in August 2015), stable income, low share market correlation

Investment approach Combination of top-down sector analysis and bottom-up share selection

Share class EUR, C shares; ISIN: LU0995125803

Dealing Daily

Schroder ISF European Equity Absolute Return was launched in February 2014 to accommodate a transfer of shareholders from the Cazenove fund to the Schroder ISF SICAV. 
Prior to 11 February 2014 the fund uses the track record of Cazenove European Equity Absolute Return Fund (launched on 30/10/2003) as a performance track record.

Schroder GAIA Cat Bond was launched in October 2013 to accommodate a transfer of shareholders from the Next Generation Absolute Return-Secquaero ILS fund to the 
Schroder GAIA SICAV. Prior to 21 October 2013 the fund uses the track record of the Next Generation Absolute Return-Secquaero ILS fund (launched on 02/05/2011) as  
a performance track record, starting from the actual launch date of the share class.

Schroder GaIa Cat Bond 

Style Insurance-linked securities (earthquakes, tornadoes, storms)

launch date 21 October 2013

Fund manager Daniel Ineichen

total fund size USD 822 million

Investment objectives

   Performance Target USD 3-month Libor + 6 % p. a. Since inception date: 5.1 % p. a. (after costs)  
over an insurance cycle

   Low correlation with the share market  Since inception date, MSCI World USD: 0.12

   Moderate volatility  Since inception date: 2.1 %

Characteristics High drawdown hedging (positive returns in August 2015), stable income, low share market correlation

Investment approach Focus on liquid, tradeable catastrophe bonds

Share class EUR Hedged, IF shares: LU0951570927

Dealing 3 times per month
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For professional investors or advisers only. *Schroder International Selection Fund is referred to as Schroder ISF. 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 by 
Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registered number 1893220 England. Authorised and regulated by the Financial 
Conduct Authority. w46829
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to income
A winning approach

S C H R O D E R  I S F  G L O B A L  M U L T I - A S S E T  I N C O M E

Schroder ISF* Global Multi-Asset Income offers a 
regular and sustainable source of income with a focus on 
quality and diversification, using our active asset allocation 
and robust risk management strategies.

We employ a global, flexible and unconstrained approach, 
taking advantage of yield opportunities in whichever region 
or asset class they arise.

Get ahead with our winning approach to income at 
www.schroders.com/gmai
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1 As at: 14 September 2015, Source: 
Bloomberg.  2 Benchmark of the Schroder 
ISF EURO Corporate Bond: Bank of America 
Merril Lynch EMU Corporate Index;  
Benchmark of the Schroder ISF EURO Credit 
Conviction: iBoxx EUR Corporate BBB.

Firmly on the path  
towards success
“a little more every month” – that’s the motto of Patrick vogel, Head of European 
Credit, who took on Schroder ISF EuRO Corporate Bond three years ago. He has 
successfully fulfilled his objective; consistently outperforming the index with the fund, 
as has been the case with Schroder ISF EuRO Credit Conviction launched at the end 
of 2013. We take a look at what drives the funds, and what the future may hold.

It has been an exciting three years in  
European bond markets. To mitigate 
the European debt crisis, the European 

Central Bank (ECB) has reduced the base 
rate to a historically low level in a series of 
steps. The decision to implement large-scale 
asset purchases was equally historic, and 
has had a significant impact on government 
and corporate bond markets. Euro 

government bonds are currently yielding 
around 0.8 %, and investment grade euro 
corporate bonds are yielding around 1.2 %.1 
Even for Patrick Vogel, with more than 20 
years of investment experience, this is 
a  challenging environment. However, the 
performance of the two funds has been 
impressive. Both have outperformed their 
respective benchmarks2 significantly.
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Source: Morningstar. 27 August 2012 to 30 September 2015.  
All fund performance data are on a NAV to NAV basis, net income reinvested.

a focus on European  
corporate bonds
Schroder ISF EuRO Corporate Bond 
At least two-thirds of the fund (excluding 
cash) will be invested in bonds issued  
in euros by companies worldwide. 
A maximum of 20 % of the fund can be 
invested in bonds issued by governments 
and government agencies. Schroder ISF 
EuRO Credit Conviction was launched 
following a  suggestion from three 
institutional clients from Germany: They 
wanted a  fund with a  slightly more 
aggressive orientation. Accordingly, the 
fund can invest up to 30 % in securities 
that are issued in foreign currencies,  
and the proportion in high yields bonds 
can also be up to 30 %. 

Performance of the Schroder ISF EuRO Corporate Bond since  
Patrick vogel took on the management of the fund

uu
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In order to achieve his objectives,  
Patrick Vogel relies on an overarching, 
team-based approach. Research and views 
are gathered from Schroders’ extensive 
and integrated investment framework. 
Konstantine Leidman and his team 
specialise in the high yield issues, for 
example. Like Patrick Vogel he pursues an 
area-based investment approach, and since 
November 2012 the fund, that Konstantin 
manages, Schroder ISF EuRO High 
Yield, has achieved an annual performance 
of around 7.7 %4 and has held its ground 
even in difficult market phases. 

Flexible and ready to respond
Management pursues a “multi-asset credit” 
approach in putting together the portfolios 
for Patrick Vogel’s two funds. The portfolios 
of both funds are therefore composed  
of strategic, tactical and area-related 

4 Source: Schroders, annualised performance since investment, share class C, EUR, Acc. (14 November 2012) as at 31 August 2015.

investments. This means it is a flexible mix, 
that also includes diversification through 
attractive bonds that have little correlation 
with one another. 

Generally, the fund managers prefer liquid 
investments so that they can proactively 
respond to market developments at any 
time. Depending on their assessment of 
the market, they can focus on different 
areas. For example, the team can 
overweight specific countries, industries 
or maturities. Depending on the market 
conditions, the focus can likewise be on 
security and risk reduction. At the 
moment, topics such as the economic 
recovery in Europe play just as important 
a role as the underweighting of companies 
whose turnover is particularly dependent 
on emerging countries. 

Additional returns can also be achieved 
in investments that are not denominated 

in euros, while currency risk remains 
100 % hedged. Being able to operate 
flexibly in the investment universe makes 
it possible to identify bonds with an 
attractive risk/return profile even in 
a challenging market environment.

the economic situation  
favours Europe
How do fund managers assess the future 
of European bond markets? Recent years 
have been dominated by developments  
in Europe and the US. For example 
discussions about quantitative easing, the 
crisis in the eurozone, Federal Reserve 
(Fed) policy, and of course the 
consequences of a possible ‘Grexit’. These 
topics remain on the agenda, but the  
focus will move towards the East. China’s 
weakening growth in particular will have 
an impact on export-oriented European  

uu
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5 Source: Schroders. As at: 31 August 2015.  

businesses. If the growth of European 
economies is weaker than expected, 
deflationary pressures could also mean 
risks for the bond markets.

However, the management team remain 
of the view that the European economy is 
on the road to recovery. Expectations for 
inflation are being significantly dampened 
by low price of oil. Credit conditions in 
Europe are improving, and the stable 
growth of the US economy and attractive 
euro yields are providing the momentum 
for European bond markets. The positive 
growth trend in peripheral European 
countries is also contributing to this. The 
current market volatility is opening up 
buying opportunities for active managers 
like Patrick Vogel, offering further 
potential to outperform the market. 
Europe is also still behind the US in terms 
of the credit cycle. 

Background:  
Fund Manager Patrick vogel 

Patrick Vogel has been with schroders for three years. In his role as 
Head of Credit, he is the fund manager responsible for schroder IsF 
euRO Corporate Bond and schroder IsF euRO Credit Conviction. 
Patrick has more than 20 years of investment experience. Before joining 
schroders, his previous employers included Legal & General Investment 
Management, Deutsche Bank and Frankfurt-Trust. Patrick has a  AAA 
rating from Citywire.6

the current investment focus
Schroder ISF EuRO Corporate Bond  
is currently biased toward high yield 
bonds and its allocation to financials is 
falling. The fund management are 
currently honing in on the areas of real 
estate and service provision. Securities 
from the energy and consumer goods 
sectors are underweight in comparison 
with the benchmark. Regionally, the UK 
is a relative overweight while France and 
Germany are comparatively underweight. 
On top of this, the management team are 
currently prepared to enter into higher-risk 
investments for the sake of higher yields. 
Around two thirds of the securities have 
a  BBB– or BB rating compared  
to an average fund rating of BBB+;  
Schroder ISF EuRO Credit Conviction 
is overweight in the UK and US from 
a  regional perspective, and underweight 

France and Germany compared to the 
benchmark. Utilities are less well 
represented at sector level. The average 
rating is BBB.5

Further development of the 
existing range
Hoping to add another chapter to this 
history of success, Schroders is planning 
to invest in a new bond fund with a focus 
on European corporate bonds. This 
product will also be managed by Patrick 
Vogel and his team. 

6 Source: Citywire, as at: 30 September 2015.
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Steve, can you tell us first of all  
about the aims of the fund ?
The fund targets positive returns  
throughout the market cycle. We aim to 
achieve absolute returns independent of 
market conditions with low correlation 
to, and lower volatility than, the FTSE 
World Europe Index. Since the launch of 
the strategy, the fund has had a correlation 
of 0.09 to the FTSE World Europe Total 
Return Index and a beta of 0.04 (as of 31 
August 2015). In seeking to achieve these 
aims, we use a business cycle investment 
approach. We take both long and short 
positions and usually have around 30 – 50 
stocks on either side of the balance sheet. 
Capital protection is another important 
factor and we are encouraged by the 
fund’s performance during market  
drawdowns.

amid increased market volatility,  
absolute return funds offering extremely 
low correlation to equity indices can be  
an attractive option for investors.  
We caught up with fund manager Steve 
Cordell to discover more about his  
investment process.

Success is  
not a short-term  
phenomenon

Schroder ISF  
European Equity absolute Return



Steve Cordell 
Fund Manager, 
european  
equities

–10.1
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You mention the business cycle 
investment approach, can you  
explain what this is ?
Broadly, we assess where we are in the 
business cycle, which determines the level 
of risk we want in the portfolio. That level 
of risk then changes as we move through 
the different phases of the business cycle: 
recovery, expansion, slowdown and  
recession. Clearly, we would want different 
levels of risk in the recovery phase than 
in the recession phase.

Once you’ve established which phase 
of the business cycle we are in, how 
does that affect the portfolio?
We divide the equity universe into seven 
style groupings according to their  
correlation with the business cycle. The 
groupings range from those areas of the 

10 worst market monthly drawdowns vs. fund

market with a positive correlation to the 
cycle, such as commodity cyclicals,  
consumer cyclicals, and industrial cyclicals, 
through to growth and financials, and 
then the negatively correlated areas 
which are growth defensives and value 
defensives. 

We seek to alter the fund’s positioning 
so that it has the appropriate allocation to 
each of these different groupings as we 
move through the cycle. For example, 
when the economy is in a recovery phase, 
we will typically take long positions in  
industrial and consumer cyclicals and we 
will short the defensive style groupings. 
Conversely, when the economy is in  
recession we would typically be long  
defensives and short cyclicals.

I should add as well that we have the 
flexibility to move up and down the  uu

steve Cordell is an experienced 
european equities investor with over 
20 years’ investment experience. 
He joined schroders following the 
acquisition of Cazenove Capital in 
2013. He was a senior member of 
the pan-european equity team at 
Cazenove, having joined in 2002. 
steve is manager of the schroder 
european Opportunities Fund, 
schroder IsF european equity  
Absolute Return, schroder IsF  
european Opportunities, schroder 
IsF european equity (ex uK) and 
schroder european Absolute Target 
Fund. Prior to Cazenove, he was at 
HsBC Asset Management (europe) 
Ltd where he was responsible for 
several retail and institutional pan-
european portfolios.

Source: Schroders, August 2015.
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market cap scale depending on where we 
are in the business cycle. The portfolio 
would typically be long mid-cap names in 
the early part of the cycle but we would 
then short these towards the end of the 
cycle, favouring the large cap, lower beta 
names instead.

What are the advantages of taking 
this approach? 
The key advantage is that we avoid  
a  permanent bias towards a  particular  
style of investing. Funds that consistently 
favour one particular style of investing  
are at risk of prolonged periods of  
underperformance when that style is out 
of favour. Our business cycle approach 
avoids this risk. By focusing on identifying 
turning points in the business cycle, we 
can shift the fund’s positioning ahead of 
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the market so that it has the potential to 
deliver absolute returns in all phases of 
the economic cycle.

and how do you identify a turning 
point in the business cycle?
We hold monthly strategy meetings at 
which we examine current macroeconomic 
data and any potential changes in the 
business cycle. We focus especially on  
leading indicators.
Manufacturing PMIs (purchasing  
managers’ indices) are very important. 
We also look at surveys such as the  
German Ifo business climate index and 

the eurozone ZEW investor confidence 
survey. When we identify a turning point, 
we will adjust the fund’s risk profile to suit 
the new phase in the business cycle.

Does that mean stock rotation is  
quite high in the portfolio?
During turning points in the market,  
rotation is crucial and so stock turnover 
can be high in these periods. Once we 
have identified a  turning point in the  
cycle, it is important that we act swiftly to 
adjust the risk profile of the portfolio  
otherwise there is a danger of missing the 
opportunity.

uu What part does stock selection  
play in your process?
Stock selection remains a  crucial factor in 
our process. The business cycle approach 
does not preclude stock-picking; in fact, it is 
a  tool which enhances our stock selection 
skills. It focuses our attention on the type of 
risk profile we require at each stage of the 
cycle. We then undertake fundamental 
stock analysis to identify those stocks that 
represent a mispriced opportunity.

We analyse company earnings cycles to 
time our entry at the point when the  
earnings estimates of the company are 
about to undergo a  period of revisions  

Business cycle: a pragmatic approach

Source: Schroders as at 30 August 2015.
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relative to the market. We also look at  
metrics such as cash flow return on invested 
capital to judge if the company creates 
economic value. Stock selection will usually 
be the main driver of relative returns,  
except at turning points in the cycle.

What is your assessment  
of the business cycle at the  
moment?
There are signs of global growth and  
inflation expectations falling back in the 
face of weakness in China and deflationary 
pressures from oil and commodities in 
general. The global cycle is therefore in 

the slowdown phase. In Europe, however, 
recent purchasing managers’ index surveys 
have continued the trend of gently  
improving service sector levels while  
recent manufacturing trends are more 
mixed as they reflect the more global  
nature of these markets. In the UK, 
growth remains good but may have 
peaked already after the general election 
boost. All in all, recent data suggests  
that the nascent economic recovery is  
continuing but that it remains fragile,  
with European domestic demand holding 
up well so far, despite the global  
slowdown.

Where do you see the best  
opportunities in Europe currently?
Financials are an area we continue to like 
as we feel these offer a good combination 
of attractive valuations and potential for 
earnings to improve. We expect significant 
dividend improvements from banks in 
the coming years as well. As a  group,  
financials have a  neutral exposure to  
rising rates and some, including insurers, 
will be positively impacted. While banks 
are perhaps becoming a consensus trade, 
we also like the real estate sector and see 
this as a  good way to play the domestic 
European recovery. 

Performance in % (EuR) 1 month 3 months 6 months YtD 1 year 3 years 5 years 10 years

Schroder ISF European Equity absolute 
Return (ISIN: lu1046235062)

0.0 1.7 3.1 7.8 10.6 34.0 31.6 59.7

Fund performance over the last five years

 Schroder ISF European Equity Absolute Return

08/2010 – 08/2011 08/2011 – 08/2012 08/2012 – 08/2013 08/2013 – 08/2014 08/2014 – 08/2015

Source: Schroders as at 30 August 2015. Schroders, C Acc class, NAV to NAV basis, net income reinvested. Schroder ISF European Equity  
Absolute Return was launched on 11 February 2014 to accommodate a transfer of shareholders from Cazenove European Equity Absolute  
Return Fund, Cazenove UK Equity Absolute Return Fund and Cazenove Leveraged UK Equity Absolute Return Fund to the Schroder ISF SICAV. 
Prior to 11 February 2014 the fund uses the track record of Cazenove European Equity Absolute Return Fund (launched on 30 October 2003)  
as a performance track record. The fund does not follow a specifi c benchmark.
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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

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

Quartile Ranking/ 
comparison
group

Comparison group
Morningstar

Fund 
(calculated 
in Euro)

1 year

Schroder ISF asian Convertible Bond
A, usD, Acc., Lu0351440481

1st  2 / 11 Convertible Bond – Asia/Japan +14.7 %

Schroder ISF European Equity alpha
A, euR, Acc., Lu0161305163

1st  6 / 43 Europe Large-Cap Value Equity +8.8 %

Schroder ISF EuRO High Yield
A, euR, Acc., Lu0849399786

1st  7 / 59 EUR High Yield Bond +1.9 %

Schroder GaIa Sirios uS Equity
A, usD, Acc., Lu0885727932

1st  3 / 17 Long/Short Equity – US +13.8 %

Schroder GaIa Paulson Merger arbitrage
A, usD, Acc., Lu1062022733 

1st  5 / 23 Event Driven +6.9 %

3 years 

Schroder ISF Japanese Opportunities
A, JPY, Acc., Lu0270818197

1st  10  / 126 Japan Large-Cap Equity +17.6 %

Schroder ISF asian Smaller Companies
A, usD, Acc., Lu0227179875

1st  1 6 / 115 Asia ex Japan Equity +15.6 %

Schroder ISF EuRO Corporate Bond
A, euR, Acc., Lu0113257694

1st  9 / 131 EUR Corporate Bond +5.1 %

Schroder ISF Global Convertible Bond
A, usD, Acc., Lu0351442180

1st  1 1 / 21 Convertible Bond – Global +11.8 %

Schroder ISF European Equity (ex uk)
A, euR, dis., Lu0995124319

1st  7 / 44 Europe ex-UK Large-Cap Equity +16.0 %

5 years  

Schroder ISF Japanese Opportunities
A, JPY, Acc., Lu0270818197

1st  6  / 121 Japan Large-Cap Equity +13.1 %

Schroder ISF European Equity alpha
A, euR, Acc., Lu0161305163

1st  9 / 35 Europe Large-Cap Value Equity +8.4 %

Schroder ISF asian Smaller Companies
A, usD, Acc., Lu0227179875

1st  9 / 95 Asia ex Japan Equity +8.3 %

Schroder ISF Global Convertible Bond
A, usD, Acc., Lu0351442180

1st  1 2 / 16 Convertible Bond – Global +9.0 %

Schroder ISF European Equity (ex uk)
A, euR, dis., Lu0995124319

1st  9 / 36 Europe ex-UK Large-Cap Equity +10.5 %
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T R U S T E D  H E R I T A G E  A D V A N C E D  T H I N K I N G

Important information. For professional investors or advisers only. *Source: Schroders, as at 31 July 2015. 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  
September 2015 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registered number 1893220 England. Authorised and regulated by 
the Financial Conduct Authority.  w47633

finest ensemble
Access our

The Schroder GAIA range is a suite of 
funds housed within a UCITS-compliant 
platform offering liquidity and access to  
the benefits of hedge fund-like returns.

Developed using the expertise of our in-house team 
and external ‘best-in-class’ specialists, the funds  
span across a diverse range of asset classes and  
are available to suit a variety of risk/return appetites.

With $6.0 billion* invested, it has already been received 
with applause by professional investors and advisors.

For the full score, visit www.schroders.com/gaia
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Q&A WITH lIONEl RaYON

Lionel is a senior member of the 
pan-european equity team and 
joined schroders as part of the 
acquisition of Cazenove Capital 
in the summer of 2013, having 
been at Cazenove since 2005. 
Prior to Cazenove, he was at  
Citigroup where he was a Director 
in the european technology  
research team and spent time 
with schroders securities as 
a French specialist.

Grenfell. He stood out from the rest  
because he would relentlessly turn every 
stone until he was confident he knew and 
understood all he needed to know and 
understand about a  company. You can’t  
be a  stockpicker unless you’re willing to 
work harder than the competition.

What’s the most absurd investment 
rule you’ve ever heard of ?
The efficient market theory and the  
optimal portfolio – Markowitz got a Nobel 
prize for that. It has a nice but deceptive 
mathematical allure, so overall, I’m not 
convinced. 

Which book should every  
investment professional have read ?
“Against the gods” by Peter Bernstein. 
Most investment books focus on  
returns rather than risk. This particular 
book is all about risk and I  think that 

risk is as important, but is much less 
well understood.

What’s been your most rewarding  
experience at Schroders?
Schroders provides a  perfectly balanced 
working environment which allows me to 
do my job to the best of my ability and 
I find this very rewarding. 

and who would you most  
like to give a piece of your mind  
because you don’t like what he  
or she’s doing ?
Occasionally, the dangers of travelling  
to work by bicycle can lead me to  
want to give a piece of my mind to the  
inconsiderate road-users out there. 

What do you collect ?
I don’t actually collect anything, I believe 
in travelling light through life.

What was your first formative  
experience with money ?
I’ve always been careful with money and 
this was highlighted especially when I was 
a  student in the US as I was on a  rather 
tight budget and had to make every penny 
count. 

How did you finance your  
academic studies ?
Fortunately, my parents were able to  
support me for my undergraduate studies. 
After that, several well-paid internships 
and a bank loan enabled me to fund my 
MBA.

Who do you most admire from  
a professional point of view
John Armitage, the founder of Egerton. 
He was one of the first clients I talked to 
when I started my career as a  financial  
analyst. He was still then at Morgan  

lionel Rayon
Fund manager 
schroder IsF european Alpha 
Absolute Return
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When do you switch off your  
mobile phone?
Never! 

Who do you follow on twitter ?
I have to admit that I’m not the most avid 
user of social media myself. 

Your favourite tv series ?
That’s easy, Frasier.

and which television programme do 
you usually switch off immediately ?
I’m very selective so I only really watch 
scheduled television shows especially  
the tennis or football. I don’t like to leave 
these things to chance! 

What rouses more passion in you –  
football or rock music ?
It has to be music, but probably not the 
“rock” variety.

What sporting or cultural event have 
you attended most recently ?
Peter Bernstein at the Village Vanguard 
in Manhattan, the most famous jazz club 
in the world. A very fine guitarist, from 
the old school and funnily enough, he 
shares the same name as the author of 
“against the gods”, the investment book 
I mentioned earlier.

What possession would you never 
want to give up?
I could live without most material things, 
I have everything I need in my head.

What is the one thing that you  
cannot live without ?
If I  had to choose, it would have to be 
a nice guitar.

Beer or wine with your dinner ?
Wine for certain  – especially given its  
medicinal properties!

Which charity project did you  
support recently ?
Ural’s Orphans, who do some great work 
with Russian orphans. 

Where do you want to live when  
you finish working in the financial  
industry ?
This is an easy question to answer: in the 
Bodrum peninsula. 
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Demogr aphics corner

Every year the world’s population 
grows by the equivalent of another 
Germany (approximately 80 million 

people). At least as far as the number of 
people that inhabit our planet is concerned. 
This growth is set to continue – and in fact 
slightly faster than United Nations (UN) 
experts assumed two years ago. The most 
recent forecasts, for example, suggest that 
in 10 years’ time, there will be around 110 
million more 15 to 59 year olds in India 
alone, compared to today. That is around 
twice as many people as there are in total 
in this age group in Germany. 

And why should that excite you as a   
reader of Jelgren Demographics Corner? 
Because population growth is slowly but 
constantly changing the world map, and 
will change it even more fundamentally  
in the future. This has consequences for 
practically every company, every industry 
and all economies. And that’s relevant for 
everyone who makes investment decisions 
that go beyond a  single day. This is 
confirmed by the latest numbers and 
figures as follows.

▶  According to UN estimates, in July 2015, 
the world’s population reached the 
impressive figure of 7.3 billion people  – 
and of this total, the final billion was 
added in just the last twelve years.

▶  Even if the growth in population slows 
down, the UN expects a  global 
population of 9.7 billion in 2050, and 
more than 11 billion in 2100. These 
numbers are slightly higher than in the 
previous edition of the report in  
2013: at that time, estimates for 2050 
and 2100 were 9.6 and 10.9 billion 

Planet Earth:  
bursting at the seams Lars K. Jelgren,  

Head of Intermediary 
Sales Nordic, 
Today and in 30 years
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respectively. The latest iteration 
predicts faster gains in life expectancy 
and slightly slower declines in fertility.

▶  By 2050, nine of the almost 200 
countries in the world will be 
responsible for half of the world’s 
population growth with India and 
Nigeria leading the way.

▶  The strongest growth is in Africa: it is 
expected that the population in 10 
different African countries will increase 
fivefold by 2100.

▶  As early as 2022, India will overtake 
China as world’s most populated 
country – 6 years earlier than previously 
forecast.

▶  The median age of the global population 
is 29.6 years, and, unsurprisingly, Japan 
is the oldest country, with a  median  
age of 46.5 years. A  whole quarter of 
Japan’s population is over 65 years old. 
At the other end of the scale, Nigeria 
has an average age of 14.8 years.

▶  In 83 countries, the fertility rate has 
been below the replacement birth rate 
of 2.1 births per woman in the last five 
years, including all BRIC countries 
with the exception of India.

▶  Life expectancy has increased across 
the board since 2010, with the exception 
of Syria and Libya. On average, men are 
now expected to live to 68 years old and 
women to 73. Hong Kong continues  
to have the longest life expectancy, at 
an impressive 84 years.

▶  The number of people over the age of 
60 will more than double by 2050 and 
triple by 2100. Two thirds of these new 
pensioners will live in Asia. This will 
put a significant strain on governmental 
pension schemes, and will pose 
enormous social problems for countries 
that do not have such pension 
provisions.

▶  11 countries will see a  decrease in 
population by 2050. As expected, Japan 
is one of these countries; however, 
surprisingly, the other 10 countries are 
all in Eastern Europe.

Some may doubt the long-term forecasts 
provided by the UN, but the medium-
term estimates can be trusted with a high 
level of certainty, since most people who 
will be alive in 2030 have already been 
born. In addition, fertility and mortality 
rates only change slowly. For example, in 
Africa six out of 10 people are currently 
under the age of 25 – a fact that will have 

The 24th edition of “World Population Prospects” was published at the end of 
July 2015 by the United Nations Department of Economic and Social Affairs. 
The report is based on earlier surveys, and includes results from previous 
population counts as well as global polls relating to demographics and health 
data. The revision highlights demographic trends at global, regional and 
national level – with forecasts to the year 2100. 

The full 2015 Revision of World Population Prospects with interactive statistics, 
maps and diagrams is available online at esa.un.org/unpd/wpp.

a significant impact on future population 
trends. Provided that the fertility rate 
does not suddenly and unexpectedly 
nosedive, a  very high number of births 
can be expected. Looking at the first 
edition of the World Population Prospects 
in 1958, we can see that they were only 
2.5 % off in their prediction of world 
population growth in 2000 – impressively 
precise for a  period of more than 40  
years.

Many investors perhaps also neglect 
demographic data because it changes so 
slowly. But anyone who knows how to use 
it can position his or her investments 
ahead of time. For example, India’s strong 
population growth will likely translate 
into a substantial increase in demand.

Understanding the challenges and 
opportunities brought by demographic 
trends presents all of us with an additional 
obligation: promoting sustainable 
development in such a way that the world 
will still be worth living in when we reach 
the year 2100. 
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Markets

the summer months of 2015, and august in particular,  
were unsettling for investors. the sharp sell-off in equity  
markets and volatility in bond markets were made all  
the more unnerving by what appeared to be very mixed  
messages from different economic regions.

What is a currency war,
and should investors  
arm themselves ?

alan Caubergh  
Senior Investment  
Director,  
Fixed Income
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On the one hand, we continue to see strengthening 
economic data from the US and the UK, and a stable 
picture of the eurozone’s progress. On the other hand 

we have the Chinese government and People’s Bank of China 
(PBoC) making strident changes to monetary policy to support 
the slowing economy. All while the oil price languishes around 
its lowest ebb in over six years. The addition of alarming 
headlines alluding to ‘currency wars’ doesn’t help, but this at 
least is one story we think investors can remain relatively 
sanguine about. 

In simple terms, a currency war is an intentional devaluation 
or depreciation in the value of an economy’s domestic 
currency. The phrase refers to action from a country’s central 
bank; generally reducing the value of its currency in order to 
gain competitiveness and increase exports. On this basis, it 
could be argued that the action announced by the PBoC in 
August does not represent a currency war movement at all. 

Since 1994, China has pegged its currency to the US dollar, 
barring a  three year gap from 2005 to 2008, in which the 
renminbi was allowed to appreciate. In August this year, the 
PBoC brought the reference rate in line with the market rate. 
The move may indeed have supported the economy, only time 
will tell. In our view, the decision was more substantially 
motivated by China’s desire to turn the renmimbi into 
a reserve currency. One of the International Monetary Fund’s 
(IMF) criteria to allow this is for the market to set the exchange 
rate, not the PBoC.

This alone would begin to refute the idea that the PBoC’s 
decision was purely a tactic in a currency war. Furthermore, 
China’s multi-decade transition from an export and 
manufacturing led economy to one driven primarily by the 

service sector and domestic demand will be a  drawn-out 
process; one which will likely cause further fluctuations in the 
renminbi. The Chinese central bank has suggested that the 
moves were introduced to smooth the inevitable currency 
volatility on that road.

Looking at some other economies within the ‘BRIC’ group – 
which comprises Brazil, Russia, India and China – currency 
depreciation in 2015 has been dramatic. The Brazilian real and 
Russian rouble have seen stark depreciations of their domestic 
currencies in 2015, but this is due to economic vulnerability, 
not central bank involvement. 

So what does this all mean for investors? 
Currency, and relative currency strength, is of course still 
a very important factor when addressing markets. The Federal 
Reserve (Fed) deferred an increase in its headline interest rate 
during the September meeting to  – at the very earliest  – 
December. The decision calmed some investor concerns for 
Asian currencies. This is because US dollar financing in Asia 
has risen substantially in recent years, and to defend local 
currencies in the face of a stronger dollar would involve using 
up valuable foreign currency reserves. 

In the meeting to discuss the decision, Fed Chair Janet Yellen 
stated that “heightened concerns about growth in China and 
other emerging market economies have led to notable volatility 
in financial markets”. Yellen did continue to state that the 
importance of this emerging market vulnerability should not 
be overplayed in terms of its ramifications for US monetary 
policy. However, one of the key reasons quoted for delaying 
a rate rise was weaker US exports, and China is the US’ second 
largest trade partner, nestled between Canada and Mexico.

ConClusion
Uncertainty is set to remain a big part of the investment landscape for the near 
term, whether attributed to a Fed rate hike – which the central bank still expects to 
happen in 2015 – or additional concerns surrounding global economic growth. The 
importance attributed to currency ‘wars’ however, could be exaggerated. In our 
view, investors need to remain mindful of currency moves, and emerging market 
currencies are expected to remain weak and volatile. No matter what China’s  
motives are in weakening its currency, it is the US that retains the upper hand in 
economic strength. 



Schroders ExpErt OCt–DEC 2015

34

Markets

 Japan We have upgraded our view on Japanese equities  
 to positive from last quarter. We like the Japan micro story, 

which has to do with structural reforms. The Nikkei 400, a new 
index comprised of companies that meet the requirements of  
global investment standards, is a big motivator, responsible for an 
increase in share buyback activities and improved return-on-equity. 
Japanese earnings are also firmly in the “boom phase” associated 
with strong equity market performance.

Schroder ISF Japanese Equities

Equity

 uS We have maintained our  
 neutral view on US equities. 

We believe that the market will  
be stuck in a trading range as, 
although monetary policy is likely 
to remain growth-orientated and 
hence supportive, earnings growth 
is likely to struggle given pressure 
from the US dollar.

Schroder ISF uS Small &  
Mid Cap Equity

 Europe (ex uk)  
 We remain positive on 

European equities as we are 
starting to see evidence of 
improving credit conditions 
as growth picks up. Leading 
indicators have picked  
up slightly and earnings  
momentum remains strong.

Schroder ISF EuRO Equity

 Emerging Markets Emerging markets  
 have been downgraded to negative as 

the ongoing weakness in emerging economies 
and collapsing commodity prices will hamper 
earnings. Although negative sentiment is now 
extreme, we believe that it is still too early to 
position for a rebound as further restructuring 
will be needed to restore profitability.

Schroder ISF QEP Global Emerging Markets

Market overview

 uk UK equities have been  
 downgraded to neutral from 

last quarter’s single positive. The 
FTSE 100 index has considerable 
exposure to commodity-related 
companies which we expect to  
continue to suffer from earnings 
pressure. This weakness is likely  
to offset domestic sector strength.

Schroder ISF uk Opportunities
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 Government bonds  
 There is no change in our views 

on government bonds in developed 
markets. We remain neutral on duration, 
in aggregate, with momentum and the 
qualitative picture improving. Value 
remains neutral after the increase in  
the term premium earlier this year.

Inflation expectations in the US have 
fallen further following the devaluation 
of the Chinese yuan. This supports 
a more neutral view on US Treasuries 
despite the broadly stronger economy. 
We have adjusted our curve view 
where we believe the five-year part  
of the curve looks expensive while the 
shorter end has adjusted upward.

Schroder ISF  
EuRO Government Bond 

 Emerging market bonds  
 We have downgraded EM US 

dollar bonds to single negative. Our 
momentum indicators have broken key 
technical levels, and the fundamental 
outlook continues to deteriorate. In 
particular we are avoiding the largest 
issuers such as Turkey, Russia and 
Brazil.

Schroder ISF Emerging  
Markets Debt absolute Return

 

 Investment Grade Corporate  
 After many months of holding  

a negative view, we have upgraded  
US investment grade credit to neutral. 
Spreads have widened towards the 
upper decile of their long-term range, 
and this is also likely to attract support 
from institutional investors. 

European investment grade credits 
have been upgraded to double positive 
on the back of their strong improvement 
in valuation over the past months. The 
euro area should be benefiting from  
a dovish central bank and moderate 
improvement in economic activity. The 
European credit cycle looks a bit less 
advanced than in the US.

Schroder ISF  
EuRO Credit Conviction

 High-yield bonds  
 We have upgraded our US high 

yield (HY) view to positive. Credit 
spreads have priced in extreme risks 
such as a 40 % cumulative default rate 
in the energy sector, and retail outflows 
appear to be tapering off. The US also 
looks attractive relative to European HY. 

We remain neutral on European HY. 
The default rate remains low and is 
unlikely to rise meaningfully under 
a scenario where supportive monetary 
policy allows companies to access 
low-cost financing. Nevertheless, we 
are continuing to monitor the reduced 
liquidity in the asset class, which is 
preventing our views from becoming 
more positive.

Schroder ISF EuRO High Yield

 Commodities  
 Cyclical commodities such as 

industrial metals and energy have  
been particularly hard hit by the China 
slowdown. However future supply is 
likely to shrink, leading us to maintain  
a neutral overall score. 

Energy prices have reached levels 
where capital discipline is being forced 
on the oil majors. As a result, prices 
are likely to be higher in future, with 
production falling from both the  
US shale oil as well as major OPEC  
producers, likely putting a near-term 
floor on prices.

Schroder ISF  
Global Energy 

 European Property  
 We forecast that total returns on 

average investment grade European 
real estate will average 6–8 % per  
year between end-2015 and end-2019. 
We expect that major cities such as 
Amsterdam, Berlin, Madrid, Munich  
and Paris will outperform thanks to 
stronger economic and population 
growth. Total returns are likely to be 
frontloaded, assuming yields continue 
to decline next year, before stabilising. 
Capital values should benefit from 
steady rental growth from 2016–17.

Schroder ISF  
Global Property Securities 

Bonds alternative Investments

these views are those of Schroders’ 
Multi- Asset team. The funds mentioned  
are for illustrative purposes only.

Expected performance:

Positive Neutral Negative
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Early adoption
asset movements: Asset prices move higher.
Characteristics: There is very little media  
coverage. Some investors start buying, but the 
fundamental reason for the new trend is not  
recognised by most.

Participation
asset movements: Asset prices start to trend 
strongly.
Characteristics: Significantly more investors 
buy the asset, in particular retail investors, and 
the fundamental reasons for buying appear  
obvious.

New paradigm
asset movements: Asset price appreciation  
continues and can accelerate.
Characteristics: The bull market is well  
established, investment returns are good, and  
investors begin selling other assets to fund the 
purchase of this new asset. This stage can last  
a considerable period.

Blind faith
asset movements: Asset prices grind to new 
highs but with limited momentum and then start 
to decline.
Characteristics: Asset prices start to fall  
moderately but investors don’t acknowledge the 
decline. They have total faith in the asset class. 
Press coverage is minimal because the price 
movements can’t be explained.  

 

 

 acknowledgement
asset movements: Falling asset prices force  
investors to take note.
Characteristics: The change in the asset is 
noted but the “good reasons” to hold the asset 
are still in place. New investment stops and some 
selling may occur.

acceptance
asset movements: Asset prices continue to 
fall.
Characteristics: The rational behind the fall  
becomes evident and accepted. Withdrawals  
begin and long term viability of the asset class is 
questioned.

Capitulation
asset movements: Asset prices fall further and 
rapidly.
Characteristics: Substantial losses occur,  
everyone ‘understands’ what is happening, and 
the long term outlook for the asset are perceived 
to have changed for good.

Out of fashion
asset movements: Asset prices have fallen  
rapidly but the pace of the decline starts to  
moderate.
Characteristics: News coverage is broadly  
negative, but at the end of this stage prices begin 
to rebound from very depressed levels. 

Studying the behaviour of 
market participants
Sentiment moves in long-term cycles; emotion, investor 
positioning and press coverage all change as an asset  
progresses through its life cycle. the graphic below takes 
you through the eight stages of the sentiment cycle.

The Sentiment Cycle: 



 

a
cc

ep
ta

nc
e 

   
   

   
    

    
    

    
    C

apitulation                           Out of fashion                         Early adoption

a
cknow

ledgem
ent                         Blind Faith                               New Paradigm    

    
    

    
   

   
   

 P
ar

tic
ip

at
io

n

Forgotten  
assets; no good  
reason seen to buy. 
Removed from indices

Prices rise,  
some recognition 
of new trend

Broad based 
buying

Aggressive buying; 
THE asset to own

Assets thought of 
as a ‘core’ holding 
despite price falls

Investors note 
the price falls 
but maintain 
fundamentals 
are unchanged

Investors 
recognise  
fundamentals 
have changed 
and sell

Rapid falls;  
fund closures; panic
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as the automobile market in China shifts down a gear,  
we take a closer look at the road taken so far, and  
discover some additional speed bumps for domestic  
and international brands.

The largest automobile market in the world 
accounts for around a  third of all global 
sales, and industry profitability levels are 

higher still. Therefore, it is hardly surprising  
that manufacturers and investors have been left 
perturbed by developments in the six months prior 
to July 2015. Volume growth has slowed meaningfully 
and at the same time, market shares have shifted 
markedly in favour of domestic brands.

The fact that the market is gradually maturing 
means that some slowdown was almost inevitable, 
but both the timing and the unexpected severity of 
this can be largely attributed to the macroeconomic 
climate. China’s economy has been on a weakening 
trend and the latest GDP growth figures show an 
economy that is expanding at 6.9 % year on year. 
Indicators such as energy consumption suggest that 
the actual slowdown may turn out to have been even 
more marked.

Suvs: bad roads pave the way  
for domestic brands
The growth in domestic market share can partially 
be put down to subsidies for small and fuel-efficient 
vehicles, but has also been driven by the rapid 
growth in small and relatively affordable SUVs –  
an area where Chinese car manufacturers have 
a  near-monopoly. There are many reasons for the 
success of these SUVs, and we can see three main 
reasons why they have become so popular.

Firstly, poor road quality: This is primarily an 
issue in medium-sized cities and in central and 
western provinces in China – precisely the areas 
where total car sales are faster in lower tier cities and 
central/western provinces. Secondly, falling petrol 

prices have contributed to the popularity of SUVs, 
since these vehicles generally use a  comparatively 
large amount of fuel. Finally, Chinese manufacturers 
have been able to introduce successful new models 
of small and affordable SUVs, while international 
manufacturers have only launched a few new models 
onto the market.

Will market shares shift  
permanently?
In the short term, international manufacturers 
should be able to benefit from several significant 
model upgrades. In addition, their schedules for 
product launches over the coming year are 
approximately in line with those of domestic 
manufacturers. We envisage that domestic market 
share is likely to stabilise at a level somewhat higher 
than in previous years, primarily because of further 
SUV penetration at the lower end of the price 
spectrum.

today China, tomorrow the world?
We remain sceptical that Chinese car brands  
could establish themselves in other markets within 
the foreseeable future. Cars produced in China  
have certainly made great progress, and Chinese  
car makers have been able to significantly improve 
their quality in recent years. However, we believe 
that the leap from “inadequate” to “adequate” was 
easier than the next stage, namely the production  
of vehicles that are able to genuinely compete 
internationally.

are Chinese autos  
hitting the (Great) Wall?

uu

katherine  
Davidson 
Global 
sector 
specialist
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Industry experts are applying the brakes and can 
name a  whole list of difficulties facing Chinese 
manufacturers:
–  corners cut during the development and test 

phases,
–  inadequate basic knowledge amongst junior 

engineers (most of whom have never owned a car) 
and

– an isolated and hierarchical management system.

The other issue for domestic manufacturers is that 
Chinese customers exhibit a marked preference for 
international brands – if the price gap is not too 
large. It is also highly doubtful whether Western 
consumers will turn their backs on Golfs, 3 series 
and C-classes in the long term and instead choose 
to park the latest models by Xiaomi, Huawei or 
Great Wall in their garages.

Progress in emerging markets
We should, however, not forget that Chinese brands 
have been gaining ground in emerging markets, 
particularly in dynamic frontier markets from Iran to 
sub-Saharan Africa, where price-sensitivity is high 
and branding less relevant. These markets are also too 
small, too difficult or too controversial to attract many 
global car makers. This means that Chinese expansion 
of these markets does not currently present a threat 
to global manufactures, but could develop into 

a bigger problem if the Chinese are able to gain access 
to the more established markets of Southeast Asia or 
Latin America. These are generally very profitable 
markets, and are likely to drive most of the future 
growth for the global auto industry.

Out of the fast lane? What does this  
mean for investors?
Some of the surge in domestic brand market share 
is likely temporary, but we do believe that domestics’ 
share of the market should stabilise at a higher level 
than in recent years. Foreign premium brands are 
our preferred area of investment, as they are likely 
to benefit from rising incomes, better access to 
finance and demand for higher value models as the 
market matures.

We also see growth potential for global suppliers 
and tyre manufacturers, since Chinese manufacturers 
may want to raise their standards by increasing their 
use of foreign components. 

Overall, it remains unlikely that Chinese 
manufacturers will pose a  serious competitive 
threat to Western auto markets in the forseeable 
future. However, investors should monitor the 
progress of domestic brands in China itself. 
A  change in brand perception by domestic 
customers, especially among younger buyers and 
those outside the larger cities would signal 
a potential shift in the domestic market. 

uu

An industry expert told us that in terms of engineering 
and scientific expertise, China is about ten to twelve 
years behind the global market leaders. Great Wall 
recently brought its high-end H8 model to the market  
15 months late, due to engineering problems. still, 
Chinese manufacturers are doing all they can to keep up 
with foreign manufacturers in terms of safety. While 
some smaller manufacturers are still not achieving any 
stars in the NCAP crash test (the New Car Assessment 
Programme is a  car safety performance assessment 
programme), a Chinese-made model was first awarded 
the full five stars as early as 2013. Furthermore, in 
a recent JP Power China Initial Quality study (IQs), the 
“Trumpchi” by Guangzhou Auto achieved the same 
score as Volkswagen’s Škoda. 

Chinese cars: a look at quality
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With Schroders incomeIQ, you will guide your clients through 
their income goals, attitudes to risk and behavioural biases that 
impact their investment decisions. You can then explore the most 
appropriate investment solutions available. 

For over 200 years, we have serviced our clients’ needs  
and continue to do so today with a comprehensive range  
of income solutions. 

Help your clients become empowered investors today –  
www.schroders.com/incomeiq

Empowering your clients through intelligence
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Why do we buy an expensive ticket to 
a football match in which our favourite 
team is playing, even when they only 

have a slim chance of winning? Why do we take out 
pricey insurance protection against damage that is 
statistically unlikely, instead of investing the amount 
in something more profitable? Why do banks use 
questionable funds to inject money into faltering 
businesses, putting the entire institution at risk?

The Israeli-American psychologist Daniel Kahneman 
would reply that it’s because we rely too often on our 
intuition when making decisions, and don’t give 
enough thought to how probable it is that certain 
events will actually occur.

His book “Thinking, Fast and Slow” is considered 
a  classic in behavioural economics, and has been 
given excellent reviews from all key media outlets 
worldwide, earning Kahneman a place right at the 
top of the best-seller lists. Across 624 pages he 
hammers home the truth that our decision-making 
is in no way as rational as we would like to believe. 
Instead, we let ourselves be led by our intuition and 
by models which appear to be tried and tested – but 
lead us astray all too often. 

a book on crisis
The book came out in 2011 in the US. This meant 
that it landed on book tables at just the right 
moment. The markets were slowly recovering from 
the consequences of the most recent financial crisis 
and the whole world was asking itself how can 

Book recommendation

How do we make decisions and why  
do we often make the wrong ones?
“Thinking, Fast and Slow”  
by Daniel Kahneman

Daniel kahneman, who has a Nobel Prize in Economics, 
 illustrates how people reach their decisions intuitively 
rather than rationally meaning that they often make poor 
financial decisions.
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our view: 

What we like about the book is that the reader is able to enjoy the (self-) awareness 
the book entails. This means that the reader has at least taken the first step  
in basing their future decisions on more rational reasoning. The serious and  
far-reaching investment advice that it also provides can’t do any harm either.

apparently rational stakeholders make such bad 
decisions?

Daniel Kahneman offers answers to this question. 
The winner of the 2002 Nobel Prize in Economics 
shows how we often make decisions spontaneously 
and at random. In doing so he makes a distinction 
between two systems that determine our behaviour:

System 1 is controlled by our intuition and is 
permanently and instinctively active. It makes 
decisions on the basis of stereotypes, known and 
apparently plausible correlations. System 2 is 
responsible for monitoring system 1. It does this by 
using additional criteria that may call into question 
the decision made by system 1, as well as protracted 
considerations and analysis.

the analytical system switched off
The problem: Using system 2 is strenuous, and 
system 1 works fantastically well in most cases such 
as for everyday problems. We don’t actually want to 
know precisely how we make our decisions. Because 
of all this, System 2 often remains switched off. This 
makes thinking effective at first glance but results in 
incorrect decisions when it comes to economic 
matters.

For example investors who, against all reason, hold 
on to investments that are making a loss, and even 
increase their losses, because they cannot overcome 
their aversion to loss. According to Kahneman, the 
reason for this is the intuitive notion of not being able 
to give up investments once they have been made, 
which means we risk increasing the probability of 
incurring addtional losses.

Some of his own decision-making processes can 
be seen in this and a wide range of other examples – 
because when Kahneman holds up a mirror to reflect 
our economic behaviour, we are able to switch on 
system 2 straight away. 

Daniel Kahneman  
“Thinking, Fast and slow”

Hardback edition, published in May 2012 
by siedler Verlag. 624 pages, cost: €26.99. 
IsBN: 978-3-88680-886-1. 
Also available as an e-book, audiobook 
and from the Pantheon Verlag as 
a paperback (IsBN: 978-3-570-55215-5).

The original edition at Farrar straus  
Giroux costs around €27 and is also 
available as an e-book, audiobook  
and paperback.

The Book

Daniel Kahneman, born in Tel Aviv in 
1934, was a  teaching professor at the 
university of British Columbia, the 
university of California in Berkeley and 
Princeton university. In 2002, he became 
the first psychologist to receive the Nobel 
Prize for economics. He summarised his 
research on the irrationality of human 
behaviour in 2011’s “Thinking, Fast and 
slow”, which reached the international 
best-seller lists.

The Author
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a little bit of history.. .
It is widely believed that William Webb 
Ellis brought rugby to the world in 1823 
when he is said to have picked up a football 
during a  match at Rugby School in 
Warwickshire, England and carried it in 
his hands over the goal-line. 

An official Rugby Football Union was 
formed in 1871. The game’s initial 
development was in part supported by the 
British Empire and countries such as 
Australia and New Zealand remain at  
the summit of the game today. But the 
game was not confined to the colonies and 

by the end of the 19th century had spread 
to the US, Europe and even as far as Latin 
America. A  disagreement in 1884 over 
a refereeing decision sparked the creation 
of the International Rugby Football  
Board IRFB (Now World Rugby) and 
since 1930 all matches are governed in 
accordance with the laws of the IRFB. In 
1995 the game turned professional.

the rules
Rugby Union is played by two teams of 15 
players, each with the objective to score 
more points than the other team. Points 

Rugby’s just 
not cricket

With the 2015 Rugby World 
Cup taking place in England 
in September and October 
2015, it is a good time to  
explore this quintessentially 
British sport.

From the uk
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are awarded by; carrying the ball over the 
try line and grounding the ball (5 points), 
kicking the ball from open play (a drop 
goal) or a penalty between the posts and 
above the lower bar (3 points). In addition, 
after scoring a try, an attempt to kick the 
ball through the posts is offered, with 
a successful kick awarded 2 points. 

the World Cup
The Rugby World Cup was first played in 
1987 and hosted by New Zealand. It is 
held every four years and the 2015 event 
hosted by England & Wales is the 8th 
tournament. The most successful teams 

historically are New Zealand, Australia 
and South Africa who have won two 
tournaments each. The only other team 
to have won what is known as the Webb 
Ellis Trophy is England. Favourites for the 
2015 tournament are New Zealand.

British
Beyond the fact that rugby was founded  
in England, to understand why rugby is  
so British is to understand the guiding 
principles and laws of the game. World 
Rugby (WR) discusses the values of the 
sport and highlights the emphasis on 
‘teamwork, understanding, co-operation 

and respect for fellow athletes’. Indeed 
these are all underpinned by what WR 
terms the spirit of the laws which have 
stood the test of time. Quintessentially 
British, respect for the laws of the rugby is 
as integral to the game as it is to the long- 
term sustainability of society in the 
country. To quote a  very British phrase, 
meaning something is unsportsmanlike, 
anything else just would not be cricket!

And by the way, New Zealand won over 
the runners-up Australia, and South 
Africa finished third. 
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By early 1957 Schroders had 
recovered the last of the outstanding 
credits resulting from the German 

declaration of the Stillhalte on repayment 
of foreign debt in 1931. With clarity in its 
balance sheet, it was now finally possible 
for Helmut Schroder (1901 – 1969) to 
dissolve the partnership of which he had 
been head and incorporate the firm. In 
1959 the holding company Schroders Ltd 
(now Schroders plc) was formed to take 
ownership of the two Schroder firms in 
London and New York: the public offering 
of shares in the new company was eighteen 
times oversubscribed.

The driving force behind these changes 
was the imposing figure of Gordon 
Richardson. With a background in the law 
rather than banking, his appointment by 
Helmut Schroder in 1957 as partner and 
de facto chief executive was perhaps 
a surprising one, but Richardson’s energy 
and rigour transformed the firm. He later 
reflected on this time:

‘ The struggle for excellence was  
a very dominant part of what  
I wanted to do, the best people, the 
best business, the best execution. 
I think it was probably some instinct 
that this might be possible at  
Schroders that made me go there in 
the first place. I think excellence is 
the only thing that is interesting.  
In more practical terms it has its own  
reward – the reputation of being 
best is itself a powerful draw.’

Richardson was chair of Schroder Wagg in 
London since its creation from the merger 
between Helbert, Wagg & Co. Ltd and  
J. Henry Schroder & Co. Ltd in 1962. He 
became chair of Schroders Ltd in 1965  
after Helmut Schroder’s retirement, and 
chair of J. Henry Schroder Banking 
Corporation in New York in 1967. This 
remarkable concentration of authority did 
not prevent him from taking a  close 

History of Schroders

1957 – 1973  
Dawn of  
Modernism
the years from 1957  
to 1973 were ones of  
tremendous change.  
as Western economies  
and financial systems 
emerged from the  
shadows of war and  
austerity, Schroders 
seized the opportunity 
to transform itself into  
a modern, international 
corporation.

Gordon Richardson 
(1915 – 2010) joined Schroders 
in 1957 and was its chairman 
between 1962 and 1973.
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interest in the details of banking life:  
he was known to drop in unannounced  
on routine internal meetings, following  
the proceedings closely but without 
intervention.

The client list of Schroder Wagg’s 
corporate finance division grew to 
comprise some of the best-known names 
in British industry, and the firm 
accompanied these clients through the 
extensive restructuring and frequent 
mergers that characterised the period. 
Schroders had long offered its corporate 
clients investment management services 
but during these years its investment 
operations expanded and diversified. 
Between 1960 and 1972 assets under 
management grew almost ten-fold from 
£115 million to £1.2 billion, and in 1968 
Schroders offered its first unit trust to the 
retail investment market. The trusts were 
given the logo of a golden apple and the 
firm carried out an unprecedented 
marketing campaign. A  film was made 
explaining how to get ‘a bigger bite of the 
money apple’ and featured board member 
Michael Verey claiming that the firm were 

‘rather good at investment, having done it 
for a long time, and not a bit ashamed of 
it.’ This untraditional approach paid off in 
record subscriptions.

Other changes were afoot. In 1967 the 
first women graduate trainees were hired; 
in 1969 the first computer and the first 
price screens arrived in the London office. 
The group management structure was 
comprehensively revised to reflect the 
growing complexity and integration of the 
firm’s offices and activities. But the most 
notable of the changes was how the firm 
took its name beyond its long-established 
bases in London and New York to become 
a truly international organisation. Fuelled 
by the easing of currency restrictions and 
the rise of the Eurodollar market, during 
these years Schroders opened for business 
in Argentina, Australia, the Bahamas, 
Bermuda, Brazil, the Cayman Islands, 
Colombia, France, Germany, Hong Kong, 
Japan, Spain and Switzerland.

1973 marked the start of a  new era: 
Gordon Richardson left to become 
Governor of the Bank of England, and the 
price of oil quadrupled. 

Group portrait of the Schroder Wagg 
senior management team, c1962. 
Standing, left to right: David Ogilvy 
(later Lord Airlie), Michael Verey, Helmut 
Schroder, Toby Caulfeild and Charles 
Villiers; seated: Gordon Richardson.

the foreign exchange department 
before the move to modern office  
accommodation in 1965.

Schroder Pension and 
Charity Fund 1976.
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Who we are

Visiting Addresses

Store Strandstræde 21, 2nd
DK-1255 Copenhagen K
Phone: +45 3315 1822
Fax: +45 3315 0650
www.schroders.com/nordics

Sveavägen 9, 15th
SE-111 57 Stockholm
Phone: +46 8 678 40 10
Fax: +46 8 678 44 10
www.schroders.com/nordics

Ketil Petersen
Country Head Nordic Region
Direct phone: +45 3373 4899 
Mobile: +45 5120 8079
Email: ketil.petersen@schroders.com

Marianne Pedersen
Business Manager
Direct phone: +45 3315 1822 
Email: marianne.pedersen@schroders.com

Lars K. Jelgren
Head of Intermediary Sales, Nordic
Direct phone: +45 3373 4891 
Mobile: +45 2212 8822
Email: lars.jelgren@schroders.com

Senait Asgede
Institutional Sales
Direct phone: +46 8 545 13665
Email: senait.asgede@schroders.com

Victor Rozental
Intermediary Sales
Direct phone: +46 8 545 136 62 
Mobile: +46 70 853 1922
Email: victor.rozental@schroders.com

Britt Larsen
Client Executive
Direct phone: +45 3373 4892
Email: britt.larsen@schroders.com

Jonas Thelin
Analyst
Direct phone: +45 3373 4893
Email: jonas.thelin@schroders.com

Anders Nilsson
Intermediary Sales
Direct phone: +45 3373 4890
Mobile: +46 70 595 22 70
Email: anders.nilsson@schroders.com

Lykke Jensen
Chief Operational Officer
Direct phone: +45 3373 4898 
Mobile: +45 2410 2667
Email: lykke.jensen@schroders.com

Poul Ahlmann
Institutional Sales
Direct phone: +45 3373 4895
poul.ahlmann@schroders.com
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