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T
wo years have now elapsed since the momentous outcome of the referendum 
on Britain’s continued membership of the European Union.

Those years have seen some progress toward Britain achieving an 
orderly departure from the union, but there have also been setbacks and 
unanswered questions. Behind the ongoing process of Brexit lies a fragile 

political situation in which the Government’s slender majority appears vulnerable. A 
snap election could result in a wide spectrum of outcomes.

While it is not for us to speculate on future political events, we know the prevailing 
uncertainty is a concern for many of our clients. In this issue of dialogue we look 
at some of the practical steps we recommend in the face of increased political 
uncertainty here in Britain. Our network of global offices, working more closely 
together than ever before, puts us in an excellent position to be able to help clients 
with complex international affairs or those who wish to diversify their exposure across 
multiple jurisdictions.

Yet Britain is far from alone in facing uncertainty.
European economic growth, so strong during 2017, now appears to be slowing. More 

specifically, political events in Spain and Italy have re-ignited some of the profound 
questions facing the currency bloc that surfaced during the Eurozone debt crisis.

Elsewhere, President Trump’s trade policies threaten to destabilise markets and 
economies on many fronts. This raises the spectre of shifting – and deteriorating – 
relations between the traditional partner nations of the G7. The possible outcomes of 
trade wars unfolding beyond China are also explored in this edition of dialogue.

Despite all this uncertainty, global growth and rising inflation underpin a positive 
outlook for equities, and we continue to see opportunities around the world but 
particularly in Asia, Japan and some emerging markets. Equally, though, we continue to 
value the defensive qualities afforded by cash and alternative investments – especially if 
the volatility experienced earlier this year reappears.

A part of the process of protecting and growing clients’ wealth involves Schroders Wealth 
Management hunting out the best ideas and expertise the world has to offer. Since the 
last edition of dialogue was published, we have hosted and supported several events where 
leading academics, investors and thinkers have shared their ideas on topics as diverse as 
artificial intelligence, state-funded enterprise and the emergence of new forms of transport. 
What they say is also absolutely fascinating – as I very much hope you will agree.

Finally, after more than 20 years leading investment management businesses, I have 
decided to step back from a full-time executive role. However I am delighted to say that I 
will be remaining with the company as Vice Chairman Wealth Management. 

I will be handing over to Peter Hall, who will join Schroders in January 2019 as Global 
Head of Wealth Management. Peter has extensive wealth management experience having 
held a number of leadership roles over the last 20 years in the UK, US and Europe. He 
also understands and believes in the service, philosophy and culture that is so important 
to us and our clients.

ANDREW ROSS,
GLOBAL HEAD OF 

WEALTH MANAGEMENT
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I
n September we will reach 
the 10th anniversary of 
one of the most seismic 
moments of the financial 
crisis – the collapse of 

Lehman Brothers.
A full decade may have passed 

since that shock to the global 
financial system, but we are 
still very much in the process 
of returning to some form of 
“normality”. Exactly how far we 
are along that journey is unclear.

Interest rates, in some 
economies at least, are rising back 
from their emergency lows. And 
from our mid-year vantage point 
it seems likely that 2018 will be 
the first year in which quantitative 
easing – the extraordinary process 
by which central banks have 
bought tens of trillions of dollars 
worth of assets in the post-crisis 
years – finally ends and starts to 
go into reverse. That too is an 

important milestone along the 
route toward normalisation.

Much is positive. Last year, 
broad-based global growth 
underpinned a favourable 
economic outlook. In 2018, 
the Trump Tax cuts, a pick-
up in capital investment and 
high business and consumer 
confidence have led to the US 
continuing to maintain very 
strong momentum. Europe, the 
UK and Japan have not been 
as strong this year compared to 
last, with manufacturing losing 
momentum. We continue to see 
strong earnings growth, especially 
in the US, and with this company 
price earnings ratios – which for 
a long while have been a cause for 
concern – are becoming a little 
more reasonable.

Even so, we remain vigilant 
of warning signs in areas we 
have identified as posing risks to 

markets, whether they are a turn 
down in growth; higher-than-
anticipated inflation; or indeed as 
a result of the “known unknown” 
– of an escalation in harmful 
trade and tariff wars.

We continue to believe that a 
diversified exposure to alternative 
investments should add to returns 
and reduce volatility in portfolios. 
We have retained reasonable 
holdings of cash, given the 
flexibility it offers to capitalise 
on volatility. 

A picture of ongoing 
growth and rising inflation
The beginning of the year saw 
sharp upgrades to global growth 
forecasts on the back of the Tax 
changes in the US. However, a 
softer start to 2018 especially 
outside the US, coupled with 
the clouds cast by the US 
administration’s sabre-rattling 

Ten years on 
– and still on 
the road to 
‘normality’

Caspar Rock
Chief 
Investment 
Officer
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approach to trade discussions 
and recent implementation of 
tariffs, have caused us to adjust 
downwards our growth forecasts. 
We now anticipate global growth 
of 3.4% for this year, dropping 
to 3.2% for 2019 as growth cools 
and inflation rises.

We see Japan and Europe, both 
of which grew strongly in 2017, in 
a “slowdown” phase where growth 
remains above trend but is 
diminishing. The US continues in 
its expansionary phase and China 
– along with other developing 
markets – is in a recovery phase 
of rising growth and looser 
monetary policy.

But how much of a risk is 
inflation?

In the US, unemployment is 
now lower than at any point since 
the start of the century. In 2009, 
as firms slashed overheads in the 
wake of the crisis, there were six 

unemployed workers per vacancy. 
Today there is less than one. This 
suggests stronger wage growth 
should lie ahead and is a factor 
which argues for greater caution 
in 2019.

A lag exists between economic 
recovery and an uptick in 
inflation, and we expect the 
momentum which is evident 
in the economy today to lead to 
higher core inflation for 
some time. 

In response, we expect to 
see further interest rate rises. 
The Federal Reserve (Fed) now 
anticipates two further increases 
for 2018 and three for 2019. A 
similar tightening of liquidity 
conditions is underway in relation 
to quantitative easing, with the 
Fed having started to reverse the 
process in October 2017.

There is certainly much scope 
for policy tightening. Rates ▼

CYCLICAL: OUR VIEW OF THE ECONOMIC CYCLE
Recovery in emerging markets (EM) and expansion in the 
developed world

Expansion

Cycle characteristics

Slowdown

Recession Recovery

Expansion Growth rising and above trend, inflation rising, 
tightening in monetary policy

Slowdown Growth falling but above trend, inflation rising, 
tight monetary policy

Recession Growth is falling and below trend, inflation 
falling, easing in monetary policy

Recovery Growth rising but below trend, inflation falling, 
easy monetary policy

SOURCE: SCHRODERS

US - Expansion Eurozone - Slowdown
Japan - Slowdown EM/China - Recovery
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remain at extraordinarily low 
levels. In that sense, at least, 
normalisation remains a long 
way off.

In the three decades running up 
to the financial crisis (1981-2008), 
real annual short-term US interest 
rates – that is, after inflation has 
been deducted – averaged 2.2%. 
In the crisis period (2009-2017) 
that figure plunged to -1.6%, and 
it currently stands at -0.9%. We 
believe rates are unlikely to return 
to pre-crisis levels but should 
continue to move back at least 
towards zero.

Elsewhere in the world there 
is similar scope to tighten policy 
– should there be a need. In 
surprisingly clear guidance, the 
European Central Bank indicated 
in June that while it would 
cease its quantitative easing 
programme in December, it did 
not anticipate raising rates until 
the ‘summer’ of 2019.

History suggests that 
moderate inflation coupled with 
positive growth has proved a 
favourable backdrop for equities. 
Analysis of US stockmarket 
returns from the year 1872 
suggests that periods where 
inflation has varied between 1% 
and 3%, as now, coincide with 

the highest annualised returns of 
just over 10%.

Valuations have become 
more attractive
Company earnings forecasts 
are being revised and increased. 
The widespread combination 
of positive growth and gentle 
inflation is one factor behind 
this trend, but President Trump’s 
programme of tax reforms 
provided an additional boost for 
US businesses.

Drifting share prices during the 
first half of this year coupled with 
this improved earnings outlook 
means valuations have corrected 
and become more attractive. 

Other unknowns
Political developments – whether 
these be national or international 
– remain a key source of risk. 
We can make predictions about 
longer-term outcomes of the 
widening rift between China and 
the US (see our cover story, page 
eight), but there is no knowing 
how today’s trade disputes will 
develop in the nearer-term, or 
what the consequences may be.

What we do know, at least, is 
that the language on all sides 
is increasingly inflammatory: 

at the time of writing, the 
Chinese authorities had used 
state-controlled media to 
describe President Trump’s 
administration as “rude, 
unreasonable and selfish”.

And in Britain the apparently 
shambolic process of Brexit 
–  pored over by an increasingly 
polarised and sensationalist press 
– is similarly generating its own 
brand of acrimonious rhetoric.

History tells us that in many 
cases fiery rhetoric does not 
translate into actual policy. 
But while that thought may be 
comforting, it does not make these 
issues any less of an unknown.

The UK stockmarket is now 
one of the least popular among 
all developed markets, according 
to routine surveys of global 
portfolio managers. As the 
March 2019 deadline to effect 
the UK’s exit from the European 
Union draws nearer, uncertainty 
over the process is mounting. At 
Schroders Wealth Management 
we have been cautious regarding 
UK assets and sterling during 
the first six months of the 
year. As ever, we will be closely 
monitoring events to ensure 
our clients’ portfolios are 
appropriately positioned.  

WHAT REGIONS ARE DRIVING GLOBAL GROWTH?

Contributions to world GDP growth year on year
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CURRENT VIEWS

  We favour the 
base currency

  We favour the 
counter currency

 No preferenceKEY

Currency

Alternatives

  Increased volatility and dispersion of returns should provide opportunities. We favour trend followers and 
long/short equity strategies.

  Post-Brexit concerns have resulted in the marking down of property valuations, but income characteristics 
remain attractive.

  Gold is attractive as a diversifier, portfolio insurance and an inflation hedge.

Absolute return

Commercial 
property (UK)

Commodities

  The UK is now one of the slowest growing economies in the G7. Brexit uncertainty leads us to remain cautious.

  Slowdown in domestic economic growth and increased trade tensions could hamper earnings.

  Strong US consumer and tax reform are supportive to earnings growth.

  Japan has the most accommodative monetary policy and the yen remains undervalued.

  Escalating trade wars are a concern but solid and consistent earnings growth supportive.

  Emerging markets valuations look attractive relative to Western developed markets.

Equities

Emerging markets

Asia Pacific

Japanese

North America

European

UK

£

  Currencies
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y

US$

€

CHF

US$£ € CHF

A summary of our investment team’s thinking on the likely direction of global markets

Positive

Positive/neutral

Neutral

Negative/neutral

Negative

KEY TERMS

 Up from last quarter
  No change

 Down from last quarter

Spread: 
the difference in 
yield between a 
non-government 
and government fixed 
income security.

Duration: 
approximate 
percentage change in 
the price of a bond for 
a 1% change in yield.

  Improved valuations following on from strong earnings growth.

  We prefer USD bonds versus EUR and GBP bonds, particularly inflation-linked bonds.

  Attractive diversification characteristics compared to equities and fixed interest.

  Cash has defensive and opportunistic qualities in uncertain and volatile markets.

Equities

Fixed income

Alternatives

Cash

Asset classes

June 2018

At a glance...

  We remain negative on GBP and EUR bonds but US Treasuries are relatively more attractive given the 
normalisation of yields that is taking place.

  Credit spreads provide a small pick-up in yields, but are at a historically narrow level so capital gains are 
unlikely. Returns will be driven by government bond markets. We see opportunities in some shorter maturity 
areas of the markets.

  High-yield credit spreads are at a historically low level compared to Investment Grade credit spreads, so we remain wary.

  Inflation-linked government bonds remain relatively attractive compared to conventional government bonds 
and will outperform if inflation expectations rise, which we anticipate. Recent strong performance by US TIPS 
prompted our recent downgrade.

Government 
bonds

Investment grade

High-yield

Inflation-linked

Fixed income

  Selectively, local emerging market bonds offer good interest rate and currency exposure.Emerging markets

SOURCE: SCHRODERS WEALTH MANAGEMENT AS AT JUNE 2018. THE VALUE OF AN INVESTMENT AND THE INCOME FROM IT MAY GO DOWN AS WELL AS UP 
AND INVESTORS MAY NOT GET BACK THE AMOUNT ORIGINALLY INVESTED.
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A
ncient Chinese 
philosopher Sun 
Tzu wrote in 
The Art of War: 
“Know yourself 

and know your enemy, and you 
shall win a hundred battles 
without loss”. 

And perhaps this aptly sums up 
the attitude of Chinese officials as 
they engage with the increasingly 
hostile trade policies emanating 
from Washington.

The US initially imposed 
tariffs on $50 billion of Chinese 
imports – primarily on technology 
products and electrical 
machinery. Beijing’s response 
– which was to announce a 
retaliatory tariff of equal scale 
on almost 700 US products – 
provoked in turn threats from 
President Trump on a further 

$200 billion of imports.
Major stock markets, 

particularly in Asia, fell sharply 
following Mr Trump’s 19th 
June threats.

Analysts and businesses are 
scrambling to assess the likely 
consequences, not all of which 
are immediately apparent. Most 
agree it will hurt global growth. 
Car giant Daimler, parent of 
the Mercedes brand, which has 
manufacturing operations in the 
US, issued a profit warning on 
20th June saying increased tariffs 
were a “decisive factor”.

Another scenario which is 
spooking the share prices of 
US multinationals is a fear that 
US businesses with large and 
successful Chinese subsidiaries 
could suffer “informal” retaliation 
in the form of consumer boycotts. 

Technological supremacy 

The real reason 
behind the 
US-China 
trade skirmish
President Trump’s trade policies – which are 
sending shockwaves across the world’s markets 
– could backfire and instead spur China’s drive 
toward technological self-sufficiency
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Starbucks, Nike and Ford are 
all major brands in China.
Analysts warn that if the dispute 
escalates further, a rise of Chinese 
nationalist sentiment could hurt 
these firms.

How severe could it 
become?
As it unfolds, the conflict 
appears to show the US position 
as being more about stopping 
Chinese technological dominance 
than reducing the trade deficit. 
This suggests the US will 
maintain a tough stance during 
future negotiations.

The US-China trade 
negotiations are likely to continue 
with multiple phases. There is a 
huge disparity between the two 
countries on core values, including 
intellectual property rights. 
Technological rivalry brings many 
of these differences into focus. 

As a result, any “non-

negotiable” issues are likely to 
lead to various stages of conflict 
escalation and deadlocks. History 
suggests that conflicts typically 
escalate until they reach a state 
of mutually destructive stalemate 
– where all the parties involved 
are suffering harm. One potential 
stalemate scenario, for example, 
could involve further sanctions 
on Chinese technology firms, 
followed by retaliation from 
China on US businesses operating 
in China. 

An indication of how disputes 
might unfold in practice surfaced 
recently in the case of Chinese 
telecoms firm ZTE. The US 
banned American firms from 
exporting to ZTE, at a stroke 
threatening tens of thousands 
of Chinese jobs. Although US 
officials insisted the case was a 
law enforcement matter – due to 
ZTE’s breach of Iran sanctions 
– it was widely seen as relating 

CHINA GROWS ITS SHARE IN THE GLOBAL TELECOMS 
MARKET – AT THE EXPENSE OF THE US

SOURCE: UNCTAD, HSBC

SOURCE: BLOOMBERG

 China  Japan

 Germany  US

 Korea  Others

Global exports of 
telecoms by market, 2001

US exports to China:

(10% of total exports) (21% of total exports)

China exports to US:

CHINA/US IMPORTS AND EXPORTS, 2017 

Global exports of 
telecoms by market, 2016

50% 50%

37%

5%
4%

2% 2%

7%

15%

7%

8%

13%

▼

$155 BILLION $506 BILLION



Summer 2018 dialogue

ECONOMY AND MARKETS

10

more broadly to trade conflict. 
The export denial order risked 
forcing ZTE into bankruptcy, 
jeopardising the employment of 
nearly 80,000 workers in China. 

Although President Trump 
attempted to settle with ZTE 
following the intervention of 
President Xi and the payment 
of a US$1 billion fine, US 
lawmakers voted to restore 
penalties. It is an example of 
what future potential skirmishes 
may look like. The political 
implications for President Xi 
would be even bigger if the US 
applied sanctions on a broader 
and bigger scale. It is likely that 
Xi is well aware of the potential 
for humiliation, something he 
would wish to avoid.

The problem of the US 
trade deficit
While at this stage it does not 
appear as though the trade deficit  
   is the US’s prime 

concern, eventually any 
conflict may reach a 

point where both 
parties agree that 

the collateral harm 
on both sides is  
too great.

From then 
on, the US 

and China may re-focus on the 
“negotiable” item which is the 
reduction in trade deficit. With 
China adopting a constructive 
stance on importing more 
American products and opening 
up its domestic market, President 
Trump may accept some form  
of settlement. 

Our view is that China will 
continue to adopt a tit-for-tat 
stance wherever President Xi 
faces domestic pressure or risks 
losing face as the result of 
large-scale job losses. Although 
the direct economic impact is 
likely to be modest for both sides, 
market volatility and mutual 
hostility will be enough 
to dampen sentiment and 
defer investment. 

The US will eventually realise 
that stopping China’s industrial 
upgrade programme will not bear 
fruit. It is likely then to claim 
victory on a trade settlement 
in nominal terms. Meanwhile, 
China will redouble its efforts 
to speed up research and 
development, reducing its 
high-tech dependence on US 
suppliers and diversifying its 
technology export destinations. 

The US’s aggressive trade 
policies do not extend to China 
alone. Tariffs applying to other 

G7 countries 
have soured 

American 
relations with 

Canada and Europe, too. 
Brussels has said it would 

refer the dispute to the World 
Trade Organisation. In retaliation 
to the US’s steel and aluminium 
tariffs, it has suggested targeting 
high-profile American products 
including bourbon and 
Harley-Davidson motorbikes.

As the US gravitates inwards 
and imposes trade tariffs even 
on its allies, China is moving in 
the opposite direction: it decries 
protectionism and unilateralism. 
The “one belt, one road” initiative 
– in which infrastructure, energy 
and transport systems bring 
together swathes of Asia, Europe 
and Africa – is a stark illustration 
of China’s strategic vision: to build 
long-term diplomatic ties and 
develop future export markets.

The expansion in the Shanghai 
Cooperation Organisation and 
substantial foreign investment in 
Africa are other examples. 

 Ironically, the US’s current 
protectionist approach may 
ultimately help bring about what 
it seeks to prevent. Rather than 
hindering China’s technology 
dominance, it has the potential to 
propel it.  

New 
information 
technology

Aerospace 
equipment

Railway 
equipment

New 
materials

Power 
equipment

Numerical 
control tools

High-tech 
ships

Energy 
saving

Medical 
devices

Agricultural 
machinery

MADE IN CHINA 2025: KEY AREAS WHERE THE 
SUPERPOWER IS FOCUSING ITS SPENDING“ As the US 

gravitates inwards, 
China is moving 
in the opposite 
direction”

Janet Mui
Global 
Economist
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R
etailers are in crisis. The High 
Street – as we once knew 
it – is under assault from 
transformative trends in online 
shopping, the emergence of 

low-cost supermarkets and much else.
That is what the headlines tell us. But is the 

reality so straightforward?
It is true that the growth of Amazon and 

other online distributors has meant that 
consumers are spending less money in 
supermarkets and on the High Street. And 
one of the upshots of this trend is that prices of 
staple goods are forced down.

Analysis across hundreds of items shows 
that in the US, Amazon’s grocery prices are 
lower than Walmart.com’s in about 40%  
of cases. For most other items, the prices are 
the same.

In Britain, Amazon’s pricing beats Tesco and 
Sainsbury’s in approximately 80% of cases. ▼

Is online shopping  
really set to  
kill off our best  
known brands?
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the space at the top of the list.
This issue of pricing is critical, 

as these companies have 
competitive margin targets  
and need to hold on to their 
pricing power.

The rise of ‘craft’ brands
The switch to online is not the 
only transformative trend. People 
are increasingly demanding 
craft products, and these brands 
are finding it far easier to grow 
their markets thanks to the use 
of the internet and social media. 
This has led to fragmentation 

and circumstances where small 
companies are capturing almost 
all of the market growth at the 
expense of established companies.

Possibly the best example of 
growth in a small brand is the 
UK’s soft drinks manufacturer 
Fever-Tree. It has grown sales 
by 750% since 2013 and is now 
a £3 billion company. In the 
US, George Clooney and Rande 
Gerber’s Casamigos Tequila – 
which they sold to Diageo for 
US$1 billion only four years after 
they came up with the idea – is 
another example.

A similar picture emerges with 
Boots and Pets at Home.

Amazon’s pricing algorithm 
is programmed to match a 
competitor – even if it takes a loss 
on the item. This is why very few 
goods are rarely more expensive. 

But the shift to online channels 
is overstated. In many segments it 
remains a relatively small part of 
the overall market.

For example, only 1.5% of US 
food sales are online, a proportion 
which is expected to increase to 
around 5% in the next two years. 
The rate of growth in online 
shopping will depend on how 
fast retailers invest: it is widely 
accepted that the acquisition of 
Whole Foods by Amazon was a 
big step in accelerating the pace  
of transition.

Many argue that online 
shopping means there is greater 
pricing transparency, although 
General Mills, the US-based 
manufacturer and marketer 
of branded foods, has argued 
that there is more visible price 
comparison on the shelf, where 
items are positioned side-by-side. 
General Mills’s view is that the 
online consumer does not bother 
scrolling past the first couple of 
pages: the big brands command 

“ The shift online 
is overstated. In 
many sectors it’s 
a small part of the 
overall market”
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US FOOD AND BEVERAGE SECTOR: SHARE OF MARKET SALES 
AND SHARE OF MARKET GROWTH
SOURCE: NIELSEN
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But large, established 
companies have much on  
their side. They have the 
advantage of distribution 
networks, large balance sheets, 
generous advertising budgets 
and a lower cost base than their 
craft competitors. Diageo has 
already doubled volumes of its 
Casamigos brand – would that 
have been achieved were it a lone 
company? Estée Lauder has a 
long history of using acquisitions 
to keep up with changing trends. 
They acquired Jo Malone in 
1999, collaborated with Tom 
Ford in 2005, and bought three 
make-up brands in 2016 geared 
toward the millennial generation, 
and are set to benefit from 
the proliferation of make-up 
tutorials on social media.

The threat from 
discounters
Another concern is the rise of 
price-cutting providers such as 
Aldi and Lidl, and the threat 
they bring of increased “private 
label” products that compete with 
established names. In Europe this 
is more of a threat because the 
discounters have a higher share of 
the retail market than in the US.

Manufacturers most at threat 

from private label expansion 
– which include foods and 
personal care brands – are 
actively protecting themselves. 
Established brands have 
long-standing relationships 
with retailers and both parties 
have a common interest.

In the UK food sector, for 
example, food producers such 
as Cranswick and Hilton are 
working with supermarkets in 
order to protect their margins. 
The supermarkets want deeper 
relationships with their strategic 
partners, and they want to 
assist suppliers to reduce costs 
which can then be passed to 
customers. Agreeing longer-term 
contracts with food producers 
is one example of this more 
collaborative approach.

It is not only about managing 
down costs. Established firms are 
also responding to disruption by 
acquiring relevant businesses. 
Unilever has undertaken around 
18 deals since 2015, spending  
€8 billion in the process.

Key for any shareholder is the 
need to identify companies with 
strong market positons and a 
proven ability to invest, adapt and 
maintain growth trajectories – 
plus, of course, valuation.
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personal

care

Consumer
health

Home
care

Hot
drinks

Packaged
food
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Most of these companies have 
been in business for over 50 
years. Today’s disruptive trends 
are certainly not the first major 
challenges they have faced. And 
they will not be the last. 

STAPLE BRANDS: WHAT NEXT? 

Over the last year, share prices in consumer 
staples sectors – companies such as 
Unilever, Nestlé and Reckitt Benckiser – have 
fallen behind the wider market. In part, the 
traditional “bond proxy” status of the sector 
– where they are viewed as dependable 
providers of income – has come to bite as 
investors worry about inflation and further 
rate rises. This has caused money to move to 
other sectors.

Disruption, as outlined in the main article, is 
also sparking investor concern.

But is this underperformance justified?

This depends partly on longer-term interest 
rates. We expect any rate rises to be slow 
and gradual.

Looking beyond transitory factors, there 
is evidence of revenue growth and strong 
underlying earnings. So far this year, more 
than half of European staples companies beat 
expectations for organic revenue growth, and 
forecasts continue to improve.

Siân O’Sullivan
Portfolio 
Manager



I
n February, a 
ground-breaking 
experiment was 
undertaken in which 
20 experienced lawyers 

were pitted against machines. 
The task? To review five 
non-disclosure agreements, 
comprising 11 pages and just over 
3,000 legal clauses.

The lawyers – who were drawn 
from a range of major US firms 

including Goldman Sachs 
and Cisco – were given four 

hours. In fact, they took an 
average 92 minutes, with 
the quickest completing 
the task in 52 minutes 
and the slowest taking 
well over two hours.

The lawyers achieved  
an 85% “accuracy”  
score, in terms of 
spotting risks or 
errors within  
the documents.

And machines? 
They achieved an 
accuracy score of 

94%. But the killer 
point in 

favour of 
these 

artificial intelligence (AI) lawyers 
is that they took 26 seconds to 
complete the task.

If an AI lawyer is 200 times 
quicker, significantly more 
accurate and costs next to 
nothing, surely the answer is to 
sack the humans?

“From a purely mathematical 
point of view the outlook for 
humans in the workforce is 
bleak,” says Dr Vivienne 
Ming, a San Francisco-based 
neuroscientist and entrepreneur, 
regarded as one of the world’s 
leading thinkers on the theme of 
machine learning.

“It takes 20 years to raise a 
human being. You can build a 
fully operational, self-improving 
AI function in 20 months.

“Why would I pay for lawyers, 
financial analysts or doctors when 
AI can do their jobs better, far 
more quickly and for less?”

The ability of computers to 
scan, sift and sort vast quantities 
of data, and then draw meaningful 
conclusions from it, lies behind 
the many breakthroughs of  
Dr Ming. Her early work focused 
on facial recognition technologies, 
but data is at the core of her 
business successes, many of  
which are linked to health or 
improving welfare.

Her projects include AI systems 
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which process huge quantities of 
blood sugar readings to predict 
dangers for diabetics. Another 
uses facial recognition software 
to analyse users’ moods: one aim 
is to help predict when bipolar 
sufferers are at risk of an episode. 
She has created tools for effective 
global recruitment – that rely in 
part upon trawling through reams 
of social media – and others that 
can scour tens of thousands of 
business websites to determine, 
for example, the gender split of  
the executives. She has also 
worked on a scheme aimed at 
helping orphan refugees connect 
with family members. 

Dr Ming has a clear vision of 
a not-too-distant future where 
people are even more intimately 
connected via technology and 
where “intelligent” functions 
– as well as mechanical – are 
performed by machines. And 
this will involve human roles 
becoming redundant.

“So far what we have seen is 
a process of substitution where 
machines do replace people. And, 
if you take a short-term view, that 
is understandable. It maximises 

productivity to get rid of the 
people and replace them with 
intelligent machines.

“But with an eye to the 
medium and longer term this 
substitution is wrong. It steals 
from the future of the business. 
The best businesses will see 
AI as augmenting, rather than 
substituting, a human workforce.

“AI is an amazing tool.  
When used properly, it will take 
human understanding and build 
on it. It will know about me  
and my behaviour and predict  
my mistakes.

“But you will still need 
humans. Humans bring emotion 
and social intelligence, and an 
ability to self-criticise and self-
assess. AI is not creative.”

Dr Ming is an optimist. “The 
best technology makes us better 
people once we’ve started using 
it. Take mapping. I can get off 
a plane in Geneva and a map 
will take me to my meeting. It’s 
helping me achieve something, 
but it’s informing me too.”

Whether business will want to 
take the longer term view – rather 
than reap profit growth from a 

quick substitution of humans with 
machines – is moot.

“There’s a lot of cynicism,” she 
acknowledges.

“But the companies that will be 
the Googles of the future will be 
the ones that are inclusive.

“I’m not delusional. At the 
moment there is a small fraction 
of the world’s population which  
I call the ‘creative class’. They  
have the luxury of choice. Most of 
them live in western Europe and 
North America.

“In our unequal world, choice 
is not fairly distributed. AI could 
help reduce that inequality.  
The child who will grow up to 
cure a terrible disease might 
just have been born in a slum 
in Dakkar or a favela in Brazil. 
Artificial intelligence can help find 
that child.”  

The agricultural revolution...
A team from Harper Adams University 
in Newport, Shropshire, claimed a 
world first in September 2017 when it 
harvested several tonnes of spring barley 
from its “hands free hectare” project. 
The field was ploughed, drilled, sprayed 
and the harvest gathered entirely by 
autonomous vehicles: tractors, combine 
harvesters and drones equipped with 
sensors. A second crop was sown in 
spring this year. Those behind the project 
predict that future farmers will oversee 
fleets of autonomous machinery which 
will enable better use of land and limit 
soil compaction.

...and breakthroughs in healthcare
Large datasets – such as anonymised 
patients’ recorded symptoms, test 
results, X-rays and more – are analysed 
to uncover patterns from which new 
deductions can be made and acted 
on. Patients can be grouped according 
to likely future risk of suffering a range 
of conditions, aiding testing and the 
targeting of preventative treatments.

Dr Vivienne Ming is a neuroscientist, author, entrepreneur 
and founder of Socos Labs, a thinktank focusing on 
machine learning and its impact on society. Dialogue 
interviewed Dr Ming at Entrepreneurial Scotland, an 
event sponsored by Schroders Wealth Management. 
To find out more about our events for entrepreneurs, 
please contact nick.sanderson@cazenovecapital.com or 
robert.snuggs@cazenovecapital.com
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I
f artificial intelligence and 
other technologies are to 
continue to change human 
life for the better, how are 
they to be funded?

Economist Mariana Mazzucato 
– Professor in the Economics of 
Innovation and Public Value at 
University College London – is 
one of the strongest voices calling 
for reforms in the long-term 
funding of new technologies, 
particularly in the fields of 
healthcare, energy and transport. 
She wants governments to play a 
bigger part in providing 
long-term financial support for 
new ventures, with taxpayers 
being rewarded financially 
through potential future returns.

The culture of the “hero 
entrepreneur” misattributes too 
much credit to individuals and 
underplays the role of state-
funded research, she claims.

 “The touchscreen on your 
iPhone? Rechargeable battery 
technology? Facial recognition? 
The internet itself? All of these 
developments owe their origins 
at least in part to government-
backed projects in the fields of 
defence, space exploration or 
other sectors.”

Closer to home she cites  
the development of the BBC’s  

on-demand TV and radio 
streaming service, the iPlayer, as 
a successful example of publicly 
funded innovation.

But governments have poor 
records in extracting financial 
returns where innovations reap 
commercial success, she says.

Speaking at a Schroders 
Wealth Management event held 
at the Savoy Hotel in London 
in May, she explained how 
President Obama’s government 
had lent money to Tesla, the 
ground-breaking electric car 
manufacturer, on terms which 
were too lenient. The money has 
since been repaid and “the US 
government lost its opportunity”.

According to Prof Mazzucato, 
traditional corporate funders 
of research and development – 
such as large, listed businesses 
in energy and pharmaceutical 
sectors, for example – had 
in recent years come under 
growing pressure to divert free 
capital back to shareholders in 
the form of dividends or share 
buy-backs.

She calculated that between 
2003 and 2012, companies 
within the Fortune 500 index 
spent US$2.3 trillion buying back 
their own shares, equating to 54% 
of their earnings in the period. 

Life-changing technologies

The role of the state 
as entrepreneur 



Professor Mariana Mazzucato’s latest book, 
The Value of Everything: making and taking in 
the global economy, is published by Penguin. 
A four-minute video interview with her can be 
viewed at cazenovecapital.com/mariana_mazzucato
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WHO REALLY PAID FOR THE 
TECHNOLOGY IN YOUR POCKET?
Origins of some of the tech inside the iPhone

For Prof Mazzucato’s 
vision to succeed she believes 
attitudes need to change. 
“When government-backed 
ventures fail, everyone 
blames the government. But 
venture capitalists actually 
boast about their failures, 
as demonstrations of their 
appetite for risk.

“We need to see public 
servants behaving more like 
private wealth creators in 
terms of taking on risk and 
welcoming uncertainty.”

She envisages a world 
where governments provide 
funding in exchange for 

A further 37% of earnings 
was paid out as dividends. She 
believes: “These distributions 
came at great cost to innovation  
and employment”.

At the same time venture 
capital businesses, operated with 
the explicit purpose of seeking 
and funding start-up firms, were 
becoming more short-term in 
their demands, she claimed. 
“There is a difference between 
the ‘patient capital’ type of 
funding which seeks to benefit 
from long-term success and the 
type which expects a profit to  
be crystallised in three years,”  
she said.

Lithium-ion batteries
US Department of Energy

Microprocessor
US Defense Advanced 

Research Projects Agency

Navstar GPS
US Department of Defence

Micro hard drive
US Department of Energy

Siri voice activation
US Defense Advanced 

Research Projects Agency

Touchscreen
US Department of Energy, 

CIA and others

The internet
CERN (European Organisation 

for Nuclear Research)

either future profit participation 
(with monies being directed 
back into an innovation fund), 
or, an alternative model, where 
recipient companies agree to 
certain conditions. For example, 
clinical research funding could be 
given on the basis that resulting 
medications could be price-
controlled when purchased via 
the NHS.   

SOURCE: MARIANA MAZZUCATO, 2013
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W
hat will 
the world 
look like in 
a decade’s 
time, or 

two, or five? One component 
of shrewd investing involves 
embracing the radical social, 
economic, technological and 
demographic changes that are 

transforming human existence. 
What will the ageing of 
populations in today’s wealthiest 
countries mean for world 
markets? What will be the effects 
of vastly increased populations 
– and wealthy populations – in 
today’s emerging markets? How 
will technology further disrupt 
established labour forces, 

WE ARE CONNECTING TO THE 
INTERNET AT AN EVER GREATER RATE…

businesses and markets?
Schroders Wealth 

Management, in the course 
of meeting thousands of 
businesses and identifying the 
best professional investors 
worldwide, comes across a 
wealth of data that highlights the 
astounding pace of change. Here 
are four examples.

The cumulative 
number of connected 
devices will exceed 
50 billion by 2020

SOURCE: INTEL

Early connected devices were desktop computers but now they include

electric 
toothbrushes

plug 
sockets

door 
locks

fridges

A glimpse into the future

Four charts that 
track how fast our 
world is changing
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... BUT IT’S NOT JUST ABOUT OUR DEVICES: 
IT’S ABOUT WHERE WE STORE OUR DATA.

THE WAY WE COMMUNICATE 
CONTINUES TO EVOLVE...

...WHILE EMERGING COUNTRIES’ SPENDING 
POWER IS GROWING AT AN EXPLOSIVE RATE.

— Hardware revenues ($m) — Total cloud data storage revenues ($m)

 “Consuming class”(where individuals have a 
daily disposable income of more than US$10)

 Below “consuming class” (where individuals have 
    a daily disposable income of less than US$10)

360
New users

120
New mobile

users

150,000
Messages

292,980
Status updates

49,980
Shared links

100,020
Friends requests

136,020
Uploaded photos

Facebook

SOURCE: ORACLE

SOURCE: FACEBOOK

SOURCE: MCKINSEY

Data generated on social media in 60 seconds

The proportion of the global population on a very low income is starting to fall
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L
ow interest rates 
continue to offer 
opportunities to 
those who wish to 
borrow over the short 

or long term, whether the aim 
is to raise cash quickly to secure 
a property, as an alternative to 
selling investments, or for a range 
of other reasons.

The Bank of England’s leading 
Bank Rate last November moved 
up a quarter of one percentage 
point from its all-time low of 
0.25% and now stands at 0.5%. 
While there is a weakening 
consensus prediction that the 
Bank Rate will rise again toward 
the end of this year, the overall 
outlook is for continued low rates.

“A low cost of borrowing 
can mean that in certain 
circumstances a short-term loan 
is a financially efficient option,” 
said Alex Whitburn, Schroders 
Wealth Management’s Head of 
Banking and Treasury.

He explained a range of 
scenarios in which a  
need to raise finance can be 
more cheaply met via  
a short-term loan than other 
options, such as the sale of assets.

“There are both tax and cost 
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Bank rate (%)

issues associated with the sale 
of investments. For example, a 
major consideration for many is 
capital gains tax.”

He cited the case of one client 
where the sale of investments 
would crystallise capital gains 
tax liabilities of several hundreds 
of thousands of pounds. “Here, 
the costs of the loan were 
significantly less than the 
potential tax liability.” (See 
the case studies opposite for 
more details.)

Opportunities beyond 
cost-savings
Some assets, including property, 
can take time to sell. The use of 
a loan potentially allows for an 
unhurried sale and improved 
chances of a favourable price.

And if the purpose is to raise 
cash speedily in order to purchase 
a property, for example, a loan 
may be the most timely solution. 
A number of Schroders Wealth 
Management’s clients have been 
able to make quick offers on 

SOURCE: BANK OF ENGLAND

THE BANK RATE - A LONGER VIEW

When it pays 
to borrow 
With interest rates frozen at record  
lows, tailored, short-term finance can  
be a highly effective planning tool 
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rarely available properties in 
Britain and elsewhere thanks to 
easily available leverage from our 
banking division.

These loans could also facilitate 
an easier move, particularly where 
a family home is being replaced.

“We have helped in a number 
of cases where families want to 
downsize,” explained Alex. “Here a 
short-term loan, or bridge, allows 
the new property to be bought 
and refurbished, if necessary, 
while the family continue to live 
in their former home.

“The timing of the move then 
comes under their control.”

A loan may also afford some 
flexibility in which to plan for 
wider tax-efficiency, including 
mitigating inheritance tax.

Money raised through a 
loan and, for example, given to 
children for the purpose of buying 
property (or any other reason), 
falls under the usual “potentially 
exempt transfer” rules. These 
allow for the gifts to drop outside 
the estate provided the “donor” 
– the person making the gift – 
survives seven years from the date 
of the gift.

Other factors at play
The majority of mainstream 
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BOTTOMING OUT? THE COST OF POPULAR 
MORTGAGES SINCE THE CRISIS

— Five-year fixed rate — Two-year fixed rate

Assumes borrower has 25% deposit

mortgage lenders impose age 
restrictions – along with other 
conditions, including income 
requirements – which may 
exclude older borrowers. A typical 
maximum age beyond which 
mainstream banks will not lend is 
75 years old.

Individuals who have structured 
their investments with an eye to 
limiting income tax liabilities may 
find that they fail High Street 
lenders’ income requirements, 
too. Separately, these lenders 
can be inflexible about offering 
mortgages to individuals who are 
not named on the title deeds of 
the property involved.

If a mortgage is the answer, it is 
likely to have to come from a niche 
lender prepared to write loans on 
an individual basis.

“We are also increasingly seeing 
people who want to borrow in 
order to help adult children buy 
properties,” said Alex. “A typical 
scenario would be that parents 
take a loan to raise the deposit 
allowing the child to obtain a 
mainstream mortgage from a 
High Street bank. The parents 
can then repay their loan 
through a variety of measures 
including investment sales or 
from income.” 

Your home is at risk if you do not keep up 
repayments on a mortgage or other loan 
secured on it.

Schroders Wealth Management’s banking 
division loans to existing clients and is prepared 
to accept the value of their client portfolios and/
or residential property as security. Loans are 
underwritten on an individual basis. Where we 
can’t help, it may be possible to introduce clients 
to mainstream brokers with knowledge of the 
wider market offering – the bank receives no 
commission or fee in these cases.

THE DOWNSIZING DILEMMA

A couple aged 69 and 73 required a 
short-term £1.6m loan to buy a smaller 
property. They owned their £8m home 
outright and the new property was priced 
at £3m. They wished to own the two 
properties concurrently for a short period 
to help with the move, but the intention was 
to sell the £8m property in due course.

Rather than sell any of their joint £7m 
investments, they sought a short-term loan.

Their age and incomes made mainstream 
mortgages unobtainable, but Schroders 
Wealth Management was able to advance a 
loan against the value of their portfolio. Both 
property transactions were undertaken and a 
favourable price achieved for the sale of the 
former home.

BORROWING TO ASSIST 
YOUNGER FAMILY MEMBERS 

In a similar case, a man in his 90s wished to 
raise capital to enable a younger relative to 
purchase a property.

He could have realised the money through 
the sale of investments, but this would have 
triggered a capital gains tax bill estimated at 
£500,000.

On the basis of cost alone, a loan 
secured against his investments was 
a more cost-efficient solution.
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I
t is an issue which so far this year 
has captured headlines and shot 
up the social and political agenda 
worldwide: how do we cut down 
on plastic waste?

Responding to growing public 
concern, in April the UK government 
committed £60 million to fight the 
rising tide of plastic pollution. In the 
same month, dozens of retailers and 
manufacturers – including giants 
such as Coca-Cola and Asda – signed 
a voluntary pledge to cut plastic 
packaging in Britain.

It was later mooted that certain 
single-use products – such as cotton-
buds or wet wipes – could face an 
outright ban. This would bring Britain 
closer to other countries where more 
draconian policies are in force. In 
several African countries including 
Rwanda, for instance, single-use plastic 
bags are banned altogether.

The chart top right shows recycling 
rates in the EU, with packaging at 66%. 
However, the rate for plastic is much 
lower at 40%, indicating that further 
efforts are needed.

HOW LONG DO THESE ITEMS TAKE TO DECOMPOSE?
SOURCE: NOAA / WOODS HOLE SEA GRANT
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HOW MUCH EUROPEAN WASTE IS RECYCLED?

CONCERN ABOUT PLASTIC WASTE REACHES HISTORICAL HIGHS

SOURCE: EUROSTAT, 16TH JANUARY 2018

SOURCE: SCIENCEMAG.ORG

SOURCE: EUR-LEX DATABASE, GOOGLE
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* 2018 is annualised value 
based on Q1 values.

** Numbers represent Google 
searches for ‘plastic waste’ 
over time.

Google 
searches

EU legal 
documents

“By 2015, approximately 
6,300 million tonnes of 
plastic waste had been 
generated, around 9% of 
which had been recycled, 
12% was burned and 79% 
accumulated in landfills or 
the environment. If current 
trends continue, about 
12,000 million tonnes of 
plastic waste will be in 
landfills or the environment 
by 2050.”
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W
hat do 
Abraham 
Lincoln 
and Amy 
Winehouse 

have in common?
The answer is that both of 

them – along with a surprisingly 
large number of people year 
after year – died without having 
written a Will.

Where this situation arises 
under English law, a series  
of regulations govern what 
happens to the deceased’s assets. 
Known as intestacy rules, they 
set out how and to whom the 
estate should be distributed – 
with priority given to certain 
family members.

Clearly, the writing and 
updating of a Will is the best way 
to avoid any problems. However, 
some background knowledge of 
the intestacy provisions is helpful 
in order to understand the 
potential ‘worst-case scenarios’.

The starting point depends on 
whether or not the deceased was 
married and/or had children. 

When a married person dies 
intestate with no children then 
the spouse will inherit the entire 
estate. The law in this area 
applies equally to spouses and 
civil partners. 

If a person is in a relationship 
but is unmarried, under the 
intestacy rules the partner will 
receive nothing. The assets 
will instead pass to the direct 
descendants or, failing that, to 
the extended family in a set order 
of priority. If a person has no 
surviving relative at death then 
the assets pass to the Crown.

Clearly, a cohabitee is in an 
unenviable position if a partner 
dies intestate. Depending on the 
way in which they own or co-own 
their property, the surviving 
partner could be faced with 
not only losing their loved one, 
but also their home. There is a 
potential claim against the estate 
in such cases (as mentioned later 
in this article).

If a person is married with 
children, then the spouse will 
be entitled to the personal 

belongings, the first £250,000 
in the estate and half of the 
“residue” – the rest of the estate. 
The other half of the residue will 
pass to the children.

Again, the application  
of the rules here can be  
deeply undesirable. Spouses 
generally prepare Wills that 
take advantage of the fact 
that unlimited assets can pass 
from one spouse to another 
on death without attracting 
inheritance tax. On an intestacy, 
this potentially considerable 
tax saving can be lost. In 
addition, children automatically 
gain control over potentially 
significant sums of capital  
as soon as they reach 18 years  
of age, which many deem  
too young.

Limiting the damage
It is possible, in limited 
circumstances, to vary the 
intestacy rules. A “deed of 
variation”, provided it is 
established within two years of 
the date of death, enables the 

Nick Cook
Senior Associate, 
Dispute 
Resolution, 
Goodman 
Derrick LLP

Freya Marks
Associate, 
Private Client, 
Goodman 
Derrick LLP

A carefully drafted Will can reduce inheritance tax 
as well as offering protection to family members

Estates, 
disputes and  
your Will
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Instructing a professional 
to prepare a Will
Preparing a Will allows an 
individual to determine who 
should benefit from the estate. 
If a professional is instructed 
then they will not only draft the 
Will, but also view the position 
in the round and perhaps 
make suggestions that had not 
been thought of. Advice will 
be received as to what type 
of provision will best suit the 
individual’s circumstances. For 
instance, couples with children 
from previous relationships 
often want to provide for their 
partner while ring-fencing assets 
for their own children. The 
Will must incorporate special 
provisions in order to achieve 
this. Professionally drafted Wills 
can also incorporate an element 

of tax planning, structuring gifts 
so as to maximise the available 
exemptions and reliefs.

Inheritance disputes
Where inheritance is concerned 
there is always scope for disputes 
to arise. One area where disputes 
can occur concerns the validity 
of a Will. It might be claimed 
that the deceased did not have 
the necessary mental capacity to 
make their Will, or a subsequent 
Will might be discovered which 
takes precedence over the Will 
in respect of which probate was 
granted. These potential issues 
should be borne in mind when a 
Will is prepared and are another 

assets to be distributed in ways 
other than those laid out under 
intestacy rules. This can be 
an effective means of limiting 
inheritance tax.

For instance, it emerged in 2015 
that comedian Rik Mayall had 
left no Will on his death in 2014, 
sparking speculation about the 
likely tax bill. As he was married 
with children, the intestacy rules 
would require that part of the 
estate pass to the children and 
thus become potentially liable 
to inheritance tax. Had a Will 
directed all the assets to his wife, 
this tax could have been avoided.

For a deed of variation to work 
the beneficiaries identified under 
the intestacy rules have to agree 
to the change, and minors do not 
have the legal capacity to sign a 
deed of variation. ▼
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reason to have a Will prepared by 
a professional.

Another type of inheritance 
claim that can arise whether 
or not the deceased made 
a Will is brought under the 
Inheritance (Provision for 
Family and Dependants) Act 
1975. If someone considers 
that a Will – or the intestacy 
laws – fails to make reasonable 
financial provision for them, 
the Inheritance Act allows them 
to bring a claim against the 
deceased’s estate if the necessary 
requirements are met.

Under the Inheritance Act, 
the Court cannot sit in moral 
judgement upon the way in 
which the deceased has chosen 
to leave their worldly goods. 
Instead, whether the Will or 
intestacy makes reasonable 
financial provision for the 
particular claimant, or class of 

claimants, in all 
the circumstances, 
will be considered 
objectively. A claimant spouse 
or civil partner is entitled to a 
higher standard of provision than 
other types of claimant, such as 
children or other dependants for 
whom provision is specifically 
limited to maintenance.

The Inheritance Act gives the 
Court wide discretion, which 
means even if someone  
is deliberately excluded from 
a Will they can still make a 
successful claim. Therefore, 
attempting to ‘disinherit’ 
someone could result in costly 
proceedings against the estate, to 
the detriment of all beneficiaries.

On intestacy, the Inheritance 
Act can provide redress, at a 
cost, for people who would have 
expected to receive financial 
provision had there been a Will. 

“ The Court can’t 
sit in moral 
judgement on how 
the deceased has 
chosen to leave 
their worldly goods”

FAMOUS PEOPLE WHO DIED 
WITHOUT LEAVING A WILL

Abraham Lincoln, Robert Burns, Martin Luther 
King Jr, Pablo Picasso and Jimi Hendrix are 
among a long list of the great and the good 
who died without leaving a Will, in many 
cases causing problems for their families and 
potential beneficiaries.

But there are numerous recent examples too.
Pop star Prince died in 2016 without having 
made a Will, leaving his sister and half siblings 
to wrangle over his estimated US$300 million 
fortune in Court.

Stieg Larsson, the author of The Girl with the 
Dragon Tattoo, died intestate in 2004. Virtually 
all his estate, including the lucrative book 
rights, was inherited by his father and brother. 
His unmarried partner of 32 years was left with 
next to nothing.

Following her tragic death in 2011 aged 27, 
Amy Winehouse’s £3 million estate passed 
under the intestacy rules to her parents. Her 
ex-husband received nothing.

Television presenter Jill Dando was murdered 
in 1999. She was due to get married later that 
same year, however on intestacy her entire 
estate passed to her father, not her fiancé.

After her husband died in 2008 without 
having made a Will, British film star Natascha 
McElhone described her experience, which 
included nearly losing the family home,  
as “horrific”.
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R
odger Dudding owns the largest 
private collection of classic cars  
in Europe, worth an estimated  
£40 million. “It’s a hobby, a passion, 
an indulgence,” he says. But he  

also points out that the revolution underway in 
new vehicle technologies will mean collections  
like his will serve an increasingly important 
historical purpose.

“In the next 10 years most cars as we know them 
will probably not exist – they will either be electric 
or they will be hydrogen-powered. The era of the 
internal combustion engine is waning.”

Rodger’s extraordinary collection – which 
includes an Audi that belonged to Diana, Princess 
of Wales, and an Aston Martin Lagonda owned by 

Classic cars have been one of the 
best-performing of all alternative 
investments. Here one of the world’s 
biggest collectors shares his passion

▼

Driven to
    succeed
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Dodi Fayed, the man with whom 
she died in 1997 – was funded by 
an equally extraordinary career in 
car-related property: the humble 
lock-up garage (see below).

Financial success enabled Rodger 
to indulge his passion for motoring, 
building a collection of cars – many 
of them classics – that was to grow 
exponentially and transform into a 
business in its own right. He owns 
more than 400 today, and hopes to 
buy a further 100 in the next year 
or two.

“I’m now in the fortunate 
position that if I want to buy a car 
I can,” he says. “Most people save 
up for several years to buy a classic 
car, but I have leapfrogged that.”

Storage for his collection 
quickly became a problem. He 
acquired a secure site in Potters 
Bar, Hertfordshire, to store his 
collection and rented out the 
extra space to other owners. But 
over time his growing personal 

collection squeezed the others out.
“We had less and less space  

to store clients’ cars, which  
helped pay for the operation. 
That led me in 2015 to buy other 
premises up the road and create 
a Mecca of a car storage facility.” 
That was the origin of Studio 434, 
a business that exists primarily as a 
way for Rodger to subsidise his love 
of collecting cars. He rarely sells 
any of the vehicles.  

The extent and diversity  
of Rodger’s collection – it 
represents over a century of 
motoring, from a 1911 Vulcan 
tourer to a 2017 Rolls-Royce 
Wraith, and includes 24 variants 
of the iconic Aston Martin 
Lagonda ‘wedge’ – has made 
Studio 434 what he describes as a 
“one-stop shop” for film-makers 
and wedding planners. 

“They can phone us and say, 
‘Have you got an X? Have you got a 
Y?’ The chances are we have.” 

“ It took me a long 
time to build up 
to about 1,000 
storage units,  
but then we had  
a juggernaut:  
we’d established  
a business”
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The garage magnate
Like many entrepreneurs, Rodger 
started young. In the years 
following the end of World War 
II, he bred rabbits to sell to a local 
butcher. In the 1950s, following 
in his father’s footsteps, he joined 
the Royal Navy, where he served 
an apprenticeship in mechanical 
engineering before receiving an 
honourable discharge owing to a 
back injury. During the 1960s, he 
honed his sales skills working for 
tobacco firm Rothmans. 

In 1970, Rodger founded his first 
business, Lonsto International, 
manufacturing and installing 
queue management systems. But 
his big break came when he bought 
his first lock-up storage units from 
a friend. 

“I was on my third mortgage on 
the family home to raise the money 
to keep the company alive,” Rodger 
remembers, “when I was offered 10 
lock-up garages in Thornton Heath, 
Surrey. I thought the idea tacky. 
Did I really want to be associated 
with lock-up garages? 

“It wasn’t until month two or 
three that the first rental cheque 
came through,” Rodger says. “It was 

HAGI TOP 50 INDEX FOR RARE  
COLLECTORS’ CARS

MONEY IN CLASSICS

The Historical Automobile Group International 
is a research business that analyses rare classic 
car prices. The index below, known as HAGI 
Top Index, tracks a number of constituent 
vehicle prices, and includes classic marques 
such as Ferrari, McLaren, Porsche and 
Mercedes-Benz.

The index suggests the value of these vehicles 
has risen more than fourfold in the past decade. 

NOTES FROM RODGER’S 
LOGBOOK

“My favourite and most valuable car, that never 
ever would be sold, is my father’s Morris Minor. 
I suppose on a good day it’s probably worth 
about £5,000, but to me it’s priceless.”

“I have a back injury. At times that can be very 
difficult because I ache like mad. But I’m very 
lucky – that pain means I’m still functioning.”

“The biggest challenge in business is raising 
finance. I always had a policy, with any bank 
I dealt with, that I’d personally guarantee any 
of my debt. A bank shouldn’t lend money to 
anybody unless the directors or the owners 
personally guarantee it.” 

“You’ve got to have diligence and perseverance 
to make anything a success. You’ve got to have 
a 26-hour day, nine days a week mentality to 
create any business.”

a lifesaver because I was struggling 
to get the queue management 
system off the ground. I started 
buying more garages and because I 
couldn’t afford for someone else to 
repair them and maintain them, I 
was there every weekend, much to 
my wife’s chagrin, painting doors or 
repairing roofs.

“It took me a long time to build 
up to about 1,000 units, but 
then we had a juggernaut: we’d 
established a business.”

With bank lending, Rodger 
quickly amassed a vast portfolio  
of units on often unglamorous 
sites around the country. It 
occurred to him that they had 
potential beyond storage. 

“If I could get planning 
permission on a site of 10 garages 
to build a pair of semi-detached 
houses or a small block of flats, 
would that give me a better return 
on investment than leaving it as 
lock-up garages?” Rodger says. 
“Sometimes yes, sometimes no, but 
that caused me to exploit the idea 
of doing residential developments, 
which I started about 25 years 
ago. We build between 10 and 30 
residential units a year.”  
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Our UK wealth management division, 
Cazenove Capital, is moving to one of 
London’s newest and most sustainable 
office buildings – in an area with an 
astonishing past

  Built on 
     2,000 
years of  

    history

11 AD2 AD 1940 1941 1965

S
ited on London Wall – the 
road in the City of London 
whose name derives 
from the original Roman 
Wall built in the late 2nd 

century – Cazenove Capital’s new 
home incorporates a number of 
elements which pay tribute to the 
area’s astounding history.

Nearly two miles in length,  
the original Roman wall enclosed 
Londinium, an area of some  
300 acres which encompassed 
most of the population of the 
fledgling town.

Sections of this wall – repaired 
and overlaid by centuries of 
restorers and builders – can be 
seen directly outside London Wall 
Place. They form part of St Alphege 
Gardens, which contains the 
medieval remains of St Alphege, 
the church which stood on the site 
until its destruction by fire in 1940. 
Other remnants of the Roman wall 
are visible at the nearby Museum of 

A two-mile Roman wall is 
constructed around the 
area known as Londinium

The original St Alphege’s 
church is built adjoining 
the London Wall, which 
forms its northern side

Sustained 
bombing destroys 
large areas of 
the City, but 
enables extensive 
archaeological 
excavation to 
begin in 1947

St Alphege was 
damaged by air raids 
in World War I and its 
remnants gutted by 
fire in World War II

Construction work begins 
on the Barbican Estate, 
which is bordered to the 
south by London Wall
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London and beside the  
church St Giles without 
Cripplegate, now part of the 
Barbican Estate. Cripplegate 
was the name of the fort built 
at the end of the 1st century as 
London’s first defence.

London Wall Place stands 
at what would have been the 
northerly side of Londinium. 
Over the centuries it was 
home to religious institutions 
(including an Augustinian 
Priory), hospitals, schools, 
cemeteries and much else.

Sustained bombing in World 
War II devastated this part of 
the city – but it also prompted an 
extensive archaeological probe 
of the area’s Roman and other 
settlements which began in 1947.

Rebuilding began in earnest 
in the Sixties, and included 
integrated office blocks and 
walkways attaching to the 
southern edge of what was to 

become the Barbican Estate, 
with its famous arts centre and 
thousands of apartments.

The building itself
The construction of 1 London 
Wall Place pays tribute to its 
location in a number of ways. 
The dark elements of the exterior, 
for example, are inspired by the 
flints which were among Roman 
and Saxon remains discovered 
at the site. The materials used 
include an indigo ceramic glaze 
that glows a variety of hues from 
black to bright blue depending on 
external lighting conditions.

Attaching to the south side 
of the Barbican, the design 
has incorporated some of 
the architectural features of 
its neighbours: bridges and 
walkways around the building 
take pedestrians into the 
Barbican’s main cultural centre, 
the Museum of London or 

Cazenove Capital is scheduled  
to move to its new home at  
1 London Wall Place

The Elizabeth Line opens, 
connecting Moorgate to 
Reading and Heathrow in 
the west and Shenfield and 
Abbey Wood in the east 

Guildhall – without having to 
descend to street level.

The building uses the latest 
climate technologies to limit 
energy consumption, with the 
flexibility to respond effectively 
to temperature change and 
occupancy. Materials have been 
sourced locally where possible.

At street level visitors and 
passers-by can enjoy a series 
of gardens. The building itself 
features a series of planted 
roof terraces and vertical 
gardens, where hidden 
irrigation allows a range of 
plants to grow in planters 
built into walls and corridors.

Moorgate, Barbican, Bank, 
St Paul’s and Liverpool Street 
underground stations are all 
a short walk – with the new 
Elizabeth Line scheduled to 
open at the end of this year and 
accessible via Moorgate – making 
the building easy to reach. 

CHANGE OF ADDRESS: 
WHAT YOU NEED TO KNOW
1 London Wall Place,
London EC2Y 5AU

UK clients will receive further information from their 
portfolio manager in the coming weeks with a confirmed 
moving date and any further details you need to note. 
The move is anticipated to take place in September of 
this year
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Just as Schroders Wealth 
Management’s clients are 
significant donors to charities, 
the firm’s staff also support their 
favourite causes – and their 
efforts in recent months have 
raised over £70,000.

Seven runners from Schroders 
Wealth Management entered 
and completed the London 
Marathon in April. Another 
colleague – Chris Lewis – 
mirrored their efforts by rowing 
26 miles on a rowing machine. 
In total they raised £33,000.

Schroders Wealth Management’s 
Chief Investment Officer Caspar 
Rock raised a further £10,000 
by completing a 20-mile obstacle 

course in May and two other 
staff, Robert Snuggs and Guy 
Alcock, took on the immense 
challenge of the Marathon des 
Sables – widely regarded as 
the toughest footrace on earth. 
Covering 250km of the Saharan 
landscape in just six days, runners 
carry all their own supplies in 40+ 
degree heat – including water. The 
two successfully completed the 
challenge and raised more 
than £30,000.

Charities to benefit from  
all of these efforts included  
Mind, Great Ormond Street 
Children’s Hospital and the 
Institute for Cancer Vaccines  
& Immunotherapy.

“In 490 BC, the Athenian messenger 
Pheidippides was sent from the battlefield 
at Marathon to take the news of the defeat 
of the invading Persian army to the anxious 
people of Athens. He supposedly ran the 26.2 
mile distance without stopping, delivered the 
happy news, collapsed and died. Oddly, this 
final act has persistently failed to convince 
people that running 26.2 miles in one go isn’t 
a particularly good idea.”

Darren Morgan, Portfolio Director, one of seven 
Schroders Wealth Management staff to complete 
the 2018 London Marathon

London Marathon runners: Jamie Gossage, Cleo Fitzsimons, 
Elliott Bookbinder, Rory Cumming, Jonathan Money, Siân 
O’Sullivan and Darren Morgan. Robert Snuggs, above, 
completed the gruelling Marathon des Sables

IN THE NEWS

Schroders Wealth Management staff undertake enormous challenges to raise money for good causes 

Making it count
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