Schroder Strategic Beta
Strategy Overview

Investment objective
The objective of our strategy is to harvest
ULVNSUHPLDLQWKHPRVWHɚFLHQWZD\
possible. Based on our fundamental
understanding of risk premia and our
DSSURDFKWREXLOGLQJDKLJKO\GLYHUVLȴHG
portfolio our long-term expectations for

our strategy is approximately a 0.6 Sharpe
ratio over a market cycle. This translates
to an expected return of 7% for the 12%
YRODWLOLW\ZHWDUJHWIRUWKHVWUDWHJ\1

Schroder Strategic Beta is invested across
a broad range of risk premia using a
risk-based asset allocation process that
aims to deliver stable performance over
the medium term in a variety of market
environments. The strategy focuses on
making asset allocation decisions in risk
rather than capital space, using long-term
risk relationships to diversify its risk across
DZLGHUDQJHRIGLIIHUHQWULVNSUHPLD

LQVWUXPHQWVVXFKDVLQWHUHVWUDWHVZDSV
FUHGLWGHIDXOWVZDSVWRWDOUHWXUQVZDSV
IXWXUHVRSWLRQVZDUUDQWVIRUZDUGVDQG
contracts for difference.

There can be no guarantee that any investor objective or
RXWFRPHZLOOEHDFKLHYHG
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Summary

Strategic Beta is implemented
predominantly using the most liquid
types of derivative contracts to ensure
ORZWUDQVDFWLRQFRVWVDQGDKLJKOHYHORI
OLTXLGLW\,WFDQXVHȴQDQFLDOGHULYDWLYH

Moreover the strategy is subject to a
QXPEHURILQYHVWPHQWJXLGHOLQHVZKLFKDUH
monitored on a daily basis by Schroders
risk and compliance teams. No single risk
premia group can comprise more than
50% of the strategy’s risk and 80-90% of
performance is expected to be driven by
WKHLQLWLDOULVNEDODQFHGSRUWIROLRZLWKWKH
remaining returns driven by the strategy’s
valuation overlay.

Key features
– Seeks stable performance
Strategic Beta is invested in a broad
UDQJHRIULVNSUHPLDZLWKWKHREMHFWLYH
of seeking to deliver stable returns in a
variety of market environments.
:HIRFXVRQLQYHVWLQJLQULVNSUHPLD
UDWKHUWKDQDVVHWFODVVHV7KLV
LVDPRUHJUDQXODUDSSURDFKWR
LQYHVWLQJDQGFDQKHOSWRLPSURYHWKH
SRUWIROLRȇVGLYHUVLILFDWLRQFRPSDUHGWR
DSSURDFKHVEDVHGRQLQYHVWLQJLQ
DVVHWFODVVHV
:HJURXSULVNSUHPLDLQWRRQHRIIRXU
FDWHJRULHVȂWKUHHDUHGULYHQE\D
VLQJOHV\VWHPDWLFULVNIDFWRUZKLOHWKH
IRXUWKFRYHUVLQYHVWRUEHKDYLRU:H
WKHQFRQVWUXFWDQLQLWLDOSRUWIROLR
ZKHUHWKHULVNLVHTXDOO\GLVWULEXWHG
DFURVVWKHIRXUFDWHJRULHV
– ,PSURYHGGLYHUVLȴFDWLRQ
6WUDWHJLF%HWDEHQHILWVIURPEHLQJ
GLYHUVLILHGDFURVVDQGZLWKLQHDFKULVN
premia category.
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– Targets downside protection
'RZQVLGHSURWHFWLRQLVDNH\HOHPHQWLQ
RXUDSSURDFKDQGLVEDVHGRQDWZRWLHU
DSSURDFKRI L HIILFLHQWSRUWIROLR
FRQVWUXFWLRQDQG LL GRZQVLGHULVN
PDQDJHPHQW2XUGRZQVLGHULVNRYHUOD\
is designed to protect against tail risk
events, both in individual risk premia
groups and systemic events that can
affect all risk premia.
– High level of liquidity
The strategy is predominantly invested
in the most liquid types of derivative
FRQWUDFWVWRHQVXUHORZWUDQVDFWLRQcosts
and a high level of liquidity.
– Risk based asset allocation approach
All asset allocation and portfolio
construction decisions are implemented
in risk space. This means that there
is a strong focus on monitoring and
managing the portfolio’s risks and on
ensuring that risk is broadly distributed
across the portfolio’s investments.

Investment philosophy
Our investment philosophy is very simple.
:HEHOLHYHWKDW
1 Asset class returns and consequently
portfolio returns are best understood
by considering the underlying drivers
RIDVVHWUHWXUQVHFRQRPLFJURZWKULVN
LQWHUHVWUDWHULVNLQȵDWLRQULVNDQG
investor behavior.
2 'LYHUVLȴFDWLRQLVDERXWEDODQFLQJULVN
allocations.
3 'LYHUVLȴFDWLRQLVDSRZHUIXOULVNFRQWURO
WRROEXWLWKDVWZRZHDNQHVVHV)LUVW
it is blind to the cost of acquiring
DGLYHUVLI\LQJDVVHWZKLFKPHDQV
GLYHUVLȴFDWLRQLVVXVFHSWLEOHWRYDOXDWLRQ
ULVN6HFRQGGLYHUVLȴFDWLRQFDQQRW
protect one against systemic shocks.

7DNHQWRJHWKHUWKLVOHDGVXVWREXLOGZHOO
GLYHUVLȴHGSRUWIROLRVWKDWVWDUWZLWKHTXDO
risk allocations, not to asset classes, but
to the four key return drivers. This heavy
UHOLDQFHRQGLYHUVLȴFDWLRQFRPSHOVXVWR
DGGUHVVWKHZHDNQHVVHVRIGLYHUVLȴFDWLRQ
E\
A WLOWLQJWKHULVNDOORFDWLRQVWRUHȵHFW
valuations. This occurs both at the level
of the four drivers of returns and at the
OHYHORIWKHDVVHWVWKDWZHEHOLHYHDUH
best positioned to capture these return
drivers, and
B scale exposure back as necessary to
UHȵHFWKHLJKWHQHGV\VWHPLFZHDNQHVV

Investment process
Our investment process is based
on a fundamental commitment to
understanding the nature of risk premia
DQGZKDWGULYHVWKHLUUHWXUQV0RUHWKDQ
40 investment professionals collaborate
LQRXUULVNSUHPLDUHVHDUFKSURFHVVZKLFK
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ZHEHOLHYHJLYHVXVDQDGYDQWDJHRYHURXU
competitors and enables us to have unique
insights into the nature of risk premia and
the ability to design strategies to harvest
them. The three-step process is illustrated
EHORZ
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Investment process (continued)
Constructing the initial risk-balanced
portfolio
The portfolio managers leverage these risk
SUHPLDLQVLJKWVWRFODVVLI\HDFKLGHQWLȴHG
risk premia into one of four groups,
corresponding to the four key drivers of
DVVHWUHWXUQVJURZWKVORZGRZQLQȵDWLRQ
and investor behavior. We believe the
fourth driver of return, investor behavior,
explains the returns of alternative risk
premia.
Given that our investment foresight is
imperfect and economic and market
conditions can change unexpectedly,
VRPHWLPHVVHYHUHO\ZHORRNWREXLOGDQ
LQLWLDOSRUWIROLRWKDWLVDVGLYHUVLȴHGDFURVV
the return drivers as possible. Therefore,
our starting point is to assign an equal
amount of risk to each of the four groups as
ZHOODVHTXDOO\DFURVVWKHFRQVWLWXHQWULVN
premia.
We expect the majority of the overall
return objective (approximately 80-90%)
to be driven by harvesting the various risk
premia through our initial risk-balanced
portfolio.
Accounting for valuation risk
)URPWKLVLQLWLDOULVNEDODQFHGSRUWIROLRZH
DOORZIRULQFUHPHQWDOGHYLDWLRQVWRUHȵHFW
WKHYDOXDWLRQYLHZVIURPRXUULVNSUHPLD
research teams. Each risk premia research
group assigns a score to their respective
universe based on an evaluation of risk
SUHPLDDORQJWKUHHGLPHQVLRQVYDOXDWLRQV
the market environment and investor
sentiment.
The investment team use these scores
WRWLOWWKHSRUWIROLRDZD\IURPWKRVHULVN
SUHPLDZLWKWKHJUHDWHVWYDOXDWLRQULVN

DQGWRZDUGVWKRVHZLWKWKHOHDVWULVN
:HGRWKLVZLWKLQDGHȴQHGULVNEXGJHW
of approximately +/- 2% of volatility for a
portfolio target 12% volatility to ensure that
these tilts don’t undermine the starting,
risk balanced core portfolio. We expect
10-20% of the overall returns to come from
this step.
Accounting for systemic shocks
7KHȴQDOVWDJHRIWKHLQYHVWPHQWSURFHVVLV
designed to provide additional dampening
RIYRODWLOLW\DQGLQFUHDVHGGRZQVLGH
protection against unexpected shifts in
market conditions. This can be achieved
through de-risking the entire portfolio
or through the hedging of individual
ULVNSUHPLD)RUH[DPSOHLIWKHSRUWIROLR
PDQDJHUVIRUHVDZDQXPEHURISRWHQWLDO
risk events in subsequent months,
they may reduce the portfolio’s ex-ante
volatility from 12% to 10%. Alternatively,
should there be a potential risk event
FHQWUHGRQDVHULHVRIVSHFLȴFULVNSUHPLD
they may elect to hedge correlated risk
SUHPLDDQGUHDOORFDWHWKHULVNHOVHZKHUH
It is important to note that the portfolio
managers cannot increase risk through
this mechanism but can only reduce
H[SRVXUHVWRPDQDJHGRZQVLGHULVN$V
ZLWKRXUDSSURDFKWRPDQDJLQJYDOXDWLRQ
ULVNZHGHȴQHDULVNEXGJHWIRUPDQDJLQJ
WKHULVNRIV\VWHPLFVKRFNV)RUDSRUWIROLR
WDUJHWLQJYRODWLOLW\ZHDOORZWKLVVWHS
to reduce portfolio volatility as much as 2%.
When building portfolios, our focus is on
making allocations to the different risk
premia in terms of their contribution to risk
and to let capital allocations fall naturally
out of these risk allocations.

Risk management
We devote considerable resources
WRDQDO\]LQJKRZWKHSRUWIROLRZRXOG
perform in unfavorable environments
and developing strategies to reduce the
uncertainties in the returns by better
understanding and managing their
associated risks. We do this through
FRQVWUXFWLQJSRUWIROLRVZLWKPRUHVWDEOH
GLYHUVLȴFDWLRQFKDUDFWHULVWLFVDQGWKURXJK
a risk management process that seeks to
identify and mitigate the impact of extreme
SULFHGLVWRUWLRQVZKLFKLVRIWHQZKHQ
GLYHUVLȴFDWLRQFDQIDLO
We look to reduce potential losses by
actively reducing exposure to any or all
of the risk premia in a particular category
ZKHUHZHH[SHFWSRRUSHUIRUPDQFH

3

Schroder Strategic Beta Strategy Overview

In addition to actively managing the
DVVHWDOORFDWLRQZHPD\DOVRLPSOHPHQW
GRZQVLGHULVNRYHUOD\VWUDWHJLHVGHVLJQHG
to protect the portfolio against tail risks
ZHGHȴQHWDLOULVNVDVWKRVHZKHUH
market falls exceed 10%). In the event of
a large fall in a single risk premium (for
H[DPSOHWKH86HTXLW\ULVNSUHPLXP ZH
expect the portfolio to be protected by
WKHGLYHUVLȴFDWLRQRIULVNDFURVVPXOWLSOH
SUHPLD,IKRZHYHUDOOJURZWKSUHPLDIDOO
sharply at the same time (for example all
HTXLWLHVIHOODQGFUHGLWVSUHDGVZLGHQHG 
WKHQWKHSRUWIROLRZRXOGVXIIHUEXWSRVLWLYH
performance in other categories (for
example the duration risk premium) should
offset these losses.

Risk management (continued)
In order to balance risk across the portfolio,
the strategy makes use of leverage.
We, therefore, also need to manage the
particular risks that can emerge as a
result of the strategy utilizing leverage.
When a portfolio is leveraged particular
attention has to be paid to the amount
of cash available to ensure that increases
in variation and initial margin can be
accommodated from available cash. We
mitigate this risk by ensuring that a suitable
level of cash is held on the portfolio for the
level of market exposure.

/HYHUDJHDOVRPDJQLȴHVPDUNHWPRYHV
ZKLFKFDQFDXVHODUJHUPRYHVLQSRUWIROLR
exposure than in an unlevered portfolio.
This can result in a change in the risk of
the portfolio. We seek to mitigate this risk
by monitoring the risk of the portfolio and
taking action if the risk in the portfolio
EUHDFKHVDSUHGHȴQHGWROHUDQFHOHYHO:H
DOVRPRQLWRUWKHGULIWLQFDSLWDOZHLJKWV
to ensure the strategy does not become
distorted.

The strategy will be affected by the
investment decisions, techniques, and risk
analyses of the investment team, and there
is no guarantee that the portfolio will
achieve its investment objective. The
market value of the portfolio may decline as
a result of a number of factors, including
adverse economic and market conditions,
prospects of stocks in the portfolio,
changing interest rates, and real or
perceived adverse competitive industry
conditions. Investing overseas involves
special risks including among others, risks
related to political or economic instability,
foreign currency (such as exchange,
valuation and fluctuation) risk, market entry

or exit restrictions, illiquidity and
taxation.These risks exist to a greater
extent in emerging markets than in
developed markets. Bond and fixed
income instruments are subject to a
number of risk factors, including interest
rate risk, credit risk, inflation/deflation
risk, leverage risk and liquidity risk. The
use of derivatives involves risks different
from, or possibly greater than, the risks
associated with investing directly in the
underlying assets. The use of leverage
may magnify gains and losses. No
investment strategy or risk management
technique can guarantee future returns or
eliminate risk in any market environment

Risk disclosures

Important information: The views and opinions herein are those of Schroders’ investment professionals, and are subject to change over time.
This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument described in this document. The
LQIRUPDWLRQDQGRSLQLRQVFRQWDLQHGLQWKLVGRFXPHQWKDYHEHHQREWDLQHGIURPVRXUFHVZHFRQVLGHUWREHUHOLDEOH1RUHVSRQVLELOLW\FDQEHDFFHSWHGIRUHUURUV
RIIDFWVREWDLQHGIURPWKLUGSDUWLHV5HOLDQFHVKRXOGQRWEHSODFHGRQWKHYLHZVDQGLQIRUPDWLRQLQWKHGRFXPHQWZKHQPDNLQJLQGLYLGXDOLQYHVWPHQWDQG
RUVWUDWHJLFGHFLVLRQV6FKURGHUVKDVH[SUHVVHGLWVRZQYLHZVDQGRSLQLRQVLQWKLVGRFXPHQWDQGWKHVHPD\FKDQJH3DVWSHUIRUPDQFHLVQRJXDUDQWHHRI
IXWXUHUHVXOWV7KHYDOXHRILQYHVWPHQWVFDQJRGRZQDVZHOODVXSDQGLVQRWJXDUDQWHHG6HFWRUVVHFXULWLHVLOOXVWUDWHH[DPSOHVRIW\SHVRIVHFWRUVVHFXULWLHV
LQZKLFKWKHVWUDWHJ\LQYHVWHGDQGPD\QRWEHUHSUHVHQWDWLYHRIWKHVWUDWHJ\ȇVFXUUHQWRUIXWXUHLQYHVWPHQWV3RUWIROLRVHFWRUVVHFXULWLHVDQGDOORFDWLRQVDUH
VXEMHFWWRFKDQJHDWDQ\WLPHDQGVKRXOGQRWEHYLHZHGDVDUHFRPPHQGDWLRQWREX\VHOO7KHRSLQLRQVVWDWHGLQWKLVGRFXPHQWLQFOXGHVRPHIRUHFDVWHG
YLHZV:HEHOLHYHWKDWZHDUHEDVLQJRXUH[SHFWDWLRQVDQGEHOLHIVRQUHDVRQDEOHDVVXPSWLRQVZLWKLQWKHERXQGVRIZKDWZHFXUUHQWO\NQRZ+RZHYHUWKHUHLV
QRJXDUDQWHHWKDWDQ\IRUHFDVWVRURSLQLRQVZLOOEHUHDOL]HG6FKURGHU,QYHVWPHQW0DQDJHPHQW1RUWK$PHULFD,QF 6,01$,QF LVUHJLVWHUHGDVDQLQYHVWPHQW
DGYLVHUZLWKWKH866HFXULWLHVDQG([FKDQJH&RPPLVVLRQDQGDVD3RUWIROLR0DQDJHUZLWKWKHVHFXULWLHVUHJXODWRU\DXWKRULWLHVLQ$OEHUWD%ULWLVK&ROXPELD
0DQLWRED1RYD6FRWLD2QWDULR4XHEHF, and 6DVNDWFKHZDQ,WSURYLGHVDVVHWPDQDJHPHQWSURGXFWVDQGVHUYLFHVWRFOLHQWVLQWKH8QLWHG6WDWHVDQG&DQDGD
6FKURGHU)XQG$GYLVRUV//& 6)$ PDUNHWVFHUWDLQLQYHVWPHQWYHKLFOHVIRUZKLFK6,01$,QFLVDQLQYHVWPHQWDGYLVHU6)$LVDZKROO\RZQHGVXEVLGLDU\RI
6,01$,QFDQGLVUHJLVWHUHGDVDOLPLWHGSXUSRVHEURNHUGHDOHUZLWKWKH)LQDQFLDO,QGXVWU\5HJXODWRU\$XWKRULW\DQGDVDQ([HPSW0DUNHW'HDOHUZLWKWKH
VHFXULWLHVUHJXODWRU\DXWKRULWLHVLQ$OEHUWD%ULWLVK&ROXPELD0DQLWRED1HZ%UXQVZLFN1RYD6FRWLD2QWDULR4XHEHF, 6DVNDWFKHZDQ and New
Newfoundland & Labrador7KLVGRFXPHQW does not purport to provide investment advice and the information contained in this material is for
informational purposes and not to engage in a trading activities.
,WGRHVQRWSXUSRUWWRGHVFULEHWKHEXVLQHVVRUDIIDLUVRIDQ\LVVXHUDQGLVQRWEHLQJSURYLGHGIRUGHOLYHU\WRRUUHYLHZE\DQ\SURVSHFWLYHSXUFKDVHU
VRDVWRDVVLVWWKHSURVSHFWLYHSXUFKDVHUWRPDNHDQLQYHVWPHQWGHFLVLRQLQUHVSHFWRIVHFXULWLHVEHLQJVROGLQDGLVWULEXWLRQ6,01$,QFDQG6)$DUHLQGLUHFW
ZKROO\RZQHGVXEVLGLDULHVRI6FKURGHUVSOFD8.SXEOLFFRPSDQ\ZLWKVKDUHVOLVWHGRQWKH/RQGRQ6WRFN([FKDQJH)XUWKHULQIRUPDWLRQDERXW6FKURGHUVFDQ
EHIRXQGDWZZZVFKURGHUVFRPXVRUZZZVFKURGHUVFRPFD6FKURGHU,QYHVWPHQW0DQDJHPHQW1RUWK$PHULFD,QF%U\DQW3DUN1HZ<RUN1<
3706, (212) 641-3800. Information as of January 2019.
30$6%
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