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EDITORIAL

This year, Schroders celebrates its 25th anniversary in the 

Nordic Region, and we are dedicating this issue to honouring 

and celebrating our success. We at Schroders are proud of 

being part of a 200-year European history, of which our 

fascinating journey in the Nordics is an important part. 

Since Schroders was established in the Nordic Region in 

1989, its business has increased from 20 million dollars 

under management to a multi-billion-dollar operation with 

clients in Sweden, Denmark, Finland, Norway and Iceland.

We asked Steen Svendsen, Schroders’ fi rst CEO in the 

Nordic Region, to share his view on Schroders’ success: 

“No doubt the fact that Schroders was the fi rst foreign asset 

manager with a local presence in the Nordic Region played 

a crucial role in its success”.

Today, ten dedicated people work on a daily basis to serve 

and support local clients in the Nordic Region by capitalizing 

on Schroders’ global expertise. In 2013, Schroders won 

several Nordic awards e.g. Morningstar Best Fund House 

Larger Multi-Asset Finland and Best Fund House Larger 

Equity Norway, as well as an award from the Swedish 

magazine Private Affärer as “Newcomer of the Year 

Frontier Markets”.

Asset management lies at the heart of what Schroders has 

been doing extraordinarily well since 1923. Schroders owes 

its position as one of the world’s leading asset management 

businesses today not only to a good measure of diligence 

and discipline, but also to its independence, its exceptionally 

qualifi ed employees and its prudent focus on essential 

issues, including the consequences of globalisation. 

In this issue of Expert, we focus on the hot topic of the costs 

and benefi ts of globalisation. Read about how one of the 

world’s predominant economists, professor Dani Rodrik, 

believes that the world economy is facing a “trilemma” and 

gain great insights on how Dani Rodrik views the economic 

and political aspects of globalisation. 

Economic historian, Richard Roberts, summarizes the history 

of Schroders: “Schroders’ 200-year history has been criss-

crossed by three major themes: a family tradition which is 

still very much alive, a fi rm grasp of the bigger picture, and 

a disciplined, measured, entrepreneurial style.” At Schroders, 

we constantly adapt our services and organization to meet 

the global challenges, by working closely with our clients and 

partners. We believe this is the greatest contribution to our 

global success. 

As a tribute to our success in the Nordic Region, we have 

created a special gift for our loyal clients and partners; a CD, 

“The Sound of Success”, containing a compilation of 

internationally successful artists and bands from the fi ve 

Nordic countries. We hope you will enjoy listening to the 

music and join us in celebrating our 25 years of local 

presence.

Kind regards

“The Sound of Success” 
Celebrating 25 years in 
the Nordic Region

Ketil Petersen
Country Head 
Nordic Region
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News from schroders

Notices

1 Schroder International Selection Fund is referred to as Schroder ISF throughout this 
document. 2 This is an internal, not mandatory limit. Such limits may be deviated from and 
are subject to change without notice.

+ + +  An alternative to high-yield bonds  + + + 

The newly launched Schroder ISF1 EURO Credit Conviction is a turbo-booster for 
European investment-grade bond holders that combines the best of two worlds. 
Significantly greater flexibility allows fund manager Patrick Vogel, Head of European 
Corporate Bonds at Schroders, to identify the best opportunities regardless of 
sector. This increases the potential for returns. At the same time, the fund offers 
much more security than a pure high-yield product, since the holdings have an 
average rating of BBB- or better. Thanks to disciplined credit research Vogel can 
hold up to 30%2 in high-yield bonds alongside those rated BBB or BB-. The fund is 
therefore especially suited for investors willing to trade off rating for a higher return. 
With this unusual investment strategy, Schroders is closing a gap in the market. The 
fund is particularly well positioned for the current environment. The eurozone is 
recovering slowly, a supportive background for bonds. If yields rise again, lower-
rated issues can partially make up for this by their relatively high risk premium and 
generate a positive total return even in such an environment.
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+ + +  Cazenove funds merge on Luxembourg fund platform  + + +

Following the takeover of Cazenove Capital Holdings Limited (Cazenove Capital) 
last June, Schroders has now merged all former Cazenove funds into the International 
Selection Fund (Schroder ISF) in Luxembourg. 

This includes the four Cazenove absolute return strategies previously domiciled in the 
Cayman Islands, which have now become Schroder ISF European Equity Absolute 
Returnb and Schroder ISF European Alpha Absolute Returnb. These two new funds 
will continue to be managed on a market-neutral basis - a good way to stand out from 
the crowd, especially when markets are going through turbulent times. The successful 
fund managers are remaining on board and will stick to the business-cycle approach 
that has brought them long-term success. Schroder ISF European Equity Absolute 
Return, for example, targets consistent outperformance in every phase of the market 
and seeks to particularly show its strength when the cycle turns. 

The Irish fund range was integrated only three weeks later, with top-rated products 
again becoming new Schroders funds. Amongst them is Schroder ISF European 
Opportunitiesa, which is based on the Cazenove Pan Europe Fund. Since January 2014, 
fund manager Steve Cordell has been rated AAA by Citywire for his long-term track 
record. Morningstar awarded its top ranking of five stars to the Cazenove Pan Europe 
Fund that he used to manage. Colleague Julie Dean has had a Citywire AAA rating since 
April 2012, and the Cazenove UK Equity Fund she ran was given an A rating by Feri. 

The following Cazenove strategies will in future be offered through the Schroders 
ISF range:

Former Cazenove fund Merged with Schroders ISF

The Cazenove Pan Europe Fund Schroder ISF European Opportunitiesa

The Cazenove Multi-Asset Fund Schroder ISF Multi-Manager Global 
Diversityb

The Cazenove UK Equity Fund Schroder ISF UK Opportunitiesa

The Cazenove European Equity (ex 
UK) Fund

Schroder ISF European Equity (ex UK)a

The Cazenove Strategic Debt Fund Schroder ISF Strategic Credita

Cazenove European Alpha Absolute 
Return Fund

Schroder ISF European Alpha Absolute 
Returnb

Cazenove European Equity Absolute 
Return Fund

Schroder ISF European Equity Absolute 
Returnb

Cazenove UK Equity Absolute 
Return Fund

Cazenove Leveraged UK Equity 
Absolute Return Fund

a Registered for sale in Denmark, Finland and Sweden. In the process of being registered in Norway. 
b In the process of being registered for sale in Denmark, Finland, Norway and Sweden.
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Proven strategy in a new wrapper – Private investors can now invest in Schroder 
ISF QEP Global Value Plus1. This gives them access to a global value long-short 
strategy that has a track record going back to 2008 and is very popular with 
institutional investors as a good diversifier because of its unusual approach. QEP 
stands for quantitative equity products and is a unique Schroders combination of 
man and machine. The computer allows the team to look at almost 15,000 stocks 
in 40 countries every day, something not even the largest team of analysts could 
manage. But the output from the computer does not just go straight into a portfolio 
unfiltered. The experts and fund managers then apply their many years of 
experience to select the most promising securities based on fundamental analysis. 
Schroder ISF QEP Global Value Plus uses a 150/50 approach. The team, led by 
Justin Abercrombie, Head of QEP Investments at Schroders, puts up to 150% of 
the portfolio into value stocks they expect to go up. This leverage is possible 
because the team takes short positions in poor quality stocks it expects to fall. 
The portfolio can be up to 50% short and up to 150% long. With this new product, 
Schroders is meeting a growing demand for top-performing equity products. 
Schroder ISF QEP Global Value Plus aims to outperform the MSCI All Country 
World benchmark by 5% annually.

2013 was a record year for Schroders. Profit before tax was up 41%, and global 
assets under management rose 24% to EUR 319.5 billion. This strong performance 
was based on two pillars: the broad Schroders business model and a focus on 
long-term growth. The figures demonstrate the degree of outperformance. Over 
three years, 68% of Schroders funds are ahead of their benchmark or peer group. 
Over one year, this figure rises to 70% of funds.

+ + +  Strong performance in 2013 + + +

+ + +  Global value long-short equity fund now also available to private investors  + + +

1 Schroder ISF QEP Global Value Plus is in the process of being registered for sale in the 
Nordics. Please ask your local Schroders office for more information.
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News from schroders

Annual Results to 31 December 2013 (Audited)

•	 Profit before tax and exceptional items up 41 per cent. to £507.8 million (2012: 
£360 million)

•	 Profit before tax up 24 per cent. to £447.5 million (2012: £360 million)

•	 Full year dividend up 35 per cent. to 58.0 pence per share (2012: 43.0 pence)

•	 Net inflows £7.9 billion (2012: £9.4 billion)

•	 Assets under management £262.9 billion (2012: £212.0 billion)

Michael Dobson, Chief Executive, commented: “2013 was a record year for 
Schroders, with profit before tax and exceptional items up 41 per cent. to 
£507.8 million and assets under management up 24 per cent. to £262.9 billion. The 
mementum across our business continued through the year with £2.4 billion of net 
inflows in the fourth quarter. This strong performance was the result of our highly 
diversified business and focus on growth over the long term.

Reflecting these results, the Company’s strong financial position and our confidence 
in the opportunities for continued growth in the long term, the Board is recommending 
an increase in the final dividend of 40 per cent. to 42.0 pence per share bringing the 
total dividend for the year to 58.0 pence per share (2012: 43.0 pence) an increase of 
35 per cent.”

Management Statement

In 2013 we achieved record levels of revenue, profits and assets under management 
and we completed two acquisitions in wealth management and fixed income, which 
bring new talent, client relationships and growth opportunities to the firm.

Net revenue in 2013 increased by 24 per cent. to £1,407.6 million (2012: 
£1,134.9 million) and profit before tax and exceptional items increased by 41 per cent. 
to £507.8 million (2012: £360.0 million). We won net new business of £7.9 billion and 
assets under management ended the year up 24 per cent at £262.9 billion (2012: 
£212.0 billion).

In July we acquired Cazenove Capital which transforms our position in wealth 
management and strengthens our UK retail funds business. Assets under 
management of £17.2 billion at the time the transaction was announced in March 
had increased to £23.8 billion by year end.

In April we acquired STW Fixed Income, a specialist US fixed income manager. 
STW brings 100 new institutional client relationships and £5.7 billion of assets under 
management at the end of 2013, and builds out our investment capabilities in the US 
with an excellent investment record in long duration bonds.

Data from the Schroders plc Annual Report. Please visit www.schroders.com/global/investor-
relations for more information.

+ + +  Schroders plc reports record numbers for 2013  + + +
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The globalization paradox

A discussion with 
Professor  

Dani Rodrik

Layout picture

The costs and benefits of globalization continue to be hotly 
debated, with tax rules and transparency a key focus of the 
latest G8 summit. Professor Dani Rodrik recently spoke to 
Schroders, giving his views on the future of globalization 
and its implications for nation states.
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Dani Rodrik

Dani Rodrik is one of the world’s 
pre-eminent economists. He is 
Albert O. Hirschman Professor of 
Social Sciences at the Institute for 
Advanced Study in Princeton and 
a leading expert in the field of 
globalization and economic 
development. His 1997 work Has 
Globalization Gone Too Far? was 
described in Businessweek as 
one of the best economics books 
of the decade. Rodrik’s monthly 
columns for the Project Syndicate 
network are published in 
numerous newspapers worldwide. 
His most recently published work 
is entitled “The Globalization 
Paradox: Why Global Markets, 
States, and Democracy Can’t 
Coexist”.

The advance of globalization can at 
times seem irreversible and 
unmanageable. While globalised 

trade has brought increased prosperity for 
many more people around the world, we 
are all familiar with its controversial 
aspects, such as multinationals using 
different jurisdictions to minimise their 
tax bills or outsourcing production to 
cheaper manufacturing centres. People 
may feel powerless to change such trends, 
but when the effects of globalization 
become too damaging – as with the global 
financial crisis – we still turn to our 
national governments to rescue the 
situation.

Professor Rodrik’s central theme was 
the tensions between the economic drive 
to globalise, the desire of countries to 
retain their individual sovereignty and the 
need for democratic legitimacy. He made 
a compelling argument that it is possible 
to have any two of these, but that trying to 
have all three runs into problems of either 
economic failure or political illegitimacy. 
He termed this the “trilemma” facing the 
world economy and made the case that 
difficult trade-offs will have to be made to 

ensure that globalization can be sustained 
in an orderly manner. 

China –  
managed globalization
Rodrik used Milton Friedman’s pencil 
analogy to illustrate his point. The 
example demonstrates the complex 
system needed to draw together the 
different raw materials from around the 
world which go into making the humble 
pencil. The example demonstrates the role 
of free markets in inducing cooperation 
between people and countries in the 
creation of goods, for the benefit of 
consumers who can then buy cheap 
pencils. However, Rodrik noted that many 
of the pencils produced today will have 
been made in China, and that while this is 
partly due to market forces, it is also due 
to the decision by the Chinese government 
to develop a pencil industry. He explained 
that China’s economic miracle and 
manufacturing success are in large part 
down to policies pursued by government 
in terms of restructuring the economy, 
state financing, providing subsidies and 
managing capital flows, etc. He added that 

“The world economy faces a ‘trilemma’ between 
the three competing demands of hyper-
globalization, national sovereignty and democratic 
legitimacy”
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China has very eff ectively harnessed 
market forces, but combined them with 
decisive government leadership and state 
intervention to ensure that globalization 
works in the country’s favour. 

Although China has had great success 
in managing its entry into the global 
economy, Rodrik suggested that China’s 
lack of democracy means it is likely to face 
other challenges as its economic growth 
slows. People in China may accept the 
autocratic political status quo while the 
economy is growing and they are sharing 
in the fruits of that growth, but slow or no 
growth is likely to prompt demands for 
political change. 

How to respond to the challenges 
of globalization?
Globalization works best when it is not 
pushed too far, Rodrik argued, as this 
allows domestic authorities to retain 
adequate policymaking space. Hyper-
globalization, where the free market runs 
unchecked, will eventually create a crisis 
of legitimacy as it will undermine many of 
the things citizens expect their state to 
provide; such as regulations regarding 
fi nance or product safety, a fair tax regime, 
redistribution and institutional practices 
such as employer-employee bargaining. 

Ignoring the problems caused by 
globalization is therefore not an option for 
policymakers. One solution could be to 
harmonize rules across countries, but this 
risks imposing ill-fi tting rules on diverse 
countries and economies. Another option 
is to restrict the scope of globalization, at 
the cost of giving up some of the gains 
from trade that globalization makes 
possible.

Learning from history
Rodrik said that many countries have 
looked to history for inspiration when 
formulating their response to the 

challenges posed by globalization. Prior to 
the First World War, the gold standard1 
system was the fi rst attempt at a form of 
globalization, creating a transnational set 
of rules that allowed for the free fl ow of 
capital and goods, but at the expense 
of  limiting national governments’ room 
for manoeuvre in developing their own 
policies. Such a regime can be termed 
a ‘golden straitjacket’, and Rodrik pointed 
out that this kind of system has historically 
not been compatible with the demands of 
democracy. In particular, he noted the 
UK’s ill-fated attempt to return to the gold 
standard in the early 1930s, with the 
government fi nding that it was impossible 
to meet the increasing demands of the 
enlarged electorate and organised labour. 
Similarly, Argentina’s pursuit of golden 
straitjacket policies in the 1990s came to 
grief amid mass public protests in 2001/02. 

Th e second example he looked at is the 
post-war Bretton Woods system, which 
was more successful in maximising 
democratic legitimacy. Bretton Woods 
allowed space for the development of 
welfare states, for example, and for 
policymakers to undertake counter-
cyclical measures when required. 
However, it was an explicitly incomplete 
version of globalization, with capital 
controls essential to its functioning In 
addition, the accompanying General 
Agreement on Tariff s and Trade (GATT) 
allowed for only narrow trade 
liberalisation, covering solely 
manufacturing and developed markets. 

Th e collapse of the Bretton Woods 
regime saw policymakers embark on an 
ambitious programme of economic 
liberalisation, with countries opening 
themselves up to international trade and 
fi nance. While benefi cial for some, certain 
countries have fared much better than 
others in this environment. Rodrik argued 
that the example of China shows that the 

 “Globalization works best when it 
is not pushed too far”

1 You can fi nd a detailed explanation 
of the gold standard and the Bretton 
Woods system in Expert no. 6, 
Q1/2013.
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most successful countries in the 
globalization race are in fact the ones that 
have stuck closer to a Bretton Woods-style 
system, rather than those that opted for 
full openness under the World Trade 
Organisation regime.

He added that a third option for 
managing globalization would be to 
establish a system of transnational 
governance, creating global institutions 
that would bypass national decision-
making. As he acknowledged, such 
a strategy would require significant curbs 
on national self-determination and would 
limit the scope for individual countries to 
pursue diverse policies. There is also the 
danger that global institutions would be 
unaccountable, as democracy remains at 
a national level. Rodrik’s own view is that 
democracy and national self-
determination must prevail.

The example of the eurozone
The experience of the eurozone clearly 
demonstrates the difficulty in resolving 
the “trilemma” as policymakers struggle 
to reconcile the demands of the single 
currency and single market with the need 
to maintain national sovereignty and 
democratic politics While the financial 
integration of the eurozone proceeded 
rapidly, the development of institutions 
with the popularly recognised mandate 
to oversee that integration lagged behind. 
When the eurozone crisis hit, those 
nascent institutions did not enjoy widely 
recognised legitimacy, and national 
identity returned to the fore once more. 
Rodrik noted that lip service is being 
paid to the idea of moving closer to the 
kind of fiscal and political union that will 
ensure the stability and democratic 
accountability of the currency union, but 
countries still prioritise maintaining their 
individual national sovereignty and 
keeping control of their own tax and 
spending plans. 

For the moment then, the eurozone is 
pursuing the policies of the golden 
straitjacket, with Brussels and Berlin 
effectively taking policymaking away 
from countries such as Greece and 
dictating to them the terms on which they 
may remain in the eurozone. Rodrik 
questioned whether this strategy is 
ultimately sustainable as it risks creating 
social unrest, which could lead to 
a  country exiting the eurozone anyway, 
particularly when following the policies 
laid down by Brussels seems to lead to 
further economic decline. He added too 
that it appears to be fear of the unknown 
that is currently holding the eurozone 
together, but that one cannot trust this to 
prevail indefinitely. In his view, countries 
such as Greece or Spain are likely to suffer 
another two or three years of economic 
decline if they remain within the current 
system, but he argued that if they were to 
leave the euro – and make the right 
decisions on matters such as devaluation 
and capital controls – then they could 
begin to turn their economies around in 
about a year.

Winners and losers in the global 
economy
Rodrik said it is hard to be optimistic 
about the future of the world economy 
given the headwinds it currently faces. 
However, he believes there are likely to be 
very highly differentiated outcomes 
around the world. There are in Rodrik’s 
view four key characteristics likely to en-
sure a country’s relative success in the 
globalised economy.

–  Firstly, he mentioned low debt levels 
(with private debt just as important as 
public debt), given that high debt 
intensifies redistributive conflicts, 
crowds out investment, reduces the 
scope for counter-cyclical fiscal policy, 

“Democracy and national self-
determination should triumph over 
hyper-globalization”



12
Schroders ExpErt Q2 / 2014

FEaturE

Rodrik noted that a key challenge for the 
global economy is that so few countries 
satisfy all of these requirements, but some 
countries will be in a better position than 
others. He named Brazil, India and South 
Korea as countries likely to be relative 
winners. In contrast, he sees China and 
Turkey, with their high external 
imbalances (albeit in opposite directions), 
as relative losers.

The future of globalization: the 
good, the bad and the ugly

1   The “good” outcome, according to 
Rodrik, would be for the trade-offs 
between globalization, national 
sovereignty and democratic 
legitimacy to be recognised explicitly 
In his view, this could allow 
development of a managed form of 
globalization in which a better 
balance is struck between the 

prerogative of nation states and 
international rule. He added that 
“what doesn’t work is trying to go 
around governments in announcing 
global rules that don’t fit very well, or 
are ineffective, or run into problems 
of implementation.”

2   A “bad” scenario, Rodrik said, would 
be if policymakers continue to avoid 
confronting the “trilemma” and try to 
maintain business as usual, relying 
on inadequate improvements to 
global governance and coordination.

3   The “ugly” scenario would be an 
abrupt end to globalization and a 
return instead to the protectionism of 
the 1930s. However, Rodrik sees this 
outcome as unlikely, given that 
mainstream political and economic 
thought is much more in favour of 
open markets than it was in the early 

eventually requires higher taxation and 
leaves domestic policymaking hostage 
to financial markets.

–  Secondly, he sees those countries with 
large internal markets as better 
positioned than those with high 
external imbalances, as trade 
imbalances are a source of instability 
and export-led growth appears less 
achievable than before. 

–  Thirdly, Rodrik cited a robust 
democracy as a key characteristic for 
success because it works as a stable 
mechanism for conflict management. 

–  The fourth requirement is for sound 
relations between government and 
business, with ongoing collaboration to 
identify opportunities and obstacles, 
develop new technology and diversify 
into new industries. 
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Important note:  
The views and opinions contained herein are 
those of Dani Rodrik and may not 
necessarily represent views expressed or 
reflected in other Schroders 
communications, strategies or funds. 

“Most of the things we need for 
globalization to work well are things 
countries need to do for their own 
good”

20th century. The damage done by 
the Smoot-Hawley Tariff Act of 1930, 
which sent global trade into steep 
decline, is one of the enduring lessons 
of the Great Depression. In addition, 
there are now many more barriers to 
the unravelling of the global system. 
However, if policymakers pursue the 
“bad” scenario and try to muddle 
through then they could 
paradoxically render this “ugly” 
outcome more likely.

The paradox in action

Lastly, Rodrik made the point that sometimes there is too much emphasis on the need 
for cooperation at a global level, and that most of the things we need for globalization 
to work well are things countries need to do for their own good. He gave the examples 
of Canada and Sweden as countries that are very open to the global economy in terms 
of trade and immigration, but which have not tried to integrate themselves in the way 
that the eurozone has tried to do. Both Sweden and Canada maintain their independent 
fiscal policy, their own monetary policy and their own banking rules. Rodrik said the two 
countries show that “you can have a lot of globalization, but you still have to have your 
shock absorbers.” 
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Robert Farago, Head of Asset Allocation, Schroders Private Bank

The globalization paradox: 
conclusions for our 
investment strategy
Robert Farago, Head of Asset Allocation, Schroders Private 
Bank, explains the conclusions he draws from Dani Rodrik’s 
analysis of the future of globalization.

FEATURE
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No other aspect of our universe requires as much 
explanation as the passage of time. But neither 
physics nor cosmology have so far succeeded in 

explaining this fundamental law of nature, argues theoretical 
physicist Lee Smolin. Time is oft en presented as another 
dimension of space. Unlike the three dimensions that 
describe the physical world, however, time only ever moves 
in one direction. Th e equations that we use to describe light 
and other physical phenomena do not take this fact into 
account. Th e irreversibility of time requires a radical 
departure from standard physics.
 

Is globalization in decline?
In the aft ermath of the second major wave of globalization, 
however, it is entirely possible that this process will reverse. 
Th e fi rst phase ended abruptly in 1914, and was followed by 
the First World War, periods of hyperinfl ation in the 1920s, 
the Great Depression, the rise of nationalism and communism 
and the Second World War. So the real question is whether 
globalization can be either maintained or reversed in an 
orderly way, or whether the latter requires a radical rethinking 
in the political and economic spheres.

FEATURE
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  To boost growth, Japan’s new 
govern ment is pursuing an 
aggressive monetary policy that 
has weakened the yen. It has also 
entered into the Trans-Pacifi c 
Partnership and esta blished 
Special Economic Zones (tokku).

  The collapse of a clothing factory 
in Bangladesh, in which workers 
making cheap clothing for western 
consu mers were killed, 
demonstrates how global trade 
makes use of differing safety 
standards.

  The Tobin tax being debated in 
Europe is not just about raising 
taxes. The main idea behind this 
tax was to slow global capital 
movement in a targeted way.

  The capital controls imposed in 
Cyprus show how changes in 
regulations curtail capital 
movement in practice.

  The fi ght against climate change is 
one area in which a global 
approach is desirable, but virtually 
unachiev able.

  Global companies that pay only mini-
mal amounts of tax hit the headlines 
last year. Apple‘s Irish subsidiary is a 
topical example of a company that is 
profi ting from the race between 
various countries to impose the 
lowest levels of corporation tax.

  Increasing inequality, the rise of 
auto mation (which can replace cheap 
foreign labour), and movement of 
capital caused by quantitative easing 
are all economic developments that 
also affect globalization.

 In “Th e Globalization Paradox”, Professor 
Dani Rodrik argues convincingly that 
globalization has gone too far. He claims 
that governments all over the world are 
now pursuing a policy of hyper-
globalization, which rides roughshod over 
both the domestic policies of nation states 
and the wishes of individuals. When 
a crisis occurs, however, national interests 
are suddenly uppermost on the agenda 
again.

The fi ve conclusions for our invest-
ment strategy that we have drawn 
from Rodrik’s book are as follows:

1   Th e euro crisis is a classic example 
of the trilemma at the centre of Rodrik’s 
approach. Th e European project was a 
project of the political elite from the start. 
However, the World Values Survey re vea-
led that “People see themselves prima rily 
as citizens of their nation, next as members 
of their local community, and only last as 
“global citizens”. It is not at all certain that 
this applies any less in Europe than it does 
elsewhere. And who bears the responsi-
bility if something goes wrong? “Th e 
Achilles’ heel of global governance is lack 
of clear accountability relationships.” Th e 
crisis in the eurozone will only end if 
member states can agree on a common 

institutional framework; this is needed to 
maintain a common currency or if the 
currency union breaks up.

2   Rodrik anticipates that the global 
economy will suff er considerably over 
the next ten years from the high level of 
debt, low growth rates and controversial 
domestic policy in numerous industria-
lised countries. Th e emerging markets 
will not be in a position to fi ll this gap. 
Countries that will be in comparatively 
good shape will have three things in 
common. First, they will not be burdened 
by high levels of government debt. Second, 
they will not be over-dependent on the 
global economy, and their economic growth 
engine will tend to be within rather than 
outside the country. Th ird, they will be 
stable democracies. Only a few countries 
meet all three criteria, but Brazil, India 
and South Korea are better positioned in 
the long term than most others.

3   Emerging markets that do not meet 
these requirements due to their high level 
of debt, such as Turkey, could be vulner-
able in the short term. Th e discussion 
about quantitative easing tapering in the 
US has sent yields on US bonds soaring, 
but holders of emerging market securities 
have suff ered the greatest losses. Th e 

downward trend in economic activity that 
has been observed in most emerging 
markets over the past few months is 
currently continuing unabated. Even 
countries in which growth has been ro-
bust over the past few years are showing 
the fi rst signs of problems. One of these 
countries is Indonesia, where the latest 
data show that weak external trade and 
high infl ation are posing challenges for the 
country’s economy. Th e emerging markets 
are therefore also at risk if quantitative 
easing is actually scaled back.

4   Even China, with its trade surplus and 
massive currency reserves, is not immune 
to the challenges ahead. Its high surplus 
is the fl ip side of the defi cits in indus-
trialised nations and therefore part of the 
problem. In addition, as Rodrik argued in 
2011, it is paradoxically precisely those 
countries that broke their rules – countries 
like China and India, which mainly 
implemented Bretton Woods instead of 
the rules established aft er 1990 (fi nancial 
controls, currency controls, industry regu-
lations, signifi cant freedom of action at 
domestic level) – that have profi ted most 
from the globalization of the past two 
decades. But if countries like this move 
right into the upper ranks, tensions will 
become too high to continue ignoring 

FEATURE
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them. China’s strong growth over the past 
few years has benefi ted greatly from the 
depreciation of the yuan in 1994. In poli-
tical terms, this line of approach would 
no longer be acceptable today.

5   Ultimately, a drastic reversal of 
globalization cannot be expected. Th e 
danger of a dramatic reduction in global 
trade due to protectionist measures is 
minimal. Th e lessons learned from the 
Smoot-Hawley Tariff  Act, which led to 
a drastic drop in global trade during the 
Great Depression, are still fresh in people’s 
memories. However, the risks currently 
have the upper hand, because a further 
easing of trade restrictions might only 
provide minimal growth stimulus. On the 
other hand, a breakup of the eurozone, 
the dissolution of the Communist Party 
in China or chaotic regime change in 
Saudi Arabia – even if all this is rather 
improbable – represent a signifi cant threat 
to global trade.

Four thoughts on the similarities 
between good economists and 
good fund managers have 
emerged from our discussions 
with Dani Rodrik:

1   Fighting against the consensus 
is like kicking at an open door. Why? 
The probability of consensus 
forecasts is overestimated. Rodrik‘s 
reputation in creased when the 
problems of unlimi ted globalization 
became apparent.
In general, a fund manager should work 
towards successfully betting against the 
consensus.

2   “One thing that experts know, 
and that non-experts do not, is that 
they know less than non-experts 
think they do,” says Rodrik, quoting 
Kaushik Basu, Chief Economist at the 
World Bank. Journalists, politicians 
and the public tend to ascribe more 
correctness and precision to 
statements made by experts than 
experts should actually want them to.
Experts should compensate for this accor-
dingly, and of course this also applies to 
fund managers. Portfolio strategies that 
are based too heavily on precise future 
forecasts tend to be rather disappointing, 
because the future is basically unknown. 
Portfolio diversifi cation is therefore essen-
tial, in order to hedge the portfolio against 
events that deviate from an investor’s 
base line scenario. It also explains why a 
value-driven investment approach works 
in the long term, because investors gene-
rally overestimate their ability to forecast 
future winners.

3   Rodrik’s book also quotes Sir 
Isaiah Berlin, according to whom 
there are two types of thinkers: “The 
fox knows many things, but the 
hedgehog knows one big thing.” The 
hedgehog views the world solely 
against the backdrop of this one idea. 
Foxes, on the other hand, are 
sceptical of all-encompassing 
theories because they believe the 
com plexity of the world does not 
allow for generalisations. In Rodrik’s 
view, this makes foxes better suited 
to dealing with the political and 

economic issues of global trade 
because they have a broader horizon 
and build in many different 
eventualities. Hedgehogs, on the 
other hand – in the shape of policy 
experts – are not reliable forecasters 
because they are very restricted 
in  their thinking and only pursue 
one idea.
At the same time, specialised investors 
sometimes do not have enough distance 
from their market to see their portfolio 
in the wider context of other investment 
opportunities. A British equities manager 
will generally not make the most objec-
tive assessment of whether the time is 
right for an investment in British equities. 
As a global generalist, I am inclined to 
agree with this conclusion.

4   Finally, we asked Rodrik for a 
very long-term assessment of the 
global out look. Some experts think 
that the increase in computer 
processing power over the next 
generation could result in enormous 
growth in productivity. Others see 
parallels between the current in-
crease in inequality, growing govern-
ment debt and the historical collapse 
of entire empires. Rodrik believes 
that the long-term assessment of an 
economist says more about his or her 
individual character than about the 
future outlook for the world.
Ultimately, overcoming behavioural 
patterns is one of the secrets of success 
of any fund manager.  

Important note:
The views and opinions expressed herein are those of Robert Farago, Head of Asset Allocation, Schroders Private Bank, and 
do not necessarily represent the views stated or expressed by Schroders in other communications, strategies or funds.



Our response to this challenge is the business cycle approach 
applied by the former Cazenove Capital team. Schroders has no 
plans to change anything in connection with the extremely 
successful management of the ex-Cazenove products following 
its acquisition. The team is now based in Schroders’ London 
offices, but its proven investment approach is untouched. This 
goes in particular for the flexible business cycle approach, which 
is applied to the following three funds:

Schroder ISF European Opportunitiesa   
(LU0995121216)

Schroder ISF European Equity (ex UK)a   
(LU0995124319)

Schroder ISF European Equity Absolute Returnb  
(LU0995125803)

The Business Cycle team always starts by identifying where we 
are in the economic cycle in order to determine the risk exposure. 
Of course, the risk level in the portfolio is not constant, but varies 
as the business cycle evolves. For example, the team holds 
considerably more risk in the portfolio in the recovery phase 
than during a recession. 

At heart, the business cycle approach is very pragmatic and aims to 
achieve constant outperformance across the entire market cycle. 
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a Registered for sale in Denmark, Finland and Sweden. In the process of being registered in Norway. 
b In the process of being registered for sale in Denmark, Finland, Norway and Sweden.

In spite of the many fund managers who stress that they 
conduct their analysis right down at stock or company level, 
macroeconomic analysis is every bit as important to portfolio 

construction. After all, in a booming economy the winners will 
be companies whose business models are especially successful in 
the good times. These cyclical sectors include materials and 
cyclical consumer goods such as cars.

Conversely, when the clouds start to gather, firms that are less 
reliant on the state of the economy fare best. These are known as 
defensive investments and include pharmaceuticals, utilities and 
defensive consumer staples such as food manufacturers – people 
don’t stop eating just because a downturn comes along.

“The state of the economy plays a major role in portfolio 
construction.”

For these reasons, economic conditions are reflected in portfolio 
construction for many funds. If a fund manager takes the view 
that the economic outlook is positive, he or she will typically 
overweight cyclical sectors. Defensive stocks are normally 
favoured when economic forecasts are weak. This may sound 
simple, but in fact it is extremely difficult to achieve. The biggest 
challenge is to identify in advance when exactly the economic 
cycle will tip from each of four distinct phases (recovery, 
expansion, slowdown, recession) to the next and to align the 
equity portfolio to the new macroeconomic picture.

The business cycle 
approach – a finger on 
the pulse of the 
economy



Fig. 1: Economic cycles
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Not all business cycle models are equal

What sets Steve Cordell’s team of fund managers apart from the 
competition is the way in which the equity universe is divided up 
into seven “style groups” instead of the traditional sectors or 
industries. Stocks are assigned to the style groups according to 
their correlation to the business cycle. The groups range from areas 
that are positively correlated to the cycle (commodity, consumer 
and industrial cyclicals) to growth and financials and then areas 
with a negative correlation to the cycle (see Fig. 1). 

As a result of these properties, the groups will perform differently 
depending on which phase of the business cycle we are in. The 
positioning is continually adjusted so that the weightings of the 
various groups best reflect economic conditions. Fig. 2 gives an 
example of this approach in action.

Dividing companies up into style groups offers crucial advantages 
over the traditional sector-based approach. Simply breaking 
companies down by sector or industry often tells us little about the 
exact behaviour of stocks over the course of an economic cycle.

The management team is also flexible in terms of holding stocks 
with different market capitalisations in the portfolios, adapting 
the allocations to the current stage of the cycle. The team typically 
focuses more on small companies during the recovery phase. 
Towards the end of a cycle, the emphasis shifts to larger caps that 
also offer a low beta or defensive qualities.

In a nutshell, the main advantage of this strategy is the ability to 
deploy very different investment styles. Fund managers that 
consistently apply just one style run the risk of underperforming 
the market over a sustained period, and specifically whenever 
their investment style ceases to suit current market conditions. 

That is why, with the business cycle approach, the Schroders team 
concentrates on identifying the timing of transitions between the 
different phases of the cycle (e.g. when recession turns into 
recovery). This enables Steve Cordell and his team to tilt the funds’ 
portfolio weightings towards the style groups that are considered 
to offer the best return opportunities in the coming phase. This 
approach is complemented by their fundamental analysis of 
individual stocks, aimed at picking out the companies within the 
style groups that stand the best chance of outperforming. 

At individual stock-picking level, the investment process distinguishes 
between business cycle factors (also known as top-down or beta 
factors) and fundamental factors (bottom-up or alpha).

It is important to note that at the transitional moments between 
market phases, it is the business cycle factors that make the decisive 
contribution to performance. The fund managers therefore 
concentrate mainly on the appropriate beta level (high or low) and 
on making optimum use of the right style groups. At the same time, 
less consideration is given to classic alpha, arising for instance from 
undervaluation, which in normal market phases is an important 
driver of returns. As such, portfolio beta is not static, but is adjusted 
very dynamically to suit the prevailing market environment.

Steve Cordell and his team’s sustained success with this approach 
can be seen from the track record of funds such as Schroder ISF 
European Opportunities (formerly Cazenove Pan Europe).

By correctly predicting the timing of the transitional phases, the 
fund was able to significantly beat its Morningstar peer group and 
its benchmark, the MSCI Europe, in 2003, 2008 and 2013. 
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Fig. 3: Business cycle factors in the investment process
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Fig. 4: Business cycle – A pragmatic approach
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Brief overview of the ex-
Cazenove European funds

Schroder ISF European Opportunities1

Investment aim

Schroder ISF European Opportunities invests in mid to large-cap European companies and aims to outperform the FTSE 
World Europe Index by more than 2% (net of fees) per annum, over a medium-term time horizon.

Reasons to invest

• Strong track record versus peers2

• Cyclical investment approach that seeks to generate above-average performance in all phases of the business cycle

•  Avoids permanent style/market cap focus to prevent extended periods of underperformance

•  Combines top-down (economic cycle) and bottom-up analyses (fair value versus present valuation) to identify undervalued 
investment possibilities

• Portfolio risk profi le and cyclical sensitivity continuously reassessed

• Extremely experienced fund management team with access to the Schroders global resources.

Share class ISIN Inception

A, EUR, acc. LU0995121059 12 March 2014

A, EUR, dist. LU0995121216 12 March 2014

Initial charge 5.26315%

Management fee 1.50% p.a.

Benchmark FTSE World Europe (TR)

Fund manager Steve Cordell

Risk Considerations

The capital is not guaranteed

Investments denominated in a currency other than that of the share class may not be hedged. The market movements between 
those currencies will impact the share class

The Fund will not hedge its market risk in a down cycle. The value of the fund will move similarly to the markets.

Please note: Schroder ISF European Opportunities was launched on 12 March 2014 to accommodate a transfer of shareholders 
from The Cazenove Pan Europe Fund to the Schroder ISF SICAV. Prior to 12 March 2014 the fund uses the track record of The 
Cazenove Pan Europe Fund (launched on 02 January 2003) as a performance track record.

Brief overview of the ex-
Cazenove European funds

FUNDS
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1 Registered for sale in Denmark, Finland and Sweden. In the process of being registered in 
Norway. 2 Source: Schroders, as at 28 February 2014 The strategy is in the top quartile of the 
Lipper Equity Blend universe (class A accumulation units, NAV basis, in EUR) over six months, one 
year and three years (annualised).



Schroder ISF European Equity (ex UK)1

Investment aim

Schroder ISF European Equity (ex UK) invests in large and mid-cap companies all over Europe. The objective is to beat the 
FTSE World Europe Index by more than 2% annually over the medium term.

Reasons to invest

•  Boasts a strong performance track record versus its peers.2

• Adopts a business cycle approach, to deliver consistent outperformance across all phases of the economic cycle

• Avoids a permanent style and market cap bias, to eliminate prolonged periods of underperformance

•  Combines both top-down (economic life-cycle) and bottom-up research (fair value versus current price), to identify 
mispriced opportunities

• The portfolio’s risk profi le and sensitivity to changes in the business cycle are constantly reappraised.

• Managed by a highly experienced investment team which is able to leverage Schroders’ extensive global resources.

Share class ISIN Inception

A, EUR, dist. LU0995124319 12 March 2014

Initial charge 5.26315%

Management fee 1.50% p.a.

Benchmark FTSE World Europe ex UK

Fund manager Steve Cordell

Risk Considerations

The capital is not guaranteed

Investments denominated in a currency other than that of the share-class may not be hedged. The market movements between 
those currencies will impact the share-class.

The Fund will not hedge its market risk in a down cycle. The value of the fund will move similarly to the markets.

Please note: Schroder ISF European Equity (ex UK) was launched on 12 March 2014 to accommodate a transfer of shareholders 
from The Cazenove European Equity (ex UK) Fund to the Schroder ISF SICAV. Prior to 12 March 2014 the fund uses the track 
record of The Cazenove European Equity Fund (launched on 28 May 2004) as a performance track record.

FUNDS
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1 Registered for sale in Denmark, Finland and Sweden. In the process of being registered in 
Norway. 2 Source: Schroders, 28 February 2014 The fund has achieved fi rst-quartile performance 
over  six months, one year and three years (annualised), based on the Lipper Equity Blend universe, 
A Acc units,  NAV basis, in EUR.



Schroder ISF European Equity Absolute Return1

Investment objective

Schroder ISF* European Equity Absolute Return is a long/short strategy investing in the equity securities of predominantly 
large and mid-cap companies. Its universe consists of shares in companies based in continental Europe and the UK and 
companies that derive a predominant proportion of their revenues or profi ts within this region.

Reasons to invest

•  The fund uses an investment approach that is based strongly on the business cycle, and enters into both long and short 
positions

•  Seeks to achieve absolute returns independent of market conditions with low correlation to, and lower volatility than, the 
FTSE World Europe Index

• Fund volatility 5.8% versus index volatility of 14.6% since launch

• A very experienced team, with an average of 10 years’ experience

• Robust risk management

Share class ISIN Inception

A, EUR, acc. LU0995125803 11 February 2014

Initial charge 5.26315%

Management fee 1.01010%

Benchmark 1.50% p.a.

Fund manager Steve Cordell

Risk Considerations

The capital is not guaranteed

All equity forward sales are with a single counterparty. In case of default, the relevant equities will be sold in the market and this 
may affect performance.

Investments denominated in a currency other than that of the share-class may not be hedged. The market movements between 
those currencies will impact the share-class.

The Fund may hold indirect short exposure in anticipation of a decline of prices of these exposures or increase of interest rate. 

There is no guarantee that a fi nancial derivative contract will achieve its intended outcome, even if the terms of the contract are 
completely satisfi ed.

1 In the process of being registered for sale in Denmark, Finland, Norway and Sweden. Please 
ask your local Schroders offi ce for more information.

FUNDS
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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

www.schroders.com

Schroders’ record of successful innovation is based on 
disciplined long-term thinking. In a fast-changing world we 
have the perspective, expertise and resources to identify 
and exploit major investment potential on a global basis. 

Take a step ahead today with our compelling range of 
investment solutions.

Keeping you a

 step ahead
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Your fi rst formative experience with 
money?
My fi rst money management role was at 
the tender age of 5 when I had to carefully 
carry my lunch money to school in a little 
matchbox. It was when I lost it one day 
and went hungry that I fi rst realized the 
value of money!

How did you fi nance your academic 
studies?
I was lucky enough to have a free 
education, but I spent my summer 
holidays working in France as a waiter 
and in Germany washing dishes in a hotel. 
Th ese are the things I had to do to learn 
my languages!

Do you have a job-related idol?
Not really, but I admire Anthony Bolton 
for his ability to keep going for all those 
years! 

What’s the most absurd investment 
rule you’ve ever heard of?
All investment rules are absurd as none of 
them work infallibly. If rule-based 
investing worked computers would have 
taken over my job years ago.

Which book should every fund 
manager have read?
I’d rather not have to apologise.

What book should every fund 
manager read?
Th e most relevant to today’s markets I 
think is “Th e Great Refl ation” by 
J. Anthony Boeckh in the way he analyses 
the recent credit crisis and its aft ermath.

How do you motivate yourself if your 
fund lags behind his peers?
By keeping my gaze fi xed ahead.

How do you reward yourself when 
your fund outperforms the others?
Explaining yourself to clients aft er 
underperforming is rarely a pleasant 
experience, so avoiding that is good 
motivation!

And what is your reward for you when 
you are better than all the others?
I have been lucky enough to win several 
awards over the years, but the best reward 
is a client’s thanks for a job well done.

QUESTIONS 
FOR 
STEVE 
CORDELL

Steve Cordell
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What has been your most joyful 
experience as a fund manager?
Th e most fun period in markets was the 
1999 bubble, especially as my HSBC Pan 
European fund enjoyed 27% 
outperformance of the index that year. 
Virtually every stock with an internet 
strategy just went to the moon! It was all 
crazy fun while it lasted.

Which thing did really bother you 
recently
My two daughters waking me up at 
3.30am.

And who would you most like to give 
a piece of your mind because you 
don’t like what he or she’s doing?
My two daughters for waking me up at 
3.30am!

What do you collect
I have a small collection of fi ne wines. 

When do you switch your mobile 
phone off? 
Only on aeroplanes, but as I always have 
my phone on “vibrate only” I rarely hear it 
go off  anyway!

Who do you follow on Twitter?
Nobody – I don’t have time to waste 
tweeting.

Your favourite TV series?
Top Gear – a British classic.

And which television program do you 
usually switch off immediately? 
Th e BBC soap opera EastEnders – the 
most depressing form of entertainment 
yet devised.

What rouses more passion in you – 
football or rock music?
Rock music is more uplift ing as football 
has too many frustrating and boring 
moments.

Which concert did you visit recently? 
Where?
Elton John at Hammersmith in London.

Is there a luxury good you wouldn’t 
like to surrender?
Nothing is that important to me but it 
would be a shame to lose my case of 
Chateau Lafi te.

And what is a must-have, even if you 
have to overdraw your account?
A two-week family holiday.... this year we 
are off  to California!

Beer or wine with your dinner?
Defi nitely wine... preferably a Bordeaux 
red

Which charity project did you support 
recently?
I support several charities, including our 
local hospice, for which my whole family 
is doing a sponsored bike ride.

Where do you want to live when you 
don’t work as a fund manager 
anymore?
I like the idea of buying a vineyard in the 
south of France or Spain and learning how 
to make my very own Chateau Cordell. 
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With the rise of social media, today’s companies have 
much less control over their online image. The likes 
of YouTube and Twitter give the consumer the means 
of broadcasting their views on a scale that was never 
possible before. What’s more, with new and niche 
companies now able to garner worldwide recognition 
via a video that goes viral, the authority of traditional 
advertising media has been diminished. This has 
important implications for global consumer 
companies, for whom brand is so crucial.

Is the power of brand 
in decline?

Charles Somers, Global 
Sector Specialist – 
consumer and fund 
manager of the 
Schroder ISF Global 
Demographic 
Opportunities
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A quiet but symbolic shift 
occurred in 2013: for the first 
time, the internet became the 

primary medium for Americans 
(measured in hours used), overtaking 
TV and leaving radio and print trailing 
even further behind. The internet opens 
up huge opportunities for most 
companies, but it also comes with 
problems. The difficulty for companies 
is that they have much less control of 
their online image than in older media 
because consumers are able to broadcast 
their views without restriction via social 
media and various websites.

Loss of control of brand online
One interesting example of this loss of 

control is the storm around genetically 
modified organisms (GMO) in Cheerios 
breakfast cereal. When General Mills put 
up a Facebook app asking what Cheerios 
meant to people, anti-GMO campaigners 
(40,000 of them) created images like the 
one on the right. Just over a year later, 
General Mills has been forced to pledge 
that original Cheerios will go GMO-free 
in future. The effect on Cheerios’ growth 
and market share since the incident in 
November 2012 has been pronounced 
(see Figure 1).

Although less organised, the negative 
online publicity around aspartame has 
also been intense and detrimental to 
manufacturers of diet sodas (Figures  2 
and 3).

The rejection of scientific evidence 
around aspartame is indicative of a 
general distrust of the food system, 
especially on the part of those who are 
active online. In this environment it is 
difficult for food companies in particular 
to make a science-based message heard 
and accepted, let alone control the agenda.

Tellingly, the data from Bernstein 
(illustrated in Figure 4) show that active 
internet users are more distrustful of the 
food system than other members of the 
public.

Barriers to entry declining
A corollary of established brands’ 

inability to control their message online is 
the ability of new (or revived) brands to 
gain a following and establish themselves 
in consumers’ consciousness.

One driver of this trend is the 
breakdown of the historical relationship 
between dominant brands and “modern” 
staples retailers such as supermarkets and 
hypermarkets. Until recently, bricks-and-
mortar retailers have found it most 
profitable to devote their precious shelf 
space to the two or three leading brands in 
each category (higher velocity, better 
buying terms) and the remaining space to 
their private or store brands (higher gross 
margin).

The rise of eCommerce with its almost 
infinite “shelf space” has enabled new 
brands to gain distribution and when this 
is combined with savvy marketing (often 
also over the web) it can allow them to 
establish a significant foothold in the 
market, which would have been much 
more difficult in the pre-internet age. The 
following examples in Figure 5 are from 
consumer electronics, but apply equally to 
most consumer goods.

Anti-GMO campaign targets Cheerios.

Source: www.newhope360.com.

Source: Nielsen’s Scantrack enhanced AOC, Bernstein analysis.

Fig. 1: Cheerios’ year-on-year sales growth has deteriorated
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Source: Bernstein US Food Survey, 2013.

Fig. 4: More active internet posters (70%) are becoming more distrustful of the food system 
than others

Becoming more distrustful of food system Becoming more concerned about food safety

in %

n  General population    n  Non-active    n  Active online poster

Source: Goldman Sachs Americas Beverages Report, Sept. 2013.

Fig. 2: Carbonated soft drinks sales growth
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It is believed that increasing consumer concerns over aspartame may be 
contributing to the weakness in the Diet category. 

Source: Goldman Sachs Americas Beverages Report, Sept. 2013.
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Fig. 5: Greater product offering online versus bricks-and-mortar

Fig. 6: Top players overall in comparison with those on Amazon

The result of infinite shelf space and 
more rapid brand-building that is enabled 
by social networks and other new media is 
a shift in market share in eCommerce 
compared to offline retail. This is 
illustrated in Figure 6. The table shows 
that the three top brands on Amazon are 
often smaller players that have gained 
market share online.

With eCommerce penetration still 
below 5% in most consumer staples 
categories, it is probable that current 
trends are dominated by early adopters 
who have a tendency to be experimental; 
hence as penetration expands, more 
established brands may recover online 
market share among a more mainstream 
audience. However, brands should not 
take this for granted. Indeed, the success 
of some smaller brands online has 
encouraged bricks-and-mortar retailers to 
be more experimental in their assortment.

Younger consumers are less 
trusting of brands

The declining influence of major brands 
seems most noticeable among the younger 
generation. According to surveys, 
consumers of the Millennial generation – 
those born between roughly 1980 and the 

Product category Number of different products offered

Large online retailer Typical large bricks-and-
mortar store

Books 3,000,000 40,000-100,000

CDs 250,000 5,000-15,000

DVDs 18,000 500-1,500

Digital cameras 213 36

Portable MP3 players 128 16

Flatbed scanners 171 13

Source: http://sloanreview.mit.edu/article/from-niches-to-riches-anatomy-of-the-long-tail/

Categories Top 3 players overall Top 3 players on 
Amazon

Ready meals Nestle
ConAgra Foods
Kraft

Annie’s
Kraft
Nongshim

Fragrances L’Oreal
Coty
Elizabeth Arden

Coty
PG
Elizabeth Arden

Bath and shower Unilever
Henkel
Colgate

Unilever
J&J
Beiersdorf

Skin care J&J
Estee Lauder
L‘Oreal

Beiersdorf
Cetaphil
PG

Pet food Nestle
Mars
Del Monte Foods

Mars
Taste of the Wild
Wellpet

Source: Bernstein.

early 2000s – are less loyal to brands than 
those brought up pre-internet. This is 
illustrated in Figure 7, which shows that 
this consumer group are more likely to 
purchase generic names than dominant 
brands. As the economic power of 
Millennials increases, this presents 
a  further threat to brands’ dominance. 

This may not be surprising given that the 
Millennial generation are the “online 
generation” and the most prolific users of 
social media. The market research in 
Figure 8 shows that advertising has less 
influence over purchasing decisions for 
Millennials compared to the baby boomer 
generation.
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Individuality and connoisseurship 
increasingly valued over 
“belonging”

A further example of fragmentation in 
categories is the desire of consumers to 
demonstrate individuality and 
connoisseurship through their choice of 
products, particularly where they are seen 
in public places.

Two examples are the movement away 
from logoed products in luxury goods 
(which has been particularly impactful for 
Louis Vuitton and Gucci) and the growth 
of craft beers, which has been detrimental 
to the established mainstream brewers in 
the US.

Source: Acosta Sales & Marketing, September 2013.

Fig. 7: Generational differences: proportion of respondents who are 
buying more store brands

Investment implications
While consumer brands may be losing 

some of their power, and as a consequence 
their value, I am not arguing that there has 
been any kind of tipping point – this is 
a  gradual process. For example, the 
interbrand rankings since 2000 are 
a  model of stability for FMCG brands 
(products that leave the shelves quickly, 
such as food and newspapers) – the only 
one to have dropped out of the top 20 
is Marlboro.

This point is illustrated in Figure 9 
(based on data from Nielsen), which 
shows category concentration declining 
but very slowly.

Nevertheless, brand owners should not 
be complacent: the impact can still be 
material, especially in the context of 
consumer staples where a 1% revenue 
miss relative to expectations is considered 
a major event.

Taken to its logical conclusion this 
theory implies lower valuations for 
consumer products companies. If we 
accept that the value of a company is the 
discounted value of its future cash flows, 
and that returns above the cost of capital 
will eventually be competed away, then the 
decline of brands should affect companies’ 
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valuations via a  higher discount rate 
(greater volatility of returns) and a shorter 
competitive advantage period.

The adjacent box summarises the 
strongest trends.

Ultimately, many of the principles of 
stock-picking in this sector apply more 
than ever in this environment. In other 
words, looking for companies with a good 
understanding of their consumer, strong 
innovation and relevant marketing 
becomes all the more important. Not yet 
convinced? Consider this: marketing 
agency Havas Media asked 134,000 
consumers in 23 countries what they 
thought of 700 brands. The answer? Most 
would not care if 73% vanished. 

Fig. 8: Top purchase influencers by category and generation

Apparel Packaged goods

Millennials Baby Boomers Millennials Baby Boomers

n  Word of mouth

n  Online shopping sites

n  Search engines

n  Online shopping sites

n  Advertising

n  Recommendations from 
sales reps

n  Word of mouth

n  Advertising 

n  Search engines

n  Advertising

n  Recommendations from 
sales reps

n  Word of mouth

Financial products Big-ticket purchases (e.g. travel, electronics, etc.)

Millennials Baby Boomers Millennials Baby Boomers

n  Word of mouth

n  Online shopping sites

n  Search engines

n Word of mouth

n  Websites of advertising 
companies

n  Word of mouth

n Search engines

n  Advertising

n  Word of mouth

n  Company websites

n  Advertising

Source: Radius Global Marketing Research.

n  Favours companies that understand and utilise digital media

n  Favours advertising agencies with a strong (and integrated) digital offering

n  Damages companies which lack strong and consistent brand image

Loss of control of the brand image online:

n  Favours small/medium-sized listed companies, and large companies prepared 
to invest behind lesser brands

n  Favours companies with stronger eCommerce strategy

n  Rewards genuine innovation, regardless of company size

n  Damages companies that rely on brand and distribution rather than innovation 
and value for money

Lower barriers to entry for small brands; growth of private labels:

n  Favours organic/natural/local brands and retailers

n  Damaging for mainstream, undifferentiated food offering

n  Soda companies need sweetener innovation to come through strongly

 Distrust of the food system (and some parts of beverages), 
particularly in the US:
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*HPP = high pressure processing Source: Nielsen’s Scantrack Enhanced AOC, Bernstein analysis.

Fig. 9: US market concentration (based on average HHI) by category: 
a slow decline
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  Herfindahl-Hirschman-Index

The Herfindahl-Hirschman-Index – 
known as HHI (symbol: H), is the 
indicator that is most often used to 
measure concentration (for example in a 
market).
When calculating the Herfindahl index it 
is assumed that objects are distributed 
across several groups: for example, the 
total sales of a product on a particular 
market are divided between a certain 
number of producers that manufacture 
the product. However, the sales are not 
usually distributed equally to all 
manufacturers. The Herfindahl index 
indicates the extent to which the sales 
are concentrated on one or a few 
suppliers.

Schroders  Expertikon

The infinite “shelf 
space” of an online 
retailer



More than 200 years of investment experience for your futurewww.schroders.com/multi-asset
Past performance is not a reliable indicator of future performance and you may get back less than you invest. Please note that your investment may be subject to price and exchange rate risk. Subscription to units in the 
Fund is only permitted on the basis of the latest prospectus and the most recent audited annual report (plus the subsequent unaudited interim report, if published).

S C H R O D E R S  M U l t I - A S S E t  F U N D S

More than 200 years of investment experience for your futurewww.schroders.se/multi-asset

Genuine,
   high-conviction asset 
management

Growth-oriented 
Schroder ISF Global Diversified Growth
Balanced 
Schroder ISF Global Dynamic Balanced
Conservative 
Schroder ISF Global Conservative

Schroder ISF stands for Schroder International Selection Fund Past performance is not a reliable indicator of future performance and you may get back less than you invest. Please note that your investment 
may be subject to price and exchange rate risk. Subscription to units in the Fund is only permitted on the basis of the latest prospectus and the most recent audited annual report, plus the subsequent 
unaudited interim report, if published.

Schroders Multi-Asset funds 
invest in more than 10 asset classes. 
Active, flexible and tailored to your 
personal risk appetite – that’s genuine 
asset management from Schroders.
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Merchants & bankers
With the help of the company founder’s 

eldest son, Johann Heinrich Wilhelm, 
who was called John Henry, the parent 
company, J. Henry Schröder & Co, steadily 
built up the trade fi nance arm and 
developed bond trading as another focus. 
Despite all the political turmoil at the 
time, the small Anglo-German trading 
fi rm became one of the most important 
merchant banks in Europe. Johann 
Heinrich coined the term “merchants 
& bankers” to describe the business.

A special coup
John Henry placed a Cuban bond in 

London for the fi rst time as early as 1853. 
In 1870, when Japan needed money for 
the fi rst railway line between Tokyo and 
the port of Yokohama as part of its 

25 years of local presence in 
the Nordic Region

A short history of 
Schroders

How it all began
1804 is considered the year that 

Schroders was founded. It was the year in 
which Johann Heinrich Schröder became 
the partner of his elder brother, Johann 
Friedrich, in London. J.F. Schröder & Co 
was a trading company specialising in 
sugar which diversifi ed into trade fi nance, 
a rather unusual step at that time.

J. Henry Schröder & Co.
At the end of 1817, the two brothers 

terminated their partnership. Johann 
Heinrich then created three companies, 
in Hamburg, London and Liverpool, 
which were all named aft er him. Th is was 
an intelligent move, since Hamburg was 
becoming an increasingly important 
transhipment hub, and England was 
developing into the world’s largest 
colonial power.

This year, we proudly 
celebrate our 25-year 
anniversary in the Nordic 
Region. The following pages 
will give you an insight into 
the Schroders world and our 
local presence. Get to know 
its charismatic founder, 
Johann Heinrich Freiherr von 
Schröder, and trace the 
company’s development, fi rst 
from a traditional trading fi rm to a respected merchant 
bank, and then to a modern asset manager. Read about 
what makes Schroders the company it is today. 
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modernisation process, J. Henry Schröder 
& Co pulled off an even bigger coup: the 
company supported the first bond issue by 
the Japanese government on the London 
capital market. 

An agile baron
After a long period of successful business 

deals in and with many South American 
countries, J. Henry Schröder & Co 
underwent another period of expansion 
with Rudolph Bruno Schröder, 
a Hamburg-born nephew of John Henry, 
at the helm alongside a number of partners. 
Bruno, who became a partner in the 
London firm in 1895 and senior partner in 
1910, was made a “Freiherr” in 1904 by 
Emperor Wilhelm II. He was consequently 
addressed as “Baron” in England. After 
World War I, he provided financing to 
support the reconstruction of Germany 
and also became a sought-after advisor in 
Austria.

Schrobanco
In 1923, the newly founded J. Henry 

Schröder Banking Corporation, simply 
called “Schrobanco” after its telegraph 
abbreviation, ventured the move to New 
York. The Schröder branch, to which 

Bruno and his partner, Frank Tiarks, later 
transferred all the American and Latin 
American business, was listed for the first 
time on Wall Street.

Asset management business 
launched

Three years later, Bruno Schröder’s son, 
Helmut, and Henry Tiarks – both 25 – 
became partners in their fathers’ company, 

J. Henry Schröder & Co. They built up the 
capital investment business and opened 
a department for asset management.

Turbulent times
In 1940, Helmut Schröder became the 

company’s senior partner and Schrobanco’s 
chairman. Through skilful management, 
the American branch survived the Wall 
Street Crash of 1929 in  good shape. 

Heinrich Schliemann,  
as a Russian merchant in 1861

Johann Heinrich Freiherr von Schröder
(1784-1883) was ennobled in 1868
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Schrobanco subsequently 
continued to develop 
as  a  bank relatively 
independently from 
London and ensured the 
survival of the dynasty 
during the Second World 
War, a  difficult period for 
Anglo-German firms.

Today: a clear focus on 
asset management

By the 1950s, the parent 
company had already made 
its own recovery and was 
once again one of London’s 
leading merchant banks. In 
1957, the name “Schröder” 
was anglicised to “Schroder”, 
and the partnership was 
converted into a capital 
company. It then became 
a  corporation listed on the 
London Stock Exchange in 

Schröder Bank in London, in the 1920s

Helmut Schröder (left) and Henry Tiarks (2nd from right) 
as trainees in Hamburg, 1921
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1959. Subsidiaries and affiliates were 
subsequently established. Since the sale of 
the investment banking arm to Citigroup 
(in 2000), Schroders plc has focused 
completely on asset management and on 
further developing this business area.

Resources in the Nordic Region 
dedicated to local service and 
support

In 1989, Schroders established its first 
office in Copenhagen, marking the 
beginning of a long-term commitment to 
the Nordic Region. When this proved 
a success, Schroders established an office 
in Stockholm in 1998. Today, ten dedicated 
people work on a daily basis to serve and 
support local clients by leveraging 
Schroders’ global expertise. In 2013, 
Schroders won several Nordic awards, 
including Best Fund House Larger Multi-
Asset Finland and Best Fund House 
Larger Equity Norway from Morningstar, 

and Newcomer of the Year Frontier 
Markets from Swedish magazine “Private 
Affärer”. 

Schroders today

The Schroder Group’s parent company, 
Schroders plc, is one of the 100 largest 
companies on the London Stock Exchange. 
Traditionally, the founding family holds 
a controlling majority of the share capital. 
As one of the largest independent asset 
management companies in the world, 
Schroders’ figures are impressive. 

•	 	Over	 650	 funds	 globally	 of	 which	
149  funds are domiciled in 
Luxembourg

•	 3.500	employees
•	 Over	450	investment	professionals
•	 37	offices	in	27	countries1

Schroders focuses solely on asset 
management, so any conflicts of interest 
are avoided. This independence enables us 
to act exclusively in the interest of our 
partners and clients. We offer modern 
fund solutions catering for almost any 
investment need. 

The board of Schroders plc. 1992.

1 Source: Schroders, as at 31 December 2013
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In the search for attractive returns at a manageable level of risk, 
increasing numbers of investors have recently become interested in 
a strategy known as smart beta. The idea behind it is strikingly simple. 
On the fi nancial markets, a distinction is made between alpha and beta. 
Beta refers to the average market return that can for instance be achieved 
by investing in an index that replicates a market as broadly as possible. 
Alpha refers to the excess return over and above the average market 
return. It is often diffi cult to achieve this excess return on a reliable basis, 
however, with even investment professionals frequently falling short.

Is there a more intelligent
alternative to smart beta?

Since it is increasingly diffi  cult to generate 
attractive returns for clients when interest rates 
are low – the search for alpha, while attractive, is 

also extremely complicated – many investors have 
turned to investment funds with passive approaches, 
which appear to off er a more cost-eff ective route to 
good performance. Unfortunately, passive investment 
approaches frequently have their own problems. With 
this in mind, the idea was formed to refi ne the search 
for beta. Th e result is smart beta, which promises the 
alpha of an actively managed approach at a cost closer 
to the level of a passive portfolio. Th e idea is to 
replicate market performance, or beta, using index 
funds, keeping volatility and risk as low as possible. 
Rather than a fund manager seeking out the best 
equities, an index is reproduced on a one-to-one 
basis. What is special in this case, however, is that 
traditional indices such as the DAX are adapted in 
advance in order to limit risks. Smart beta is not 
a magic bullet, though. We spoke to Tim Matthews, 

a  client portfolio manager in our QEP Investment 
Team, about some of the challenges facing investors.
What prompts active investors to look around 
for alternatives?

Th e market turbulence of 2007 and 2008 acted as 
a catalyst for smart beta strategies. Investors suddenly 
began to have concerns about the risks associated 
with their investments. Th ey were no longer seeking 
the best performance, but were suddenly far more 
interested in achieving the best return for each unit of 
risk taken. Simply outperforming an equity index was 
no longer enough for them. Th e preferred measure of 
success instead became the information ratio, which 
is outperformance divided by the standard deviation 
of this outperformance (the tracking error). Passive 
strategies appeared to off er consistent, cost-eff ective 
performance.

But smart beta has enhanced the passive approach 
with new features that promise a further improvement 
in performance.
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What are the risks associated with passive 
management?

Th e fi rst thing is to make it clear that a passive 
approach off ers numerous advantages compared to 
traditional market capitalisation weighted benchmarks. 
Th ese include diversifi cation and transparency, and 
also the fact that it is a cost-eff ective way of gaining 
exposure to the equity market. Although passive 
strategies are constructed in a systematic and 
transparent way, however, these exact features mean 
that such strategies are actually at odds with a focus on 
value, as they encourage investors to buy high and sell 
low. Furthermore, in some circumstances they are not 
suffi  ciently broad-based and eff ectively limit investors 
to the biggest equities in the investment universe. Th is 
concentration on the biggest equities means that the 
diversifi cation advantages frequently only appear to be 
available but in fact aren’t.

What do you mean by concentration?
In certain market conditions indices weighted by 

market capitalisation are dominated by a relatively 
small part of the market. In February 1989, for example, 
around 44% of the MSCI World Index – which includes 
the world’s biggest equities – was made up of Japanese 
equities. And in February 2000 more than 35% of the 
same global index comprised technology and telecoms 
stocks. In both cases the market segments in question 
– Japanese equities and the technology and telecoms 
sector respectively – subsequently performed 
signifi cantly worse than the average. Studies have in 
fact shown that the bigger and seemingly more secure 
equities that frequently dominate market capitalisation 
weighted indices generally underperform the market 
over the long term. 

Tim Matthews, 
Client portfolio 
manager in the 
Schroders QEP 
Investment Team
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Why is the lack of width a problem?
We believe that index-oriented investors limit their 

investment opportunities unnecessarily. Th e MSCI 
World Index currently consists of more than 1,600 
equities.

We would say, however, that the universe of global 
equities with suffi  cient liquidity for effi  cient 
investment comprises in excess of 15,000 stocks. 
Th ese include more than 4,000 emerging market 
equities that are potentially more attractive and 
suffi  ciently liquid but are excluded from the MSCI 
World Index as it is restricted to industrialised 
nations. In addition, the MSCI World Index’s clear 
focus on the biggest equities means that equities of 
medium-sized companies make up just 2% of the 
index. In actual fact, in terms of the number of stocks 
available the 1,600 equities in the MSCI World Index 
represent just a small portion of our investment 
universe of 15,000 stocks, in which around 30% are 
attributable to mid caps and small caps and 24% to 
the micro cap category (see Fig. 1). In our opinion, 
therefore, there is an enormous range of unused 
equities that are not included in the index.

What are smart beta strategies?
Smart beta strategies use more effi  cient weighting 

methods to off set the ineffi  ciencies of indices 
weighted by market capitalisation as described above. 
In their simplest form, the weighting methods 
attempt to exploit the premiums associated with 
a  given investment style. Th e weighting methods 
should ideally be rule-based so that they are both 
simple to reproduce and consistent. Th is means that 
smart beta indices, although not specifi cally designed 
with this in mind, exploit the advantages of style 
factors in the most effi  cient way but are also 
transparent. Put simply, smart beta is a strategy that 
attempts to exploit the advantages of a traditional 
passive investment approach while also adding 
a source of outperformance in order to beat traditional 
market capitalisation weighted indices.

Source: MSCI and Schroders; 31 December 2013.

Fig. 1: Investment universes compared

n  Large  n  Mid

MSCI World investment universe by company size 

n  Large  n  Mid  n  Small  n  Micro

Potential investment universe by 
company size

98%
30%

28%
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1 Source: “Fundamental Indexation”, Robert D. Arnott, 
Jason Hsu and Philip Moore, Financial Analysts Journal, 
vol. 61, no 2, 2005. 

A more sophisticated method would be an 
optimisation process that calculates the weightings 
required to minimise the risk of the entire equity 
universe, creating a portfolio with minimal volatility. 
A minimal volatility approach takes only the least 
volatile equities and their pairwise correlations into 
account.

Country, sector and all other equity features are 
irrelevant. Unfortunately this results in indices with 
signifi cant tendencies towards certain sectors, such as 
utility stocks.
Do smart beta strategies function in all market 
environments?

Th ere is no universal smart beta strategy that is 
successful in all market environments. Some 
strategies function better under certain circumstances, 
such as falling markets or situations where small caps 
or value stocks are preferred. It is up to investors to 
choose the best time to switch between the various 
off erings. We believe it would be better to have 
a solution that functions in all market environments. 
Smart beta seems to have enormous momentum: 
is this sustainable?

Smart beta has undoubtedly become a hot topic 
over the last few years, as evidenced by the boom in 
sales of units of exchange-traded funds (ETFs) based 
on smart beta indices. Th e fl ood of new indices from 
the big index providers has also caused a certain 
amount of confusion, however.

It is not always clear whether “yet another index” is 
actually an effi  cient investment strategy. Th ere will 
certainly be some ETFs that will build on these 
indices and will just as certainly fi nd buyers. Th e 
problem is that the constant search for the magic 
bullet means these strategies generally only attract 
large sums of money for as long as they remain 
successful. As soon as returns start to tail off , the 
money is quickly shift ed into the next fashionable 
product. ETF investments also involve hidden costs if 
several levels of integrated fees and charges are not 
visible to fi nal investors.

Can you give us examples of these investment 
styles and describe the implementation process?

Th ere are numerous smart beta investment styles, 
for example those geared to exploiting the advantages 
of investments in small caps or value stocks or of low-
volatility investments. In the simplest weighting 
method, all equities are given an equal weighting. 
Th is means the portfolio captures potential premiums 
for small caps, as the smallest equities enjoy the same 
weighting as the biggest. While this kind of approach 
would be transparent, it would also be over-simplistic. 
Equally weighted indices frequently contain large 
equity concentrations, as they are still made up of the 
same stocks as their market capitalisation weighted 
equivalents such as the S&P 500.
How would you implement a value-oriented 
strategy?

In 2005, in a joint study published with Jason Hsu 
and Philip Moore, Robert Arnott proposed an 
approach in which weightings are based on 
fundamentals1. Th e authors pointed to the 
outperformance of an index whose weightings are 
based on fundamental factors such as sales, book 
value, cash fl ow and dividends compared with that of 
indices weighted by market capitalisation. Although 
these fundamental indices appear intuitive, however, 
Arnott initially made no reference whatsoever to the 
systematic value focus that seems to explain 
the majority of the outperformance. By removing the 
automatic weighting concentration in favour of large 
cap equities, areas of the market with lower valuations 
receive a higher weighting in fundamental portfolios. 
By defi nition, however, they include higher 
concentrations of value stocks.
What about the low volatility?

Another method that focuses on exposures to value 
stocks and equities with low market capitalisation is 
a portfolio with equal risk contributions, whereby the 
weighting of each equity is adjusted so that it 
contributes the same amount of risk. Th is is frequently 
achieved through weightings that are inversely 
proportional to historical volatility. It is assumed, 
however, that all equities are equally correlated.
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Source: MSCI and Schroders; 31 December 2013.

Fig. 2: The advantages of regular reweighting
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Is reweighting really so important?
Reweighting is an important part of every investment 

strategy. Th is is something that is largely overlooked by 
most providers of smart beta indices, however. In 
certain circumstances there can be signifi cant sector 
shift s if investors only reweight their portfolio once a 
year. Some providers initially responded to this by 
switching from yearly to half-yearly reweighting. 
When this wasn’t enough they moved to a process in 
which one quarter of the portfolio was reweighted 
every three months. In our view even this is not oft en 
enough. Th e optimum solution would be the possibility 
of daily reweighting. To avoid unnecessary transaction 
costs, however, reweighting should only be carried out 
when really necessary.

In addition, the impact of the transactions on the 
market should also be taken into account. An 
assessment of whether a transaction is necessary 
should therefore always consider liquidity as well. Th is 
is in fact essential if a reweighting strategy is to be 
implemented effi  ciently.

Th e advantages of reweighting can be clearly 
demonstrated in a simple example, as can be seen in 
Fig. 2. Th e light-blue line shows the performance of the 
regular MSCI World Index since 1998.

Th e orange line shows how this performance can be 
improved by using an equally weighted version of the 
index that is regularly reweighted. And just to prove 
that this has nothing to do with higher weightings of 

value stocks or small caps in the index, we show how 
well the whole thing still works if we replace it with 
a  weighting based on the length of each company’s 
name (dark-blue line). In other words, regular 
reweighting improves value even if the anchor provides 
no justifi ed economic reason for investment.
 
What is Smart Beta 2.0 and is the strategy really 
an innovation?

In March 2013 the EDHEC-Risk Institute, a French 
research institute, attempted to draw attention to the 
ineffi  ciencies in what it described as “traditional” 
smart beta equity indices. According to EDHEC, the 
simplifi ed weighting methods used by these indices 
led to undesirable risk exposures. Th e institute 
proposed a new approach that it called Smart Beta 
2.0, in which these undesirable “specifi c” risks can be 
measured and controlled by separating the stock 
selection and weighting phases of the process. Th e 
notion of using a liquidity fi lter to prevent liquidity 
risk was also raised, and the suggestion made to 
impose sector neutrality constraints to avoid creating 
unintentional sector trends. Th e authors proposed 
the construction of a benchmark that corresponds to 
investors’ own choice of risk exposure. Despite all 
these seemingly elaborate techniques, we believe that 
EDHEC is merely making adjustments to 
a fundamentally fl awed approach. It would certainly 
be better to construct an active strategy (or an 
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Market

Source: MSCI and Schroders. Outperformance ratios shown as a percentage of the periods 31 January 2000 – 31 December 2013 during which the 
Schroder ISF QEP Global Core Strategy outperformed the benchmark in various markets.

Fig. 3: Outperformance ratios of the QEP Global Core Strategy
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optimised index strategy) that avoids the various 
problems associated with smart beta.

Are there better options?
We certainly feel that the EDHEC approach 

represents a marked improvement on a simplistic 
smart beta strategy. For example, we share the view 
that it would be better to initially select equities 
using a liquidity filter. We also believe, however, 
that the EDHEC approach can be further improved. 
The first step is to decide on the portfolio’s style.

If no style is envisaged, investors should select 
a combination of equities that are attractive because 
they offer either good growth potential or a high 
level of quality.

They should also decide what level of risk 
exposure they are prepared to accept, possibly in 
terms of a given size of tracking error. If a tracking 
error of around 1% is required, this must generally 
be relative to a underlying market capitalisation 
weighted index. If a higher tracking error is 
acceptable, investors can move away from the 
index completely and construct a strategy in which 
equities with better fundamentals have a higher 
weighting.

Finally, the aim should be to apply an approach 
with a consistently high information ratio that 
functions in every market environment – rising or 
falling prices, value stocks or growth, large caps or 

small caps. The implementation of a rigorous, 
repeatable and risk-controlled active management 
strategy would undoubtedly offer a more 
satisfactory alternative to a passive or smart beta-
focused approach. That such a strategy is 
implementable is evident from the outperformance 
ratios – the percentage of time in which the strategy 
beats its benchmark – of our QEP Global Core 
Strategy under various market conditions, as 
shown in Fig. 3. Smart beta can be a good starting 
point for investors who are seeking a cost-eff ective 
investment off ering consistent returns, but in our 
opinion there are better alternatives out there. 
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A cup of tea and sympathy
From the UK 
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Nothing, you would think, is as quintessentially English as 
tea. English tea culture is in fact quite young, however, with 
the drink not arriving on the island nation until the 17th 
century. Before the introduction of tea, the English were 
actually passionate coffee drinkers.

MISCELLANEOUS

Nothing, you would think, is as quintessentially English as 
tea. English tea culture is in fact quite young, however, with 
the drink not arriving on the island nation until the 17th 
century. Before the introduction of tea, the English were 
actually passionate coffee drinkers.

Why tea became such a success story in 
England has thus far never been fully 
explained. One thing that is certain is that 

the wife of Charles II, Catherine of Braganza, played her 
part in the introduction of a tea culture when she came 
to the English court from her native Portugal in 1661.

By that time the Portuguese had long been 
afi cionados of the drink prepared with water and tea 
leaves. However, its success could also be down to the 
many doctors who proclaimed the positive, health-
promoting properties of “Tcha”, this previously 
unknown drink from China, known in other 
countries as “Tay” or “Tee”.

What is clear is that English tea culture was 
encouraged by Queen Anne (1665 – 1714), who 
preferred to drink tea rather than beer soup for 
breakfast. By around 1700 some 500 English coff ee 
houses were also off ering tea. At that time, however, 
tea was something that only the upper classes could 
aff ord – not least due to the very high taxes enforced 
by the beer lobby.

It was only when tea taxes were reduced in 1783 
that the beverage became accessible to the middle 
classes, who until then had been coff ee drinkers. In 
response to the excessive number of tea breaks 
enjoyed throughout the day, however, 19th century 
English politicians soon began to tout the notion that 
tea was “pernicious to health”.

Teatime – every day has its special 
moments
Over the years, the original “teatime” has been 
extended and now spans the entire day. When they 
fi rst wake up the English start the day with a cup of 
early morning tea. For preference, this tea is drunk 
while they are still in bed. Tea drunk in the aft ernoon 
is known as light tea. Th e main tea is aft ernoon tea, 
which is drunk between 3 pm and 5 pm. Aft ernoon 
tea is taken not at a dining table but at a tea table, 
usually to be found in a drawing room.

Aft ernoon tea is always accompanied by dainty little 
snacks, with fi nger sandwiches fi lled with egg, cress or 
ham becoming increasingly popular. On special 
occasions the English sit down for high tea between 
5 pm and 7 pm. Rather just a few little snacks, high tea is 
also served with dishes such as roast meats, cooked 
vegetables, cold chicken or cakes and fruit.

Even though the tea ceremony has suff ered 
somewhat in the face of globalization and the 
increasingly fast pace of life, the English are still 
among the world leaders when it comes to tea 
drinking. England just wouldn’t be England if it were 
simply about drinking a cup of tea at various points in 
the day. No, it’s about much more than that: getting 
together, chatting and reminiscing about old times 
are just as much a part of a good tea break as the loose 
tea leaves immersed in boiling water and the splash of 
milk. Th ere is in fact no situation that does not 
urgently call for someone to put the kettle on. And 
because the off er of a cup of tea is always in some way 
also an act of personal devotion, it would be impolite 
to refuse, even if you have already drunk the 
equivalent of the English Channel. 



For most economists it is clear that the more free 
trade there is, and the less state regulation, the 
wealthier the country. In the opposing camp 

are those who have declared war on global trade, clai-
ming that it is the principal cause of poverty, environ-
mental damage, huge pressure of competition and 
the widening gulf in incomes. 

So who should we as individuals side with – the 
friends or the enemies of globalization? Dani Rodrik, 
former Professor of International Political Economy 
at Harvard University, gets to the bottom of this ques-
tion in his book, “Th e Globalization Paradox”. Using 
a range of examples and interesting arguments, he 
aims to show that the middle way is the right one. 
Rather than either eulogising or proclaiming the end 
of free trade, the book takes a critical look at what has 
gone wrong so far. Rodrik takes the reader back to 
the beginnings of globalization in the 17th century, 
when the driving force was the emerging global spice 
trade. We then move on to 1931, when the United 
Kingdom was forced to leave the gold standard, and 
to Argentina in the 1990s, when the national curren-
cy was gradually released from its US dollar peg. Th e 
book also covers the fi nancial crisis of 2008, which, 
according to Rodrik, was mainly due to globalization 
having lost its way and running out of control. 

The Globalization Paradox
by Dani Rodrik

For Professor Rodrik, the globalization issue is not 
only about jobs and the protection of the environ-
ment, but about something much more fundamental: 
the incompatibility of the nation state, free world 
trade and democracy. Rodrik calls this the “political 
trilemma of the world economy”. He believes it is not 
possible to pursue all three to an equal extent: one 
will always come at the expense of another. Instead of 
the current quest for maximum globalization, he 
calls for intelligent global trade with low transaction 
costs and with the nation state as the focal point. Th e 
nation state should be able to govern its internal af-
fairs (such as working conditions and social stan-
dards) with the greatest possible degree of democracy 
and independence from global infl uences. According 
to Rodrik, experiences over the years have shown 
that markets cannot regulate themselves, but need to 
be supervised by a strong state. Th is eff ectively means 
giving the globalization side of the “trilemma” the 
lowest priority, but it should not jettisoned altogether. 
In other words, what Rodrik is calling for is propor-
tionate globalization.

Our conclusion: 
An extremely readable, clearly written book 
that shows all facets of globalization and 
maps out possible new directions. One for 
both critics and proponents of free trade. 

Schroders’ recommended reading
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stock-specific risk.”
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