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Editorial

ketil petersen
Country Head 
Nordic Region

If it works in the US, there’s surely a way to implement it 

here, too. The marketing and sales strategists of various 

ETF providers must have been thinking along these lines, 

because although private clients account for a fairly high 

proportion of ETF volume on the other side of the pond, 

90% of the European market is dominated by institutional 

investors like hedge funds or treasury units. ETF-based 

portfolio solutions with reduced management fees are set 

to fix this. At first glance, the underlying principle is simple: 

take a broad church of supposedly cheap ETFs and blend 

them into as balanced an overall portfolio as possible. 

Don’t get me wrong, it’s quite all right for investors to keep 

a keen eye on costs – after all, overly high fund fees can 

trim performance. But I think it’s out and out wrong to 

base investment decisions on costs as the key or even as 

the only criterion. In the ETF solutions I refer to, what use 

are low costs if the asset allocation has not yet proven 

itself? Alternatively – in some cases – and almost culpably 

so – this is even left to the private client. That’s a risk I’m 

not prepared to accept as an investor. After all, building 

a portfolio correctly is demonstrably the best guarantee of 

performance. 

But far be it from me to simply criticise – constructive 

proposals for a solution are also needed. And in this 

respect, I think that modern portfolio theory of 

appropriate multi-asset funds is streets ahead of the 

game. In multi-asset products, managers actively play 

the various asset classes, include derivatives in 

portfolios, and implement absolute and total return ideas. 

Fund managers have access to a modern set of 

instruments and can also employ alternative asset 

classes, such as private equity and infrastructure, to 

diversify, but as the products are regulated, they are also 

suitable for private investors. 

Clearly, fund managers’ experience, and the gamut of 

instruments they employ, doesn’t come for free – but 

ETF providers don’t track indices out of charity either. It’s 

just that their lower costs translate into lower fees. But if 

the value added of multi-asset products, the experience 

of fund managers and the access to broad-based 

research outweigh the higher fees, it can only mean one 

thing: cheap on its own is not the solution. 

You’ll find some interesting value-added solutions on the 

following pages. 

Kind regards

cheap is by no means cool

1 Schroder International Selection Fund is 
referred to as Schroder ISF throughout this 
document.
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news from schroders

news
+ + +  Alex tedder is our new head of Global equities  + + +

In June this year, Alex Tedder became the new Head of the Global Equities team at 
Schroders. He is responsible for management, strategic planning and leadership of 
the team for global and international equities, and reports to Peter Harrison, Global 
Head of Equities, who looked after some of his tasks on an interim basis before his 
appointment. Simon Webber, Lead Portfolio Manager Global Equities, will continue 
to focus on investments, working closely with our global sector specialists. Before 
joining Schroders, Alex Tedder worked for American Century Investments, where he 
was responsible as Senior Vice President and Co-Head of Global and Non-US 
Large Cap Strategies for USD 21 billion of client money and a 15-strong team of 
experts. With more than 20 years’ experience, he is the ideal complement for our 
existing Global Equities team, which comprises eight sector specialists and two 
portfolio managers.

+ + +  Denis parisien joins portfolio management team for emerging Markets Debt relative return  + + +

The Schroders Emerging Markets Debt Relative Return team in New York has 
welcomed Denis Parisien as its new portfolio manager. With immediate effect, he 
will focus on analysing emerging market corporate bonds and help manage the 
existing portfolios led by James Barrineau, Co-Head of Emerging Markets Debt 
Relative Return. Parisien comes from Deutsche Bank Securities, New York, where 
he spent four years as Head of Emerging Markets Corporate Debt Research and 
Strategies. His remit includes restructuring the analysis activities and developing 
a unique research platform for emerging markets, which combines fundamental 
data with relative value analysis. He was previously Executive Director and Head of 
Latin American Fixed Income Research at Santander Investment Securities. His 
career also included a five-year stint at Miami-based Standard New York Securities 
as Senior Vice President and Head of Research.

Denis parisien
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1 Please note that Schroder UK Property Fund 
is not registered for distribution in the Nordics 
(Denmark, Sweden, Finland, Norway).

+ + +  peter harrison  promoted + + +

Peter Harrison has been appointed as the new Head of Investment at Schroders in 
London with immediate effect. In this new role he will be responsible for the 
company’s entire investment business. He previously looked after the company’s 
equity investments as Global Head of Equities. The vacancy he has left will be filled 
by Nicky Richards, who returns from her previous position as CEO and CIO at MLC 
Investment Management in Australia. Richards started her career at Schroders 
some 16 years ago. 

peter harrison

+ + +  three new hires for Schroders research  + + +

Rory Bateman, Head of UK and European Equities, has the arrival of two new team 
members to celebrate. Senior Research Analysts Henrik Nyblom and Roger Doig 
have joined his London team with immediate effect. 

Nyblom comes from Nomura and will cover telecoms and media stocks at 
Schroders. He has worked in the sector for 17 years and will bring the Schroders 
team valuable insights into the corporate world and regulatory requirements of the 
telecoms sector, thanks particularly to his sell-side experience. Roger Doig has 
switched within Schroders, having previously analysed European financials for the 
Credit Research team in London. Doig will focus on European insurers and various 
financials for the UK and European Equities team with immediate effect. He joined 
Schroders in 2007 after a stint as equities analyst for European insurers at 
JP Morgan.

The London Fixed Income Credit Research team will also be strengthened by the 
immediate start of Robert Kendrick, who previously worked for Legal and General 
Investment Management as Senior Credit Analyst for global banks and insurers.

henrik nyblom

robert kendrick

roger Doig

city tower in Manchester.

+ + +  Schroders buys city tower in Manchester  + + +

Schroder Property has bought Manchester’s highest office building for 
GBP 132 million (approx. EUR 162 million) at a headline initial yield of 7%. The 
107 metre-high City Tower is simultaneously in the portfolios of three investment 
vehicles. Schroder UK Property Fund1, which also has non-UK investors, holds 
a major stake in the high-profile building.

The seller of the 30-storey tower, with a space of 57,175 m2 and 456 parking places, 
is UK property firm Bruntwood. Built in 1967, this centrally positioned landmark 
enjoys good transport links and provides ideal space for its 115 tenants. Most of 
these are firms, but retail outlets, hotel accommodation and leisure facilities are also 
represented. The main tenants of the office space include the National Institute for 
Health and Care Excellence, the Ministry of Justice and the University of Law. 
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Yields rising in 
the bond sector – 
what next?

the last few years have without doubt been 
a time of political and economic extremes. 
the euro crisis left the world holding its 
breath for a long time. Bonds that had 
previously counted as “safe havens” 
became unattractive, and some of them 
have still to regain their lustre – such as 
ten-year bunds, whose inflation-adjusted 
real yields are negative. In short, political 
decisions and changes are clearly having 
a significant influence on the market and 
investor behaviour. And that will 
presumably be the case in the future, too.

uu

But a recovery now seems to be close at hand 
and, given that US economic data are more 
solid, investors are naturally wondering how 

much longer it will be before yields also start rising 
again. In such a scenario, flexible bond funds would 
provide the scope needed to avoid negative surprises.

The twelfth day of the twelfth month of 2012 was 
a  memorable date for the then chairman of the 
Federal Reserve, Ben Bernanke, to announce the 
massive, USD 85 billion-a-month quantitative easing 
scheme that changed the face of markets. The 
increased level of monthly asset purchases meant that 
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Source: Schroders. As at: 30 June 2014. The alpha 
generation shown above represents the view of the Schroder 
Global Multi Sector Portfolio Management team.
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uu the Federal Reserve (Fed) would inject more than 
USD 3 trillion a year into the US economy. 

In addition to this staggering volume of stimulus, 
Bernanke announced that the interest rate at which 
banks lend money to each other (the Fed funds rate) 
would stay in an “exceptionally low range” for at least 
as long as unemployment was above 6.5% and longer-
term inflation expectations were “well anchored”. 

Throughout 2013 and continuing into 2014, driven 
by these high levels of liquidity and assurances from 
the Fed and other central banks that low base rates 
would remain, yield-hungry investors have sought 
returns wherever they can. As a consequence, bond 
valuations now look stretched in a number of areas of 
the market. 

However, the global economy now has far fewer 
headwinds to contend with than in 2012, or even 
compared with six months ago. US unemployment is 
below Bernanke’s 6.5% threshold, inflationary 
pressures are building, and all of this is happening 
while the quantitative easing programme outlined 
above is being withdrawn. The Fed is no longer 
relying on any one economic measure for rates 
decisions, but a hike is certainly getting closer. 

“A rate hike seems very close – but is that even 
a bad thing for bond investors?”

Interest rates are still at record lows, and market 
return alone is making nobody rich any more. The 
classic bet on falling interest rates and the associated 
price increases for fixed income broke a long time 
ago. Rising interest rates are generally bad news for 
bond holders, so – with a potential rate hike on the 
horizon – how can bond investors insulate themselves 
from the risk of a correction? One way bond investors 
can reduce this risk – or even prosper from a rate rise 
– is via unconstrained bond funds.

In a conventional bond fund, the manager’s 
primary goal is to replicate the benchmark index as 
closely as possible. Broadly speaking, however, they 
will be limited in expressing a view beyond this, and 
the portfolio holdings are unlikely, in reality, to 
deviate too far from the benchmark. As the conviction 
or pessimism of a conventional bond fund manager 
will always be exhibited via slight benchmark under 
or over-weights, the risk posed by a rate hike may not 
be entirely eradicated since the duration positioning 
of the portfolio is ultimately dependent upon that of 
the benchmark. 

For an unconstrained bond fund, this is not the 
case. Fund managers may use a very broad index such 
as Barclays Global Aggregate, in order to monitor 
volatility on a relative basis, or they may use none at 
all and invest in their best ideas. This approach opens 
up the largest possible investment universe. Fund 
managers of unconstrained bond funds have the 
freedom to invest in any industries and sectors and 
can manage duration and currency, as well as 
positioning on the yield curve, flexibly. The wider 
array of investment strategies available allows an 
unconstrained manager to allocate – or mitigate – 
risk to a far greater degree. 

An unconstrained manager may, for example, 
introduce exposure to high-yield corporate bonds at the 
expense of investment-grade credit, or vice-versa. He or 
she may incorporate foreign exchange (FX) trades, in a 
variety of currencies, based on a view on interest rates 
for a given economy. Alternatively, the manager may 
have a strong opinion on the prospects for different 
geographic regions or asset classes. Most importantly, 
an unconstrained fund can also alter “duration 
positioning”  to a greater extent than a conventional 
bond fund. It is this tool which allows the portfolio 
manager to reduce the risk posed by interest rate hikes, 
or even profit from such a policy move. 
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“Being tied to a benchmark brings a multitude 
of risks”

“Generate consistent total returns with 
unconstrained bond funds”

The most valuable tool the unconstrained bond fund 
has is flexibility. This ability to constantly and actively 
adjust the portfolio’s risk exposure is what allows 
unconstrained bond funds to generate consistent 
total returns. While 
conventional bond funds offer 
targeted exposure to specific 
areas of the bond market, an 
unconstrained manager can 
position the portfolio to 
prosper, or be better protected, 
in a wider range of markets 
and a wider variety of market 
conditions. However, it is the 
capacity for unconstrained 
funds to allocate duration in a 
targeted and active way that 
makes these vehicles even 
more valuable in a rising 
interest rate environment.

Flexibility in the bond 
market with Schroders 
This flexibility is what the Schroder GAIA Global 
Macro Bond, a product on the Schroders GAIA 
(Global Alternative Investor Access) platform 
established in November 2009, exploits. The fund can 
go both long and short and aims to comfortably 
exceed the money market, despite the current low 
interest rate environment. It aims for an annual return 
of 8% over 3-month USD LIBOR, which means 
capital gains even if inflation rises.

Schroder GAIA Global Macro Bond is still 
a  fairly young fund, having been launched on 1 
October 2012. But its investment approach has a 
longer, successful track record as it is based on the 
proven strategy of the Schroder ISF Strategic 
Bond, which has been around for ten years. 

Short positions are possible
In light of the current market environment, the fund 
management of the Schroder GAIA Global Macro 
Bond plays on even greater flexibility than the 
Schroder ISF Strategic Bond. The fund is therefore 
managed entirely independently from a benchmark, 
takes a top-down approach and can also go short. To uu

 Duration positioning

“Duration” is the sensitivity of the 
fund manager’s positions to 
a change in interest rates. A fund’s 
duration expresses how sharply the 
fund’s portfolio value would react to 
interest rate movements. The 
prevailing logic is that high duration 
should be avoided when rates are 
rising because higher rates depress 
bond prices. When rates are rising, 
the higher a portfolio’s duration, the 
higher its losses.

Schroders  expertikon

In a conventional bond fund, the limited options 
available to the manager mean that the portfolio may 
be “underweight” duration compared to the 
benchmark, but even this conviction will be 
constrained to some extent by the benchmark index. 

As unconstrained or “go anywhere” bond funds do 
not adhere to a benchmark, they are not concerned 
with replicating its performance. Their duration 
profile can therefore be significantly more flexible. 
The manager could reduce the portfolio duration in 
one area of the market, and reallocate it elsewhere. 
Duration may be reallocated by geography, asset 
class, or even a specific portion of the yield curve they 
believe is attractive. Duration can also be built using 
options, rather than bonds themselves, making the 
strategies more nimble and also allowing fund 
managers to be “short” duration in specific areas. “Go 
anywhere” bond funds can really shine in this 
environment. The ability to build short or negative 
duration positions can allow investors not simply to 
insulate themselves from a rate hike, but to profit 
from it. 

A key characteristic of the market in today’s 
environment, by way of example, is the differentiation 
in prospects for various economies. Most glaring is 
the gap between the eurozone and the US. 
In early June, the European Central Bank (ECB) 
announced a long-awaited cut in the main refinancing 
rate to 0.15%, and the deposit rate is now negative at 
-0.1%. These moves were taken in a bid to revive low 
inflation levels in the eurozone and weaken the strong 
euro, which was curbing competitiveness. The 
negative deposit rate should reduce capital inflows 
and allow inflation to build once again. This puts the 
eurozone in stark contrast to the US, where 
circumstances are conspiring towards a rate rise. An 
unconstrained bond manager could implement 
a  strategy which will prosper from this divergence. 
While monetary policy remains highly 
accommodative in the eurozone, longer duration 
positions in core European debt should continue to 
enjoy support. Low and falling base rates are positive 
for debt holders. The manager of an unconstrained 
bond fund could also build an outright short in US 
dollar duration, allowing the portfolio to benefit if 
and when the Fed funds rate is increased.
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1 Source: Schroders. As at: 31 December 2013.

reasons to invest Investment risks

n  Aims to exploit investment opportunities 
arising from volatility in the global 
macroeconomy.

n  A fund with comprehensive investment 
opportunities and the flexibility to invest in a 
broad range of strategies, including fixed 
interest and currencies.

n  Experienced team of international specialists in 
macroeconomics who have generated solid 
risk-adjusted returns over many market cycles.1

n  Fully integrated in the successful and larger 
Schroders Fixed Income team. This enables it 
to use the best opportunities and investment 
styles of the Global Fixed Income team to 
achieve a good Sharpe ratio.

n  Historical returns in similar strategies adopted 
by the team have achieved low correlations 
with other markets.1

n  The capital is not guaranteed.

n  Non-investment grade securities will generally pay higher yields than more highly 
rated securities but will be subject to greater market, credit and default risk.

n  A security issuer may not be able to meet its obligations to make timely payments 
of interest and principal. This will affect the credit rating of those securities. 

n  Investments in money market instruments and deposits with financial institutions 
may be subject to price fluctuation or default by the issuer. Some of the amounts 
deposited may not be returned to the fund.

n  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.

n  Investment in bonds and other debt instruments including related derivatives is 
subject to interest rate risk. The value of the fund may go down if interest rate rise 
and vice versa. 

n  The issuer of Mortgage or Asset backed securities may have a limited ability to 
recover amounts due if the underlying borrowers become insolvent or their 
collateral drops in value. 

n  The fund may hold large positions in a particular investment and if market declines 
or the issuer defaults, then the fund will be adversely affected.

n  The fund may be leveraged by trading in a high volume of derivatives to achieve a 
risk target consistent with its risk profile.

n  The fund enters into financial derivative transactions. If the counterparty were to 
default, the unrealised profit on the transaction and the market exposure may be lost.

Share class c, uSD, acc. Share class c, eur hedged, acc.

ISIN LU0827487413 LU0827488734

Inception 1 October 2012 1 October 2012

Initial charge 1.01010%

Management fee 1.00% p. a.

Fund manager Bob Jolly

Minimum investment amount USD 500,000

Schroder GAIA Global Macro Bond

uu build the portfolio, the manager can – as with the 
older strategy – invest in government and corporate 
bonds, high yield, currencies of industrial nations 
and emerging markets, asset-backed securities and 
mortgage-backed securities and derivatives.

“Schroder GAIA Global Macro Bond – A ’go 
anywhere’ fund with potential”

Unlike the fund manager of Schroder ISF Strategic 
Bond, Bob Jolly has even more freedom for asset 
allocation and can take on far higher positions on 
both the long and short side. If necessary, duration in 
the Schroder GAIA Global Macro Bond can range 
between –10 and +15 years. This is an efficient way of 

insulating against inflation or even rising interest 
rates, especially on the short side, as higher rates 
generate profits if the portfolio duration is negative. 

The Schroder ISF Strategic Bond’s decorrelation 
from both the broad bond market and the equity 
market has proven a success, and it offers clear 
diversification advantages as an addition to many 
portfolios. As a consequence of its much greater 
flexibility, the Schroder GAIA Global Macro Bond 
should improve this diversification effect even further 
and create upside. 
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reasons to invest Investment risks

n  The investment approach is independent of 
the market environment and particular 
direction of interest rates or credit spreads and 
targets absolute returns. The fund is not 
subject to any style requirements.

n  Broadly diversified investment opportunities 
thanks to flexible weighting in interest, credit 
and currency strategies.

n  Theme-based global investment process 
which exploits global opportunities 
independent of a benchmark.

n  Alternative to more constrained, traditional 
long-only bond strategies.

n  Target return is LIBOR +4% gross in one 
market cycle.

n  Diversification through investment style and 
time horizon with a strong focus on disciplined 
portfolio-building and risk control.

n  The capital is not guaranteed.

n  Non-investment grade securities will generally pay higher yields than more highly 
rated securities but will be subject to greater market, credit and default risk. 

n  A security issuer may not be able to meet its obligations to make timely payments 
of interest and principal. This will affect the credit rating of those securities. 

n  Currency derivative instruments are subject to the default risk of the counterparty. 
The unrealised gain and some of the desired market exposure may be lost.

n  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.

n  Investment in bonds and other debt instruments including related derivatives is 
subject to interest rate risk. The value of the fund may go down if interest rate rise 
and vice versa. 

n  The issuer of Mortgage or Asset backed securities may have a limited ability to 
recover amounts due if the underlying borrowers become insolvent or their 
collateral drops in value. 

n  The fund may be leveraged, which may increase its volatility.

n  The fund enters into financial derivative transactions. If the counterparty were to 
default, the unrealised profit on the transaction and the market exposure may be lost.

Share class A, uSD, 
acc.

Share class A, uSD, 
dist.

Share class A, eur 
hedged, acc.

Share class Share class A, 
eur hedged, dist.

ISIN LU0201322137 LU0216291897 LU0201323531 LU0471239094

Inception 30 September 2004 15 April 2004 30 September 2004 4 December 2009

Distribution
Fixed distribution of 3% 
p.a., paid out monthly

Fixed distribution of 3% p.a., 
paid out quarterly

Initial charge 3.09278%

Management fee 1.00% p. a.

Benchmark 3-month USD LIBOR

Fund manager Bob Jolly & Gareth Isaac

Schroder ISF Strategic Bond
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In the eurozone, the uk and the uS, real interest rates have been 
extremely low or even negative for a good few years. this, and 
other forms of financial repression, is covertly expropriating 
investors because their savings are losing purchasing power in real 
terms. And they are finding it considerably more difficult to build up 
reserves for retirement. covert expropriation is affecting virtually 
all savers.

The main cause is that central banks have injected more liquidity into the 
markets than was required, in order to keep interest expectations artificially 
low. The Fed has gone so far as to tangibly squeeze investors by buying 
more than two-thirds of US Treasuries. As the US economy has staged 
a moderate recovery in the meantime and unemployment is close to 6.5%, 
the Fed has decided to reduce the amount of stimulus it provides through 
bond purchases – i.e. through tapering. Its intention is to accelerate the rise 
of long-term rates.

tobias eppler,
Investment Analyst at 
Schroders in 
Frankfurt

how flexible are bond 
funds really?
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In Europe and the UK, the recovery also picked up 
speed in 2014. Business confidence surveys have 
improved in peripheral states and in the UK. Low 

interest rates and stabilisation in the banking sector 
will support the ongoing acceleration in economic 
activity. Fears of eurozone deflation appear to be 
dissipating. UK politicians are increasingly concerned 
by rising property prices and have tightened mortgage 
lending requirements further. The prospects of 
peripheral states achieving a self-supported recovery 
have improved considerably, thanks to the credit 
upgrade of Portugal and its exit from its bailout. The 
conflict in Ukraine, however, still poses a threat to 
Europe’s recovery, as the eurozone is highly dependent 
on Russian gas supplies and there are close business 
ties between western and eastern Europe.

Flexibility is crucial
It has become generally more difficult to generate 
returns from bond products, especially with low 
interest rates set to dominate the market environment 
for a long time to come. To counteract these 
circumstances, a dynamic and flexible approach has 
become crucial. But what does “flexibility” mean for 
bond funds? 

Firstly, investors need to forget any thoughts of 
benchmarks and be prepared to invest in all areas of 
the bond market globally (government bonds, 
corporate, emerging market bonds, etc.) and in 
currencies (FX). It is crucial to be independent of a 
benchmark so that problematic sectors and countries 
compared with benchmark strategies are not in the 
portfolio to start with. Once bond fund managers 
break away from the traditional benchmark approach, 
they can tap into the broadest possible investment 
universe and only allocate to those investment classes 
offering the most attractive return opportunities. 
Their exclusive aim is therefore to generate absolute 
returns. How the benchmark performs is far less 
important in this approach, and in some cases plays 
no role at all. 

Another key piece of information that describes 
the flexibility of a bond portfolio is duration range. As 
a rule, duration measures the interest rate risk of a 
bond (or of a bond portfolio) as bond price elasticity 
(modified duration) or as the number of years to 
maturity (Macaulay duration). In general terms, the 
higher the duration the more sensitively the fund 
reacts to a change in interest rates. Modified duration 
of, for example, 5% theoretically shows that if the 
yield curve shifts upwards in parallel by 100 basis 
points, the fund portfolio loses 5% in value. If interest 
rates fall, the portfolio’s value rises accordingly. In 
practice, however, yield curves rarely move in parallel. 
Nevertheless, a fund’s duration is a good indicator of 
the risk of losses if rates rise, and bond fund investors 
should be aware of it.

But many bond fund managers use no active 
duration management and may often deviate from a 
benchmark by only one year in either direction. 
Duration of the current benchmarks ranges from 
three to six years, which is a clear indicator of high 
interest rate risk. To mitigate this risk, some fund 
companies offer duration-hedged share classes. But 
because the yield curve is rising, this type of hedge is 
currently very expensive, so investors in these types uu
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of share classes must expect rates at the longer end to 
rise. Flexible bond funds – usually recognised by the 
word “strategic” or “unconstrained” in their name – 
can provide a solution to investors prepared to entrust 
all their bond management, including all investment 
decisions, to one manager. Under this concept, fund 
managers, instead of buying just one bond class, 
cover virtually the entire universe from government 
and corporate bonds to high-yield and emerging-
market bonds. The option of active currency 
management and, of course, active duration 
management is also available. This also includes the 
possibility of taking out negative duration positioning, 
which means gains can even be made when interest 
rates rise. 

The universe of these unconstrained fund solutions 
is, however, still highly diversified. Another factor is 
that many funds still have a very short track record, 
and their fund managers have not had enough 
opportunities to really test their skills in a difficult 
interest rate and market environment. In the past, 
many unconstrained bond funds tended to be in the 
high-yield area, which may not have been to the taste 
of every investor, since instead of interest-rate risk 
they suddenly become more exposed to default risk.

Schroders has for many years now been offering 
investors the option of highly flexible “go anywhere” 
approaches to invest in the bond markets, so that they 
can tap into all available alpha sources. 

Against their peer group, the unconstrained bond 
funds of Schroders stand out for their stable and 
lower volatility growth. A salient example is Schroder 
ISF Strategic credit1, which has a balanced portfolio 
consisting of investment-grade and high-yield bonds. 

While Schroder ISF Strategic credit mainly 
invests in the UK and Europe, virtually the entire 
focus of Goldman Sachs Strategic Income Bond is on 
the US (exposure of more than 88%)2. Other 
differences can be seen in sector allocation. The 
Schroders product focuses on corporates, whereas 
the Goldman Sachs fund is very heavily invested in 
(US) government bonds. This shows clearly that both 
funds employ their flexibility in very different ways. 
Current estimates suggest that interest rates will rise 
earlier in the US than in Europe. This means that 
the  Goldman Sachs fund, based on its current 
portfolio allocation, will play more strongly on 
negative duration (currently –4.79), so its risk profile 
is likely to increase. But the Schroders fund strategy is 
to keep interest rate risk structurally low (current 
duration 1.6)3.
 uu

conclusion: the end of the 30-year bull market in bonds means that 
pure beta plays (simply tracking the index) are a thing of the past, and 
the times of calm bond markets have been replaced by more turbulent 
periods. As a consequence, the era of generating double-digit annual 
returns on investment-grade corporates, for example, is also over. 
But quickly dumping all bond investments is not a solution either – 
especially in light of portfolio diversification. the better option for 
investors is to scrutinise their bond investments to identify the 
interest rate and credit risks in their portfolios and ascertain how 
flexibly the fund manager can manage duration in times of rising or 
falling interest rates. For investors able to invest tactically and 
strategically across the whole spectrum of global fixed-income 
sectors and FX, the current low interest rate environment is still rich 
in alpha-generating opportunity.

uu

1 Please note that Schroder ISF Strategic Credit is not 
registered for distribution in Norway.
2 Source: Goldman Sachs. As at: 31 May 2014.
3 Source: Schroders. As at: 31 May 2014.
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4 Source: 
Schroders. As at: 
30 June 2014. 
5 Schroder ISF 
Strategic Credit was 
launched on 
12 March 2014 to 
simplify the transfer 
of unitholders from 
the Cazenove 
Strategic Debt fund 
to Schroder ISF 
SICAV. Prior to 
12 March 2014, the 
fund based its 
performance track 
record on that of 
Cazenove Strategic 
Debt (launched on 
10 December 2007).

Investment focus

Absolute return /
total return 
(libor plus)

Schroder ISF Strategic Bond
– Global absolute return strategy
– No benchmark
– Performance target: 3M Libor + 4% (gross) p. a.
– EUR hedged, share class A, acc., ISIn: lu0201323531
– Manager: Bob Jolly (since 30 November 2011)
– Inception: 30 September 2004
– Total fund size: USD 2.07 billion
– Current effective duration: –2.38
– Investment process: Macroeconomic focus
– performance since taken over by Bob Jolly: +11.34% (after costs)4

– Duration range: - 3 to +7.5 years

Absolute return/
total return
(libor plus)

Schroder ISF Strategic credit
–  Global absolute return strategy with European focus and balanced combination of high-

yield and investment-grade bonds
– No benchmark
– EUR hedged, share class C, acc., ISIn: lu0995124236
– Manager: Peter Harvey
– Inception: 12 March 20145

– Total fund size: EUR 480 million
– Current effective duration: 1.6
– Investment process: Bottom-up
–  performance since 11 May 2010 (inception of share class c, eur hedged, acc.): 

22.12% (after costs)4

– Duration range: always less than 4 years
– Structurally low portfolio duration

Benchmark unconstrained* Schroder ISF Global unconstrained Bond
– EUR hedged, share class A, acc., ISIn: lu0894413409
–  Performance target: Benchmark + 4% – 5% (gross) p. a. over 3–5 years rolling
– Benchmark: Barclays Capital Global Aggregate Bond
– Yield source: Mix of benchmark and investment strategy
– Manager: Bob Jolly & Gareth Isaac
– Inception: 17 April 2013
– Total fund size: USD 18.8 million
– Current effective duration: 3.91
– performance since inception: +3.78% (after costs)4

– Duration range: – 2 /+10 years

uu



15
Schroders ExpErt Q3/2014

InvEStmEnt IdEaS

Source: Morningstar DirectSM. As at: 20 June 2014.

opportunities/risk profile (period: 1 June 2011 – 31 May 2014)
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hedge funds have a dubious reputation in 
these parts. But chosen carefully, they can 
make a positive contribution to a portfolio’s 
stability. through its GAIA platform, 
Schroders is bringing transparency to 
a market that has previously been shrouded 
in mystery. 
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hedge fund tamer – 
A new fund from 
the Schroder GAIA 
fund platform



In recent years, investors have had to 
learn an important lesson: correlations 
between asset classes are not set in 

stone. Which is why increasing numbers 
of investors are looking for alternative 
investments with asymmetrical risk 
profiles to stabilise portfolios in these 
situations and provide more protection 
against extreme storms on the capital 
markets. And sooner or later, they come 
across hedge funds. The fundamental idea 
of hedge funds is to keep the capital 
separate from the market environment 
and grow it as much as possible. And 
chosen correctly, they can improve the 
risk/reward profile of a portfolio. 

But making the right choice is exactly 
where the difficulty lies. Investors find it 
virtually impossible to see the wood for 
the trees in this product category. The 
market and the funds are highly opaque. 
Hedge fund managers pursue very 
different strategies and have an extreme 
degree of freedom. The success of a hedge 
fund depends to a great extent on the 
particular manager, but the lack of 
transparency makes it all but impossible 
for investors to judge a manager’s quality.

hedge funds analysed to the nth 
degree 
Back in 2009, Schroders reacted quickly 
to these challenges and created an 
alternative platform called GAIA 
(standing for Global Alternative Investor 

Access). All the hedge funds it hosts 
undergo a strict and thorough selection 
process. Schroders experts achieve this by 
analysing all aspects of the funds’ 
investment processes, their strategy and 
their management. This means they can 
select managers with a proven track 
record who work within UCITS-IV 
requirements in terms of investment 
process and risk control and can offer 
investors adequate liquidity. 

The latest addition to the Schroders 
GAIA platform is Schroder GAIA 
paulson Merger Arbitrage, which can 
be subscribed from 25 June 2014. The 
fund originates from Paulson & Co. – 
a  hedge fund manager that has enjoyed 
virtually unparalleled success in the 
industry. 

John Paulson founded Paulson & Co. in 
1994 and launched his flagship global 
merger arbitrage strategy in May 1996. 
John has built up an extraordinary track 
record in the meantime. In the last 
20 years, he only lost money in 2011 and 
1998. Since inception, his strategy has 
returned over 12% p.a., outperforming the 
S&P 500 Index by more than 400%.1. His 
performance against the S&P 500 was 
achieved with roughly half the standard 
deviation (8% vs. 16%) and a much lower 
maximum drawdown (–15.6% vs. –51%). 

we at Schroders are very proud to 
have teamed up with John paulson to 

launch a fund exploiting the gains to 
be made from merger arbitrage. we 
spoke to John paulson, manager of 
Schroder GAIA paulson Merger 
Arbitrage, to find out how this newly 
launched fund can help investors 
generate above-average returns with 
low volatility and limited market 
correlation.

could you tell us a bit about paulson 
& co. and the team looking after this 
fund?
I founded Paulson & Co. in 1994. Since 
then, my team and I have built the firm’s 
investment capabilities and infrastructure 
so that today we have approximately USD 
22 billion under management2. We now 
employ 125 people in New York, London 
and Hong Kong.

All our strategies are based on the same 
underlying investment philosophy and 
objectives: preservation of capital, above-
average returns, low volatility and limited 
correlation to the broad markets. Paulson 
& Co. employees, including myself, are the 
largest category of investors in our funds. 
I  am the portfolio manager for all the 
funds, but am supported by a team of 
54  investment professionals, both sector 
and transaction specialists, who contribute 
to the management of the funds. Andrew 
Hoine, who joined the firm in 1998, and 
Jim Hoffman each have over 20 years’ 
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John paulson 
is President of Paulson & Co., specialising in mergers and 
acquisitions. Before setting up Paulson & Co., he was a general 
partner at Gruss Partners for four years, and before that Managing 
Director, Mergers and Acquisitions at Bear Stearns for four years 
John holds an MBA from Harvard Business School and was made 
a Baker Scholar, Harvard’s highest honour, in 1980. John also has 
a Bachelor of Science, summa cum laude, in Finance from New 
York University, where he was elected Valedictorian.

1 Source: Paulson & Co. As at: 31 May 2014.
2 Source: Paulson & Co. As at: 28 March 2014.

uu



experience in the merger business and are 
co-managers of the funds.

what is special about this fund?
The merger arbitrage funds are our oldest 
and largest, and with USD 8 billion under 
management, they represent approximately 
35% of our total assets. They have a proven, 
20-year track record of generally delivering 
strong performance from a diverse set of 
merger-related opportunities. These 
opportunities include exploiting price 
spreads between bidder and target, topping 
bids (where bids of third parties are 
outbid), liquidations, bankruptcy 
reorganisations, pre-announced deals and 
exchange offers. Schroder GAIA paulson 
Merger Arbitrage now forms a part of 
these funds.

what is the fund’s investment 
universe?
The fund only invests in opportunities 
where we believe we have a definitive 
edge, with a primary focus on North 
America and Europe. The strategy is not 
constrained to using specific instruments 
or securities. We use all types of publicly 
traded securities – mainly equities and 

bonds, but occasionally over the counter 
instruments, options, swaps (including 
credit default swaps) and other derivatives.

how do you generate new ideas and 
what is your investment process?
Our investment professionals are 
specialists, either in particular sectors and 
industries or in specific functions, such as 
transactions, regulation, banking and 
accountancy. Given that event-driven 
opportunities do not recur very frequently, 
they are difficult and expensive for most 
investors to research effectively. We 
attempt to exploit this “informational 
inefficiency” by using our specialist 
expertise to undertake detailed 
fundamental bottom-up analysis to 
develop a full understanding of the risks 
and rewards surrounding such events. 
When an analyst identifies a potential 
opportunity, he or she will perform an 
initial analysis of the company, its 
industry, peers and the expected event.

The analysis is subjected to an intense 
review and, if initially attractive to the 
portfolio manager, typically results in 
further investigation. Subsequent to this, 
a decision to invest may be made. During 

18
Schroders ExpErt Q3/2014

FUNDS

Source: Paulson & Co. and Schroders as at 31 March 2014.
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this stage of the process, the analyst team 
also comes up with ideas to hedge the 
position, focusing on market, sector and 
company-specific risks. Approximately 
75% of our research is carried out 
internally. Investment opportunities are 
sourced from a number of channels, 
including news flow in relevant media and 
trade publications, as well as our 
relationships with sell-side institutions, 
industry contacts, and the professional 
network of our investment professionals.

how is the portfolio structured?
The initial focus when structuring the 
portfolio is on what we believe will be low 
risk/high return deals. Each possible 
opportunity is scrutinised and ranked 
based on risk. Focusing on the low-risk 
end of the pool, we review return 
characteristics and choose what we believe 
to be the best risk-adjusted return deals 
for the portfolio. Deals with the best risk-
adjusted return characteristics will receive 
higher weightings (up to a maximum of 
10% – the position limit set by UCITS 
regulations). The portfolio typically 
comprises 30 to 60 positions, diversified 
geographically, by sector and by 
instrument type. The top ten positions 
will typically represent between 40%–60% 
of the portfolio. The majority of the 
positions in the portfolio are invested in 
companies with large market 
capitalisations.

how will you manage risk in the 
portfolio?
The primary objectives of the fund are 
capital preservation, low correlation to the 
broad markets and minimal downside 
volatility. We use various direct and 
market hedges to minimise market 
correlation and maximum drawdowns. 
Furthermore, we carefully examine the 
potential for and probability of upside and 
downside in a transaction. In doing so, we 
eliminate up front the riskier arbitrage 
transactions which over time have proven 
to have a poor or even negative expected 
value. The initial position sizes are set so 

that the potential downside does not 
exceed 2% of net asset value. We look for 
deals whose characteristics imply a high 
probability of closing. Our focus is on 
strategic combinations of solidly 
performing targets of large acquirers. This 
increases the probability that deals in the 
portfolio will close in most market 
environments.

We size individual positions according 
to their potential downside, the probability 
of that downside, the potential upside, the 
probability of that upside, and the 
probability of the deal collapsing. We have 
developed a proprietary risk management 
system to suit our needs. We also use 
external service providers, such as 
Riskmetrics. 

what persuaded you to partner with 
Schroders?
Having successfully managed this strategy 
for 20 years, we wanted to extend it to 
a wider audience using a UCITS format. 
Schroders has a tremendous reputation in 
this area, with one of the leading UCITS 
distribution platforms in alternatives 
investment. We see significant 
opportunities in merger arbitrage and are 
excited about developing them further in 
our new partnership with Schroders.

why is now a good time to invest in a 
merger arbitrage strategy?
Many people think that merger arbitrage 
is just about capturing merger arbitrage 
spreads, but our approach uses a much 
broader definition which gives us the 
opportunity to make money in many 
different market environments. Global 
merger and acquisition activity is 
currently very healthy, with over 
USD 400 billion of deals announced in 
April 2014 alone, the highest monthly 
level for over five years, and this provides 
a tailwind to our strategy. Global merger 
and acquisition activity remains stable, 
averaging USD 650 billion of announced 
deals a quarter (USD 2.6 trillion 
annualised). In general, annualised 
returns in spread deals are not highly 

attractive, ranging between 4% and 7%. 
However, while spreads remain tight in 
plain vanilla deals, complex deal 
structures, competitive bids, and pre-
announced deals offer scope to generate 
higher risk-adjusted returns. Our 
approach enables us to obtain these higher 
returns by investing in diverse risk 
arbitrage, merger and event opportunities. 
Given the very large (and growing) market 
opportunity for these merger arbitrage 
deals, we believe the fund will continue to 
be successful.

Many thanks, 
John.

FUnds

19
Schroders ExpErt Q3/2014

uu



20
Schroders ExpErt Q3/2014

FUNDS

reasons to invest Investment risks

n  The fund exploits the growing market opportunities provided by 
arbitrage deals. The fund manager takes into consideration all 
types of mergers and acquisitions, as well as other types of 
events, such as corporate restructurings, bankruptcies and 
liquidation scenarios. 

n  The team invests in opportunities that complex mergers present. 
These offer higher prospects of profit than the hassle-free 
standard deals (known as plain vanilla) that other merger 
arbitrage managers like to use.

n  Particular attention is paid to high-quality companies with wide 
spreads. As a consequence, the portfolio tends towards potential 
topping bids, where bids of third parties are outbid, and 
concentrates on deals with unusual structures.

n  The first Paulson merger fund was launched in 1994.  
The strategy now manages just under USD 8 billion and, since 
inception, has generated an annualised net return of more than 12%.3

n  A highly experienced team of 54 investment specialists.

n  The capital is not guaranteed. 

n  The fund is suitable for investors with a longer term investment 
horizon and who are more concerned with long term returns than 
short-term losses. 

n  The investor has a risk tolerance high enough to absorb potential 
losses associated with the uncertain outcome of merger and 
acquisition transactions and corporate events. 

n  The fund will take significant positions in companies involved in merger 
and acquisition transactions and other corporate events, the outcome 
of which are uncertain and may in certain instances adversely impact 
the performance of the fund. Investments in companies that are 
involved in mergers or other corporate events can be difficult to sell 
quickly, which may affect the value of the fund and, in extreme market 
conditions, its ability to meet redemption requests upon demand. 

n  Non-investment grade securities will generally pay higher yields than 
more highly rated securities but will be subject to greater market, 
credit and default risk. A security issuer may not be able to meet its 
obligations to make timely payments of interest and principal. This 
will affect the credit rating of those securities. Investment in bonds 
and other debt instruments including related derivatives is subject to 
interest rate risk. 

n  The value of the fund may go down if interest rate rise and vice 
versa. Investments in money market instruments and deposits with 
financial institutions may be subject to price fluctuation or default by 
the issuer. Some of the amounts deposited may not be returned to 
the fund. 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 large positions in a particular investment and if market declines 
or the issuer defaults, then the fund will be adversely affected. 

n  The fund enters into financial derivative transactions. If the 
counterparty were to default, the unrealised profit on the transaction 
and the market exposure may be lost. The fund may be leveraged 
through the use of financial derivatives to achieve a risk target 
consistent with its risk profile. Long and short exposure gained 
through equity and bond total return swaps may increase the 
exposure to equity and credit related risks.

n  The use of financial derivative instruments for investment purposes 
may increase the share price volatility, which may result in higher 
losses for the investor.

Share class c, uSD, acc. Share class c, eur hedged, acc.

ISIN LU1062022733 LU1062023111

Inception 25 June 2014 25 June 2014

Initial charge 1.01010%

Management fee p.a. 1.25%

Performance fee Subject to the “high water mark” principle, 20% of the share class outperformance in 
excess of the BBA Libor USD 3 Month Act 360

Fund manager John Paulson – President of Paulson & Co.

Minimum investment amount USD 500,000

Schroder GAIA paulson Merger Arbitrage

3 Paulson International Ltd. – May 1996 to 31 March 2014. Net growth excluding fees.

uu

Important note: The views and opinions 
expressed herein are those of John Paulson, 
Manager of Schroder GAIA Paulson Merger 
Arbitrage, and do not necessarily represent 
the views stated or expressed by Schroders 
in other communications, strategies or funds.
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The table shows a selection of Schroders funds that are among 
the top performers in their peer group in the current year and 
over one, three and five years.

top performers

Schroder ISF Quartile ranking/
peer group

Morningstar peer group   Fund 
(calculated in euro)

6 months

Schroder ISF Middle east
A, USD, acc., LU0314587907

1  2 / 23 Africa & Middle East Equity +18.8%

Schroder ISF Frontier Markets equity
A, USD, acc., LU0562313402

1  2 / 18 Global Frontier Markets Equity +17.9%

Schroder ISF Japanese opportunities
A, JPY, acc., LU0270818197

1  4 / 162 Japan Large-Cap Equity +7.8%

Schroder ISF Global energy 
A, USD, acc., LU0256331488

1  4 / 39 Sector Equity Energy +19.9%

1 year 

Schroder ISF european equity Yield
A, EUR, acc., LU0106236267

1  3 / 27 Europe Equity Income +26.1%

Schroder ISF Frontier Markets equity
A, USD, acc., LU0562313402

1  1 / 17 Global Frontier Markets Equity +31.9%

Schroder ISF Japanese opportunities
A, JPY, acc., LU0270818197

1  5 / 155 Japan Large-Cap Equity +13.4%

Schroder ISF Global energy
A, USD, acc., LU0256331488

1  4 / 38 Sector Equity Energy +32.5%

3 years 

Schroder ISF Asian total return
A, USD, acc., LU0326948709

1  2 / 25 Asia Allocation +8.9%

Schroder ISF Frontier Markets equity
A, USD, acc., LU0562313402

1  12 / 8 Global Frontier Markets Equity +20.8%

Schroder ISF Japanese opportunities
A, JPY, acc., LU0270818197

1  9 / 144 Japan Large-Cap Equity +13.3%

Schroder ISF taiwanese equity
A, USD, acc., LU0270814014

1  12 / 11 Taiwan Large-Cap Equity +9.5%

5 years 

Schroder ISF Middle east
A, USD, acc., LU0314587907

1  1 / 16 Africa & Middle East Equity +15.6%

Schroder ISF Asian total return
A, USD, acc., LU0326948709

1  1 / 25 Asia Allocation +15.4%

Schroder ISF emerging europe
A, EUR, acc., LU0106817157

1  11 / 48 Emerging Europe Equity +12.9%

Schroder ISF taiwanese equity
A, USD, acc., LU0270814014

1  1 / 10 Taiwan Large-Cap Equity +15.3%

Source: Schroders, Morningstar. As at: 30 June 2014. Performance based on the net asset value of the given share class on an EUR basis/
translated into EUR. Calculated net of the annual management fee and internal fund costs and based on reinvestment of all income (BVI 
method). Foreign currency investments are subject to currency fluctuations. Past performance is not a reliable indicator of future performance. 
Information on peer groups and ratings: Morningstar.
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Andrew 
Dreaneen 
Head of Schroder 
GAIA Product 
& Business 
Development

what was your first formative 
experience of money? 
My first experience of money was at 
primary school in New Zealand, where 
children were given a savings account at 
the local post office – I think I had saved 
about the equivalent of EUR 20 when I left 
primary school as I spent most of my 
pocket money on sweets, which is now 
making my dentist very rich!

how did you fund your studies? 
Largely through my parents and 
a combination of borrowing, holiday jobs 
and part-time work.

Do you have a professional role model? 
I don’t have one single role model today 
but I am fortunate to work with some of 
the most successful hedge fund managers 
in the industry and I often look up to 
these individuals, especially the managers 
who remain as committed to making 
money for their clients today as they were 
on day one despite accumulating 
a considerable amount of wealth. It’s very 
easy to start a hedge fund, but very 
difficult to stay in the business in the long 
term. You have to be smart, focused, 
humble, patient and independent – and 
very few people have all these qualities. 

what do you consider to be the 
stupidest stock market saying you’ve 
ever come across?
That hedge funds are expensive and do 
not provide value, so investors would be 
better off investing in ETFs. It is true that 
ETFs are very cost-effective and provide 
a cheap form of market beta. But investors 
shouldn’t look at the fees in isolation; they 
should look at the quality of the manager 
and the length and consistency of their 
track record net of fees and other 
important factors like downside 
protection, volatility and correlation. 

As Head of Schroder GAIA Product 
& Business Development, Andrew 
is responsible for the UCITS-
compliant Schroder GAIA hedge fund 
platform. His duties include manager 
selection, product development and 
management, sales and marketing. 
He previously held various positions 
in Luxembourg and London, including 
Head of Product Development for 
Schroders funds domiciled in 
Luxembourg. He joined Schroders in 
2000. Andrew’s investment career 
started in 1998 at a small boutique 
called FMG in New Zealand 
specialising in agricultural business. 
He holds an MBA from Massey 
University, New Zealand.

QueStIonS For
AnDrew 
DreAneen
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what book should every fund 
manager read? 
“When Genius Failed: The Rise and Fall of 
Long-Term Capital Management”.

how do you motivate yourself if the 
funds you have put on the GAIA 
platform are lagging behind their 
peers? 
When we add a new hedge fund manager 
to our UCITS platform we are very selective 
in terms of who we are prepared to partner. 
We look for highly credible and very 
experienced managers with a proven track 
record of delivering consistent risk-
adjusted returns. That said, as we know 
past performance is no guarantee of future 
value and even the very best managers will 
have difficult and challenging phases – so if 
a fund is lagging behind its peers it is very 
important to remain motivated and to 
actively engage with clients to ensure they 
understand the driving factors behind the 
underperformance and know the 
manager’s outlook and the portfolio’s 
current positioning. 

And what’s your reward for leaving all 
the others trailing behind? 
Sometimes we celebrate a success by 
opening a bottle of champagne, going to 
a  nice restaurant or watching an 
interesting sporting event – we recently 
saw the Wimbledon ladies’ semi-final. 

what has been your most enjoyable 
experience so far as a fund manager?
We reached a major milestone earlier this 
year when we became the largest UCITS-
compliant hedge fund platform – and 
with only five funds, compared with most 
of our peers who have on average around 
15 to 20 funds. That says a lot about our 
manager selection process and the 
strength of the Schroders brand and our 
distribution.

what has made you really angry 
recently? 
I can’t think of anything specific. There 
will always be bumps in the road but I try 
not to dwell on these too long and keep 
working hard to ensure the positives 
outweigh the negatives.

who would you most like to give a 
piece of your mind? 
I prefer not to single out any one individual, 
but there are some commentators who 
dismiss UCITS-compliant hedge funds, 
saying that they are inferior to offshore 
hedge funds as they are watered down 
versions of a flagship strategy with a large 
tracking error, they are more expensive, 
and with daily or weekly dealing they are 
sold to retail investors who chase 
performance and have very short holding 
times. I have to say I wholeheartedly 
disagree with these statements – I find 
them to be a gross oversimplification and 
generalisation of the alternative UCITS 
industry. 

what do you collect? 
I have a very small and modest wine cellar 
which admittedly needs some more 
quality wine before I can consider myself 
a real connoisseur!

when do you switch your mobile 
phone off?
Just before I go to bed.

who do you follow on twitter?
No-one currently. It’s not that I’m a 
technophobe, I’m just old-school when it 
comes to most forms of social media. I 
still send my letters by carrier pigeon.

what is your favourite tv series? 
I try not to get into TV series as they are 
great distractions which can glue you to 
the sofa when there are more productive 
ways to spend your time.

And what makes you switch off 
straight away?
Normally any programme without 
Bloomberg News or sport.

what are you passionate about – 
football or rock music? 
Hmm, I think it would have to be football 
given the World Cup, and my team, the 
Red Devils, did very well.

what was the most recent game you 
went to?
The last match I saw was Spurs vs. West 
Ham. It’s a London derby and is always 
very tense and exciting. West Ham won, 
which is great, as I’m a fan.

what luxury item would you have 
trouble giving up? 
A bottle of ’82 Pétrus...

what’s worth going overdrawn for?
Shares in the new Schroder GAIA Paulson 
Merger Arbitrage Fund. Ha ha ha, am I 
allowed to be biased? 

wine or beer with dinner?
Both – Belgian beer followed by French 
wine... oops, sorry, of course I meant 
a  Paulaner Weissbier followed by 
a Dr Loosen Riesling.

what charities have you supported 
recently? 
The London Moonwalk 2014 for breast 
cancer.

where would you like to live when 
you no longer work? 
The Bay of Islands in New Zealand, where 
I come from. 
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Markets

Market overview

 Japan The recent recovery on the Japanese stock 
market means we are taking a more positive view of 

Japan, despite the stronger yen. This very positive 
development could signal that investors are beginning to 
consider factors other than the likelihood of further rate cuts to 
support the market. 
The triggers for this include the latest economic indicators, 
which show that the economy coped better with April’s tax 
increases and the much-discussed tax cuts for businesses 
than had been anticipated.

Schroder ISF Japanese opportunities

 uk The strength of  
sterling and the 

significant proportion of 
corporate earnings generated 
abroad by British companies 
means that we are less positive 
on the UK in relative terms. In 
addition, Mark Carney, Governor 
of the Bank of England, seems to 
be taking a more robust stance, 
which means that the pound is 
likely to remain strong.

Schroder ISF uk equity

equities

 uS We remain positive on US equities,
as we see the market as continuing to 

offer strong potential for increased profits. We 
are also encouraged by the fact that profits 
have contributed significantly more to returns 
since the beginning of the year than was the 
case in 2013. While corporate equity buy-
backs are slowing down, there is a high 
probability of an overall increase in corporate 
activity, with cash flows being directed 
towards M&A.

Schroder ISF uS Small and Mid cap equity

 europa (ex uk)  
We have downgraded 

Europe to neutral, although the 
policy of the European Central 
Bank continues to have 
a supportive effect. The market 
has performed well to date, and 
given the (as yet unrealised) 
forecast improvement in 
margins, we consider taking 
profits to be prudent at this time.

Schroder ISF european 
opportunities

emerging markets The recovery in the industrial 
countries seems finally to be expanding into the 

emerging markets, primarily due to increased private 
consumption and a loosening of the fiscal brakes in the West. 
The cyclical improvement could form the foundation for 
a sustained, profit-driven upward trend in the region, which, 
given the historically low valuations, would make these 
countries extremely attractive. We are therefore extending our 
positive view of Asia’s emerging markets to the broader 
investment universe. 

Schroder ISF emerging europe
Schroder ISF Qep Global emerging Markets
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expected performance:

Positive Neutral Negative

 Sovereign bonds 
Given the continuing monetary 

stimuli in the majority of industrialised 
countries, we remain neutral with regard 
to duration. Economic growth remains 
moderate, although inflation expectations 
are increasing gradually. We maintain our 
underweight on US Treasuries relative to 
UK gilts and German bunds. We remain 
neutral with regard to duration in Europe, 
as the ECB continues to provide the 
market with liquidity. Due to the continuing 
improvement in US economic data, we 
have downgraded US duration to single-
digit minus figures.

Schroder ISF euro Bond 

 Inflation-linked bonds 
The drivers of inflation are steadily 

increasing. Wages and employment are 
increasing on the US labour market, while 
food prices and rents are also trending 
upwards. While there is no threat of 
a jump in inflation, we prefer inflation-
linked bonds to nominal bonds, as the 
latter underestimate the risk of inflation.

Schroder ISF 
Global Inflation linked Bond

 emerging market bonds 
We have upgraded USD-

denominated emerging market bonds to 
neutral, as our positive spread forecast 
offsets our moderately negative position 
on US duration. With regard to emerging 
market bonds in local currencies, we are 
optimistic about the short end of the yield 
curve of South African and Mexican 
securities.

Schroder ISF emerging 
Markets Debt Absolute return

corporate bonds 
Overall, we are neutral on this asset 

class. Although US investment-grade 
bonds could benefit from the US upturn, 
we retain a slightly negative outlook over 
the medium term. It would be difficult for 
the current spreads to fall further, but 
potential interest rate rises could lead to 
increasing spreads. We continue to prefer 
European investment grade to US 
investment grade. The technical factors 
are favourable, as few new issues are 
expected, and the lacklustre growth in 
Europe could benefit bonds. Furthermore, 
the ECB’s more aggressive monetary 
policy could continue to have a positive 
effect on the credit risk premiums.

Schroder ISF euro corporate Bond
Schroder ISF Global convertible Bond

 high-yield bonds 
We are negative on US high-yield 

bonds over the medium term. Given the 
deviations between the fundamental data 
of sectors and individual securities, we 
expect increased stock-specific risks. The 
eurozone is currently experiencing weak 
credit growth and unusually low inflation. 
The enormous quantity of loan capital on 
offer seems to be declining in 2014, with 
coverage ratios continuing to benefit from 
the low interest rates. Compared to the 
US, the more accommodative monetary 
policy in Europe is proving supportive for 
the markets.

Schroder ISF Global high Yield 
Schroder ISF euro credit conviction

commodities 
We are maintaining our neutral 

stance in the commodities sector. Firstly, 
the unpredictability of weather conditions 
means that the further development of 
agricultural prices is uncertain, and 
secondly, Chinese government policy 
could improve the market climate. We 
retain a constructive view of energy 
markets, due to seasonal factors and the 
positive carry. We remain neutral on gold, 
as the trend continues to be sideways.

Schroder ISF Global energy 

 real estate 
We remain moderately positive on 

real estate. We expect yields of 7-9% and 
rental growth of 2-5% for the rental 
segment of the British property market, 
which should compensate for a possible 
increase in interest rates. We also expect 
similar yields in the European real estate 
market over the next 12 months. In the 
short term, an increase in capital inflows 
from Asia or the US could lead to a slump 
in yields in the premium real estate 
segment.

Schroder ISF Global property Securities 

Bonds Alternative Investments
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Margins are under pressure everywhere, 
making efficient internal processing 
platforms that can meet constantly rising 

client demands ever more important.
Not only do customers want good products, decent 

performance, knowledgeable salesmen and 
innovative marketing nowadays, they also expect 
seamless processing and tailored reporting and data. 
Errors in processing buy orders are no longer 
accepted. It is becoming ever more important for 
every fund provider to be up to date with the latest 
technology so as to guarantee that clients do not 
suffer errors. 

That’s why Schroders set up its Luxembourg fund 
centre in 1999, bringing back on board services that 
had previously been outsourced. The reasons were, 
firstly, that many service partners were no longer able 
to keep up with Schroders’ strong growth. Secondly, 
Schroders wanted to have the key back office 
functions and procedures in house again, so that it 
could react flexibly to client needs and offer better 
service quality overall. 

Apart from the dot com crash and the global 
financial crisis, the fund centre has grown steadily 
every year ever since. In 2004 Schroders expanded the 
core service offering, which had previously only 
covered funds domiciled in Luxembourg, to its funds 
in Hong Kong and the Cayman Islands – and later to 
Singapore, Switzerland and (last year) UK unit trusts 
managed by the wealth business. Schroders 
Luxembourg has a core service platform with assets 
under management of around EUR 92 billion in 
29 SICAVS with 273 sub-funds and 1,835 share classes.

The fund centre has now grown into a true mega-
hub for Schroders worldwide. With 230 staff, it is 
responsible for centralising the accounting of fund 
inflows and looks after various transaction reports, 
client calculations and transfer prices for a total of 
144 local Schroders fund platforms from Indonesia to 
Australia and Brazil to Hong Kong, and now has 663 
funds, 2,709 share classes and over EUR 214 billion1 
from all over the world. All financial processes for 20 
Schroders management companies worldwide are 
handled from Luxembourg. 

Behind the scenes – 
our fund centre in luxembourg

what do you need for a good fund? 

A good fund manager? – correct.
Good performance? – correct again.
transparent and competitive pricing? – Absolutely correct.

But you definitely also need an excellent “Fund VIP Area” with skilled staff to make sure 
everything runs smoothly behind the scenes. Because the fund management industry 
can look back on a period of massive growth over the last two decades, and in some 
cases has reached a size that can be hard to grasp. It will now become clear who is 
able to master the challenges of the future and achieve technical efficiency.

luxemburg 
The Schroders 

building.

1 Source: Schroders. As at: 30 June 2014.
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Schroders services in Luxembourg also include 
currency hedging for client assets worth 
USD 19 billion. This programme allows clients across 
the world to execute transactions in the currency of 
their choice and have their performance correlated 
with the results of the fund in its base currency. Other 
benefits include lower counterparty risk and best 
execution .

Two prime brokers are used to cut counterparty 
risk. Positions are traded in open auction with up to 
eight of the largest liquidity providers in the currency 
markets and passed to the prime brokers. The 
resulting exposures to the prime brokers are fully 
secured. This reduces the risk of financial losses 
should an individual bank or prime broker fail to an 
absolute minimum. 

Best execution is achieved by trading in open 
competition on a leading electronic dealing system 
(the Electronic Communication Network or ECN). 
The programme is set up so that large currency 
positions can be spread over several maturities. This 
means the markets see transactions in a size that is uu

 Best execution

The term best execution comes from the securities industry and has 
to be observed by banks when implementing trades. The legal basis is 
MiFID (the Markets in Financial Instruments Directive). The objective of 
best execution is to ensure the client gets the best possible result 
when an order is transacted. Price, costs, speed of execution, 
probability of execution, settlement and all other possible impacts 
have to be taken into account. There can be no guarantee that each 
individual order is done at the best price. The institution doing the 
trade must however demonstrate that the execution venue selected 
was likely to satisfy the requirements of best execution. This rule does 
not apply if the client gives specific instructions on executing the order.

Schroders  expertikon
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But Schroders is not just sitting on its laurels; in a 
world rushing towards the age of full digitalisation 
you can’t let the grass grow under your feet. Schroders’ 
aim is to develop the best fund services and 
technologies over the long term and share them 
across the Schroders Group – for the benefit of all our 
colleagues and their clients. 

There have been some remarkable developments in 
the last ten years, but there are still plenty of new 
projects ahead. In the pipeline are new improved 
technologies for fact sheets and other regulatory 
documents such as key investor information 
documents (KIIDs) and prospectuses. There are also 
plans for highly specialised net asset value (NAV) 
validation systems that can precisely measure the 
NAV of an investment in more than eight dimensions 
to a fraction of a basis point per day. Innovations due 
to be implemented in the near future include a new 
global fund data store and data workflow solution, 
systems for managing regulatory investment risks 
(for the UCITS and AIFMD requirements for all 
Group funds) and more business intelligence systems. 

easier to digest. The size and maturity of transactions 
are constantly being analysed and the firm’s support 
applications are so flexible that they can easily be 
adapted as market conditions shift. The programme 
currently supports 21 currency pairs, including the 
Chinese renminbi (CNH) and all major G10 
currencies. Various types of trade are possible (spot, 
forward, swaps, block trades) so the needs of all 
market participants can be satisfied. 

Overall the programme is a market leader, not only 
because of the features just described but also due to 
its controlled environment. Performance 
discrepancies between hedged share classes are 
analysed or explained regularly and hedging positions 
adjusted to 100% every day. 

Having such a concentration of skills in one place in 
the Luxembourg funds back office is almost unique in 
the industry, so clients tell us, making Schroders one of 
the market leaders in the field. We should also mention 
that Schroders does not engage in securities lending

 for its investors for reasons of safety, because the 
risk of a possible default is simply far too high.

uu

luxembourg The home of the Schroders fund centre.

luxemburg 
The Schroders fund 

centre.
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Systems will also be expanded to capture assets under 
management and fund flows of all individual 
portfolios to a high degree of accuracy.

Such a large array of different plans that are of huge 
importance for the future of the company and of 
people responsible for the smooth processing of all 
fund transactions and much more besides have to be 
managed accordingly. In the case of Schroders this is 
done by Noel Fessey, who joined in 2000 and is 

 Securities lending

Securities lending means loaning out 
a security. The owner lends out securities to 
a borrower for a period of up to six months. In 
return, the borrower pays the lender a fee. 
When the loan matures the borrower has to 
return securities of the same type and quality. 
Section 607 of the German Commercial Code 
treats this as a loan in kind. The lender remains 
the owner of the securities, because a fee is 
due for the term of the loan. Any interest or 
dividends during this time belong to the 
borrower. Banks and brokers act as 
intermediaries for securities lending 
transactions. Dealers mainly use securities 
lending to sell shares short in the hope of 
buying them back cheaper in the market before 
they have to be returned to the lender. Arbitrage 
strategies between cash and forward markets 
can also involve securities lending.

Schroders  expertikon

Global Head of Fund Services as well as being CEO of 
Schroders Luxembourg. This makes him directly 
responsible for all European fund ranges and he 
encourages international cooperation across all 
funds. He is also active in the Luxembourg fund 
industry and has been a member of the board of 
directors of the Association of the Luxembourg Fund 
Industry (ALFI) for nine years. 

noel Fessey,
CEO of Schroders 
Luxembourg.
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The technology required for automated driving 
is moving at an impressive pace, and largely 
self-driving cars could be ready for the market 

as early as 2020 and become a common sight on the 
roads. What is the likely direction of this nascent 
market and who are the potential winners and losers?

Incredible but true: much of the technology for 
fully automated driving has been around since the 
1970s, when the first self-driving vehicles were 
developed – albeit with rather limited capabilities. 

Audi caused a stir at this year’s Consumer 
Electronics Show in Las Vegas with its self-driving 
Audi A7. The systems that filled its entire boot only 
last year have now shrunk to the size of a notepad (see 
Figure 1), illustrating the impressive pace of 
development in the industry.

There is little doubt that most of us will see 
autonomous cars on the roads in our lifetimes. German 
car manufacturer Continental has said it aims to offer 
partially automated capabilities by 2016, highly 
automated by 2020 and fully automated by 2025. 

Many vehicles, particularly at the luxury end, are 
already offering assistive safety systems that can 
relieve the driver of certain tasks. According to 
Continental, the penetration of advanced driver 
assistance systems (or ADAS), i.e. features such as 
adaptive cruise control, blind spot detection, 
emergency brake assist, assisted parking and lane 
departure warning, is around 10–30% of new cars in 
developed markets. Some ADAS features are even 
being mandated by regulators: all cars sold in the US 
will be required to have rear cameras by 2018, and 
emergency brake assist is now required for a vehicle 
to achieve the highest safety rating, Euro NCAP 5, in 
Europe. 

But there are still significant barriers to fully 
automated driving, from liability to customer 
acceptance. The key challenges for manufacturers of 
self-driving vehicles are:

Self-driving cars: 
closer than you think?

katherine 
Davidson,
Global Sector 
Specialist – 
Autos and co-
fund manager 
of Schroder 
ISF Global 
Demographic 
Opportunities

even just a few years ago, self-driving cars 
were inconceivable – something you might 
see in a science fiction film. can you really 
imagine sitting in a car and not doing 
anything other than looking out of the 
window?

consumer electronics Show  
The self-driving Audi A7.
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consumer electronics Show  
The self-driving Audi A7.

–  technology
  Continental characterises the driving process as 

“sense-plan-act”. The technology largely exists for 
the “sense” and “act” phases – i.e. sensors, radars 
and cameras for the former, and actuators and 
control systems for the latter. However, the “plan” 
phase represents much more of a challenge. 
Essentially, the vehicle needs to have a high degree 
of artificial intelligence, enabling it to not just see 
but also interpret the world around it and decide on 
the best course of action. The vehicle also needs the 
ability to handle a situation where some systems 
fail, without endangering the occupants. Car 
companies are now employing thousands of 
software engineers working on this challenge. 

–  liability 
  This seems to be the biggest sticking point at 

present, with a practical and ethical debate over 
who is responsible for a crash involving an 
autonomous car: the manufacturer, the driver or 
no-one? It seems likely that carmakers will have to 
bear at least part of the insurance cost, but 

ultimately the total cost of insurance should also 
fall as there are fewer accidents. The German 
Federal Highway Research Institute (Bundesanstalt 
für Straßenwesen – BASt) estimates that 70% of 
serious accidents could be avoided with driver 
assistance systems. 

–  regulatory issues 
  Very complex regulatory hurdles will have to be 

overcome before autonomous vehicles can be sold 
to ordinary consumers. For example, the Vienna 
Convention on Road Traffic currently requires the 
driver to remain in control of the vehicle at all 
times.

–  Infrastructure/connectivity 
  Fully automated driving will most probably require 

an uninterrupted internet connection, which is not 
currently feasible outside big cities.
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Figure 1:  
The Audi A7 self-driving system, one year ago (left) and today (right).



Schroders ExpErt Q3/2014

SpEcial fEaturES

32

–  customer acceptance 
  Customers will first have to get used to handing 

over full control to the vehicle, though ADAS 
technology will make this easier. Surveys conducted 
by accountants KPMG suggest that women, older 
drivers and drivers of premium vehicles are the 
keenest on autonomous technology. 

–  cost
  Continental estimates the additional costs at USD 

2,000-3,000 per vehicle by 2020. A 2012 JD Power 
study found that 37% of respondents would be 
interested in buying an autonomous car, falling to 
20% when told they would pay an extra USD 3,000 
for it. Figure 2 shows what drivers in different 
countries would pay for automated features 
(according to a survey conducted in 2013).

None of these barriers are insurmountable, but it is 
likely that the final leap – where the driver can 
actually take their hands off the wheel and read the 
paper – will take much longer than the initial stages.

who are the winners and losers?
The transition to automated driving will be highly 
disruptive for the automotive industry, potentially on 
the scale of the change seen in the PC/mobile phone 
industries since the advent of smartphones and 
tablets. This is in part because more of the value in an 
automated vehicle will come from the software side, 
with the hardware generally being quite 
straightforward. Figure 3 shows how the value of a car 
might change.

We believe original equipment manufacturers 
(OEMs) are likely to follow one of the following 
paths:

1  Fully integrated: the OEM will operate a closed 
system, designing and manufacturing the vehicle and 
owning the operating system, as per the Apple model. 
This only seems viable for the largest carmakers – 
which have the balance sheet capability – and the 
premium players. These companies have been at the 
forefront of autonomous technology so far. 

  Safety: More than 75% of 
accidents are caused solely by the 
driver, and over 90% are partially 
driver-related. The German Federal 
Highway Research Institute 
(Bundesanstalt für Straßenwesen – 
BASt) estimates that 70% of 
serious accidents could be avoided 
with driver assistance systems. 
According to the American 
Automobile Association, traffic 
accidents cost the US a total of 
USD 300 billion a year.

  Insurance premiums: A related 
benefit is that the total cost of 
insurance should fall given fewer 

Benefits of autonomous driving

accidents. Indeed, insurance 
premiums have already fallen for 
vehicles with some assistive 
technology, such as emergency 
brake assist, which reduces 
incidence of whiplash.

  efficiency: Self-driving cars should 
result in more efficient driving 
patterns and lower fuel 
consumption. Empirical tests have 
demonstrated that simply using 
cruise control can improve fuel 
efficiency by up to 30%. Cars 
should also be able to drive closer 
together, reducing drag. 

  Journey quality/productivity: 
The average American commuter 
now spends 250 hours a year 
behind the wheel of a vehicle. 
In a world where cars require zero 
human intervention, these “drivers” 
will become passengers and will 
be free to use their commute as 
they wish. A survey by JD Power 
suggested that consumers would 
be willing to pay up to USD 2,000-
3,000 for extra leisure time 
associated with autonomous 
driving. Autonomous cars should 
also reduce time wasted due to 
congestion.

uu
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Figure 2: 
how much would you pay for automated features?

Figure 3: the changing value 
of cars

Source: Continental survey. As at: 2013.
Source: Morgan Stanley Research. 
As at: November 2013.
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2  hardware only: in parallel with the smartphone 
industry, we would expect to see some players focus 
on hardware rather than spending large sums 
developing second-rate operating systems. So, while 
today you buy a Samsung device running Android, in 
the future you might buy a Hyundai-made Google 
car. This will only be feasible for the most efficient 
manufacturers with operations in low-cost countries. 

3  capital light/fully outsourced: players that 
have a strong brand but lack scale could exit the 
capital-intensive and low-margin activity of actually 
making cars, and focus on design and branding while 
outsourcing the rest of the production process to 
suppliers or hardware-only companies and the 
software side to Google or similar. The worry here is 
that the design and brand of the vehicle becomes less 
relevant as the value shifts to the software, especially 
as “driving pleasure” is less relevant: a KPMG study 

found that consumers cared less about factors such as 
styling and interior trim in a self-driving car.

4  Bust: in this vision of the future, there is no place 
for small or inefficient manufacturers with mass 
market brands. These firms are already struggling but 
progress towards autonomous driving will hasten their 
decline as they do not have sufficient resources to keep 
pace with intermediate technology nor the brand 
equity to get customers to pay up for additional 
content. 

The outlook for suppliers is also somewhat polarised. 
On the one hand, the declining share of hardware in the 
overall value of a car and the further commoditisation 
of vehicles will put downward pressure on the price of 
basic content. On the other hand, further outsourcing 
should benefit volumes, and some suppliers are well-
positioned in terms of the higher value-add content 
necessary for autonomous driving. uu
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overall vehicle demand
The impact on overall car ownership is not clear. If (or 
when) we reach the “ideal” world where cars can 
drive themselves with close to zero human interaction, 
the benefits of car ownership will rise as you can be as 
productive as on public transport but with added 
comfort and personal space. 

On the other hand, how many households will need 
two cars when the vehicle need never be parked up at 
a workplace or airport? Car sharing becomes more 
viable if a car can pick you up for work in the morning 
and take you home at the end of the day. A fleet of 
self-driving cars could become more akin to 
personalised public transport. KPMG describes it as 
“Zipcar on steroids”. 

the future is near
Ideas that were once confined to the realms of science 
fiction are now firmly on the horizon. This is radical 
change for an industry that has changed relatively 
little since the development of the internal combustion 
engine.

There are many unanswered questions, most 
critically on the pace and timing of adoption, and 
how the auto industry will adapt. What’s more, this 
could impact a wide range of sectors, from telecoms 
(cars will become another connected device) and 
media (there will be more time to consume content) 
to insurance (an industry at the forefront of the 
liability debate). 

Investors and companies must watch closely and 
try to stay ahead of the game. To quote Larry Burns, 
a technology and transport consultant and former 
vice president of research and development at General 
Motors: “Incumbent players rarely do well when 
industries disrupt.” 

uu

consumer electronics Show  
The self-driving Audi A7.  Source: www.digitaltrends.com

Self-driving 
cars:  
closer than 
you think?
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Miscell aneous

Standstill in the 1930s
history of Schroders

the crash of 1929 is seen as the mother of all stock market crashes. 
Seldom has a financial market event had such long-lasting effects. It led to 
a recession that crippled the global economy for years. In Germany the 
crisis was even a factor in the rise of nazism.

The crash was due to a speculative bubble. The 
Dow Jones Index enjoyed an uninterrupted 
rise throughout the Golden Twenties, with 

many investors dreaming of big money and even 
taking out loans in order to buy shares. Everything 
was going swimmingly until prices began to stagnate 
and many investors became aware of just how much 
risk they had taken on. On 24 October 1929, a day 
that went down in history as Black Thursday, investors 
panicked and caused trading to collapse several 
times. Prices did not fall definitively until the 
following Tuesday, however, when the index lost just 
under 13% of its value. This stock market crash 
signalled the start of the Great Depression in the US 
and the global economic crisis. 

J. Henry Schröder & Co. was also affected by the 
events of 1929. While it managed to absorb the effects 
of the crash itself relatively well, the global economic 
crisis of the 1930s took a particularly severe toll on 
the company. The clients and business partners that 
J. Henry Schröder & Co. could have worked with 
disappeared altogether or were no longer able to 
function. Purely as a result of the suspension of 
reparation payments by the German government in 
1931, J. Henry Schröder & Co. was left with around 
GBP 4.9 million of frozen assets, the equivalent of 
some GBP 220 million today. 

The suspension of reparation payments by 
Germany, also referred to as the Hoover Moratorium, 
was an initial one-year moratorium on payments of 
First World War and other war debt with the aim of 
providing a short-term solution to the German 
banking crisis. The crisis had far-reaching 
ramifications, however, with the banking systems of 
first the UK and later continental Europe also coming 
under pressure. Liquidity should have been made 
available to the banks at this point in order to combat 
the crisis, but the gold standard – a monetary system 
in which a currency unit is defined by the value of 

a fixed quantity of gold – presented an insurmountable 
obstacle to a policy of this kind. The UK abandoned 
the gold standard on 20 September 1931, as it became 
increasingly difficult to maintain the defined gold 
parity. Sterling was devalued by 25% at a stroke.

J. Henry Schröder & Co. was still in relatively good 
shape compared with other banks, however. There 
were companies such as Wallace Brothers, Huths, 
Japhets and Arbuthnot Latham who from a formal 
point of view were insolvent. Goschen & Cluniff, for 
example, had never fully recovered from the First 
World War and disappeared from the scene 
completely in 1939. Happily it was a different story at 
Kleinwort and J. Henry Schröder & Co. They survived 
thanks to the strong spirit of solidarity among the 
partners and their own funds, which they ploughed 
into the company on an annual basis.

Between the two World Wars, J. Henry Schröder & Co. 
was fortunately also able to rely on its flourishing 
subsidiary in New York. Baron Bruvno Schröder had 
founded the J. Henry Schröder Banking Corporation, 
known as Schrobanco for short after his telegraph 
code, there in 1923. Both aged just 25, Helmut Schröder 
and Henry Tiarks, the sons of the two London 
partners, built up the capital investment business and 
established an asset management department. At the 
time this was still a largely unknown branch of 
the industry. The Schroders subsidiary had recovered 
relatively quickly from the Great Depression in the 
US and was able to secure the survival of the dynasty 
thanks to the will and strategic vision of the two 
partners. Its exceptional reputation and experienced 
team in the US meant that Schrobanco was able to 
establish itself in the then dollar-based international 
banking market. 

Then, however, partner Bruno Schröder died 
unexpectedly in 1940 and a number of other senior 
figures left the company. The succession plan needed 
to be established in order for Schroders to remain in 
operation. 
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the election poster
from the 1930s 
shows William 
McKinley standing on 
a gold coin. 
© Library of Congress 
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only the Brits do queuing right
From the uk

All over the UK, people are standing patiently in queues: in 
post offices, in shops and at bus stops. No-one pushes to 
the front, and everyone keeps a respectful distance from 
their fellow queuers. But tourists beware – you are stepping 
into an absolute minefield!

In Germany, for example, the law of the jungle 
applies – at least when it comes to queuing – with 
people elbowing and jostling their way to the 

front whenever they can. In the UK, however, queuing 
has been elevated almost to the status of an art form, 
and one that foreigners are advised to learn as quickly 
as possible. It is a skill that is required almost 
everywhere: at the bus stop, in the supermarket, at the 
bank. Queuing follows a set of strict rules.

The most important of these is to stay exactly the 
right distance from the person in front. Leave too 
much space between you and the person in front, and 
the next person in the queue will inevitably ask: “Are 
you in the queue?” Now while this may sound like 
a  polite request, what they are actually saying is: 
“Don’t you know how to queue properly, you dim-
witted buffoon?”

the one-person queue
When determining what constitutes the correct 
distance, Visit Britain advises tourists to apply the 
following rule of thumb from the Guardian 
newspaper: “The best approach is to allow the same 
amount of space as you would to dance with your 
Great Aunt Hildegard at a wedding.”

Another important rule: if a new checkout is 
opened in a British supermarket, you will never see 
all those who are waiting instantly rush over to it in 
a disorderly fashion in order to be the first one there. 
Instead, the Brits form a new queue based on their 
positions in the old one – an extremely complicated 
but ultimately fair solution.

Another distinctive feature is the one-person 
queue. If a single Brit is standing at a bus stop, they 
are automatically at the front of a queue. If another 
passenger arrives at the bus stop, they will be asked 
politely but firmly to stand directly behind them: 
“This is a queue!”

no queue-jumping
Pushing to the front – known as queue-jumping – is 
an absolute no-go. It is a fast track to social pariah 
status. Anyone who tries it nevertheless will not be 
prevented from doing so, though, as the Brits are far 
too well brought up to cause a fuss, but the queue 
rebel will hear plenty of tutting in a loud whisper and 
of course earn no end of black looks. For far from 
being a trivial misdemeanour, queue-jumping is one 
of the worst things you can possibly do.

Queuing is therefore a serious and extremely 
complicated affair, as demonstrated, for example, by 
the fact that thus far no couple has ever said they first 
got to know each other in a queue. You don’t talk in 
queues. A survey of 1,200 queuers in London found 
that men mainly check out women, read the paper or 
think about football, while women think about 
shopping or dream of holidays.

And where does queuing come from? According to 
Visit Britain it stems primarily from the British 
concept of fair play. To put it another way, the Brits 
attach great importance to behaving discreetly. Fixed 
rules that everyone abides by are a real boon when it 
comes to achieving this aim, as they save all the 
parties involved from engaging in unnecessary 
discussion and help avoid any disputes. 
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