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European equities

Schroders has a proud heritage of investing 
in European equities and we have built a 
successful and sizeable business in this  
asset class. We manage €20 billion* of  
assets across a comprehensive range of 
European equity strategies, from traditional 
equity investing, such as growth and value,  
to alternatives such as absolute return.

As one of the largest investment teams at Schroders, 
we have dedicated significant resources to maintaining 
the high standards we set for ourselves and to deliver 
strong results for our clients.

Across our different strategies our mission is the  
same: to deliver long-term outperformance and  
first-class service to all of our clients.

Each of the strategies we offer has distinct 
characteristics allowing investors access to European 
equities in a number of styles. This brochure aims to 
provide an understanding of these different strategies. 
 

Extensive research  
know-how
We believe that equity markets are inefficient, and 
only an active asset manager with the right resources 
can truly take advantage of their full potential. As a 
result, we take a distinctive approach to research and 
continually invest in our capabilities. Over the past 
four decades we have built a first-class team of highly 
experienced analysts and portfolio managers who 
are committed to in-depth, independent research to 
develop a platform to generate outperformance.  
This is what sets us apart.

*Source: Schroders, as at 31 December 2016.

Our portfolio managers and analysts are empowered 
to find the best investment opportunities across 
Europe’s equity markets, drawing on both internal  
and external expertise to identify individual stocks 
which are inefficiently valued by the market.  
Our internal team of equity analysts covers a wide 
range of sectors across the market cap spectrum, 
enabling us to uncover opportunities from a broad 
investment universe.

Our scale and strength of franchise has helped 
us establish close relationships with company 
management, which enables us to develop a true 
understanding of the businesses we invest in.  
This forms an integral part of our research process.

Our approach to  
equity investing
At Schroders, our European equity portfolios fall into 
seven different investment strategies. Each strategy 
has its own distinct philosophy and process aimed at 
exploiting different market inefficiencies and capable 
of delivering specific outcomes for investors, such as 
capital appreciation, regular income or risk-controlled 
growth, among others.
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Blend

Our blend strategies are managed with no  
pre-determined style bias. We therefore aim to  
add value regardless of the market backdrop,  
using a disciplined bottom-up approach which 
leverages the strength of our research capability.

Income

Income investing targets stocks that pay out a regular 
income, usually through dividends. Crucially, we see 
income investing as a subset of value investing and 
select investments with a total return mindset. We 
want above average income at the portfolio level but a 
clear valuation case to offer us capital growth as well.

Growth/Quality

Growth investing targets stocks with above-average 
growth expectations; companies that we believe are 
locked into structural growth trends and, as a result, 
exhibit consistently high returns on capital, generating 
value for shareholders.

Alternatives

Within our alternatives strategies, our absolute 
return funds aim to deliver positive returns across 
all market conditions. They are typically benchmark-
unconstrained and often employ different investment 
techniques compared to traditional long-only funds, 
such as short selling, leverage and derivatives.

Business Cycle

Our business cycle strategy combines top-down 
macro views with bottom-up analysis. It rests on our 
belief that different types of companies perform very 
differently, depending on where we are  
in the economic cycle.

Small Caps

Small-cap investing can be potentially lucrative as 
small-cap companies can offer high growth potential 
compared to their mid- and large-cap counterparts.  
A lack of analyst coverage can also mean small-
caps are incorrectly priced, offering investors the 
opportunity to profit.

Value

Value investing targets companies whose share price 
does not, in our view, reflect its intrinsic value. It is a 
contrarian strategy, investing in areas of the market 
that are out of favour, in search of depressed share 
prices with the potential to recover strongly.
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European equities: 
Blend

Fund management team

Rory Bateman

Martin Skanberg

Nicholette 
MacDonald-Brown

 

 Why invest?
 Ȃ Benefit from a diversified portfolio of both growth and value assets
 Ȃ Aims to generate consistent outperformance across different market environments 

with lower relative volatility
 Ȃ Extensive bottom-up research from our highly-experienced analyst team enables us to 

identify mispriced opportunities as well as ‘catalysts for change’ in a company, such as 
an improving demand outlook or management change.

Our philosophy
We believe extensive bottom-up company research and analysis is key to generating 
alpha. We employ a team-based approach that leverages the skills and experience of our 
sector analysts, while our scale allows us outstanding access to companies, which helps  
to underpin our fundamental research process.

Investment process
In order to maximise alpha opportunities, we look at the market valuation of a stock  
and assess what that price implies about the market’s expectations for the company.  
We then aim to demonstrate where our projections differ from the market, in terms of 
sales growth, operating profitability or balance sheet returns. This ‘difference’ compared 
to market expectations forms the basis of the investment thesis.

However, valuation alone is not usually enough for us to buy a stock so we’re also 
searching for an inflection point or a ‘catalyst for change’. An inflection point is a credible 
potential catalyst, such as an improving demand outlook, management change, cost 
restructuring, capital allocation, dividend policy, merger and acquisition activity or 
disposals. The combination of these two elements – valuation and the inflection point –
then informs the strength of our conviction call. 

Implied market valuation Inflection point thesis

Conviction

Fund Index ISIN

Schroder ISF* European Large Cap MSCI Europe LU0106236937

Schroder ISF EURO Equity MSCI EMU LU0106235293

 
*Schroder International Selection Fund is referred to as Schroder ISF throughout this document.

European equities4



European equities: 
Business Cycle

Fund management team

Steve Cordell

James Sym

James Rutland

 Why invest?
 Ȃ Targets outperformance throughout the different phases of the business cycle
 Ȃ By combining bottom-up stock selection with top-down macro views, the strategy 

benefits from companies that perform well on a fundamental basis and are aligned  
to the prevailing stage of the business cycle

 Ȃ The lack of a permanent style or size bias enables us to avoid prolonged periods  
of underperformance.

Our philosophy
We aim to capture the best European opportunities by understanding the companies 
most likely to outperform at each stage of the ‘business cycle’, namely expansion, 
slowdown, recession and recovery.

We believe in a diversified approach that achieves consistent outperformance with a risk 
profile that changes according to the phases in the business cycle as we believe different 
companies should outperform at different stages of the economic cycle.

Investment process
We describe ourselves as pragmatic business cycle investors. We do not believe that 
companies operate in a vacuum independent of economic and business cycles. We seek 
to understand the behaviour of earnings from operationally geared cyclical companies, 
often versus defensive large companies.

Determining the price drivers of such companies will often reveal completely  
uncorrelated performance across industry sectors. Our investment process therefore 
separates the stock universe into seven style groups each with specific sensitivities to 
certain macro drivers. This, along with standard fundamental analysis, allows us to 
identify mispriced securities: 

Slowdown Recession Recovery Expansion

Growth
Growth defensives
Value defensives
Financials
Consumer cyclicals
Commodity cyclicals
Industrial cyclicals

Growth defensives
Value defensives
Financials
Growth
Consumer cyclicals
Commodity cyclicals
Industrial cyclicals

Industrial cyclicals
Consumer cyclicals
Financials
Growth
Commodity cyclicals
Growth defensives
Value defensives

Growth
Consumer cyclicals
Commodity cyclicals
Industrial cyclicals
Growth defensives
Financials
Value defensives

Overweighting

Market

Underweighting

St
yl

e 
g r

ou
ps

 

Each group will perform differently depending on the stage of the business cycle. We 
will adjust the fund’s risk levels and positioning so that it has the appropriate weighting 
to each of these different groups as we move through the business cycle. We avoid any 
permanent investment style bias by managing the tilts towards these groupings within 
the portfolio.

Fund Index ISIN

Schroder ISF European Opportunities MSCI Europe LU0995121059

Schroder ISF European Equity (ex UK) FTSE World Series Europe ex UK LU0995124319

Schroder ISF European Alpha Focus MSCI Europe LU0591897516

1. Growth

2. Growth defensives

3. Value defensives

4. Financials

5. Consumer cyclicals

6. Commodity cyclicals

7. Industrial cyclicals
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European equities: 
Growth/Quality

Fund management team

Leon Howard-Spink

Paul Griffin

 Why invest?
 Ȃ Offers the potential for strong capital appreciation in the long term
 Ȃ We diversify exposure across a range of companies with different characteristics but 

we have a clear bias towards companies exhibiting quality and growth characteristics
 Ȃ The portfolio management team invests across the market cap spectrum. They are 

able to capitalise on market inefficiencies, often caused by a lack of industry coverage, 
by investing in small- and midcap companies.

Our philosophy
We focus on identifying attractive companies through a process of continually meeting 
management teams and looking for growth prospects that are not reflected in the share 
price. An avoidance of ‘market noise’ and a focus on specific drivers of specific companies 
should add value and help to avoid the temptation to speculate too heavily on the overall 
direction of the market.

Investment process
Our stock-picking approach looks at the quality of a company’s business model, what’s 
driving cash flow, the sustainability of growth and margin expansion, management 
team and valuation. We have a bias towards ‘quality’ companies – those which exhibit 
consistently high returns on capital – often locked into structural growth trends. 

Quality and growth

Structural drivers; earning consistency; balance sheet, Cash Flow Return on  
Average Gross Capital Employed (CFROC)

– To be diversified by cyclicality and industry and thus also valuation;

– As well as by growth drivers such as demographics, regulations, 
  market share, technology,environmental issues, regional exposure, 
  acquisitions, etc.;

– And market capitalisation.

Restructuring

New focus driving improved returns

Ȃ A kernel of quality which can be nurtured by new management

Ȃ Potentially more dramatic returns available than in acknowledged 
   quality given earnings turnaround and re-rating potential

– Can take several years to fully play out.

Wild Card

High growth or exceptional value

– More dramatic but less secure growth, or deep value/yield/cash  
   back opportunity

– Less liquid, higher risk, higher return potential.

 

Fund Index ISIN

Schroder ISF European Special Situations MSCI Europe LU0246035637

70-85%

5-20%

0-5%

of fund assets

of fund assets

of fund assets
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European equities: 
Value

Fund management team

Andrew Evans

Andrew Lyddon

 Why invest?
 Ȃ Disciplined long-term value investing has been shown to deliver superior long-term 

returns than the market but requires patience and an acceptance of the potential for 
periods of underperformance

 Ȃ We use a contrarian approach to seek out sound businesses with long-term value 
potential we believe is not reflected in the share price

 Ȃ We use advanced valuation screens to help identify investment opportunities across 
the market cap spectrum Ȃ including small caps Ȃ that may have been neglected by  
the market

 Ȃ We demand a sizeable discount between the price we are willing to pay and what we 
believe to be its true worth. This discount provides a ‘margin of safety’, designed to 
protect the portfolio in case of an unexpected and adverse outcome.

Our philosophy
We believe markets are frequently inefficient, often due to the irrational behaviour 
of investors. This can cause financial securities to deviate from their true underlying 
value and we believe that valuation is the best determinant of future returns. Historical 
evidence has shown that investment strategies based on low starting valuations not only 
deliver superior returns in the long run but do so with a significantly lower probability of 
financial loss.

Investment process
We begin by scanning our investment universe using valuation screens to help us 
prioritise research and allow us to challenge or reinforce our fundamental views. We  
then carry out thorough analysis into the companies that have passed the screening 
stage, placing considerable emphasis on the strength of a company’s cash flow and 
balance sheet. As part of our fundamental analysis of a company, significant weight is 
given to the potential downside risks of each investment candidate. We focus  
particularly on balance sheet risk, earnings risk and valuation risk.

The overall decision to buy or sell a security lies with the fund manager. Our investment 
approach is long term and low turnover in nature and we often build or reduce positions 
steadily over time.

 
Idea generation

 

Fundamental analysis
 

Risk Management

Ȃ Large share price 
   underperformance

Ȃ Low price relative to  
   long-term earnings power

Ȃ Negative sentiment  
   can affect entire  
   industries

Ȃ Learn from history 
  
– 10-year financial model 
   built by the fund manager

– profitability vs. long-term 
   history and peers

Ȃ Potential for 
   management action

Ȃ Financial strength  
   and management quality

Ȃ Ideas weighted by 
   comviction, which is  
   a function of margin 
   -of safety

Ȃ Manage concentrations  
   of risk at the stock level

Fund Index ISIN

Schroder ISF European Value* MSCI Europe LU0161305163
 
For more on Schroders’ insights into value investing, visit www.thevalueperspective.co.uk

*On 1 December 2016, Schroder ISF European Equity Alpha changed its name to Schroder ISF European Value.
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European equities: 
Income

 Why invest?
 Ȃ Profit from the long-term benefits of value style investing with the added security  

of a regular income stream
 Ȃ Robust and clearly defined investment approach that supports our belief that lowly-

valued securities produce excess returns in the long term
 Ȃ A total return strategy Ȃ we do not chase yield for the sake of yield and will always  

be looking to balance our income requirement with the potential for capital growth

Our philosophy
Looking for income-generating investments requires discipline. It is never simply a  
case of identifying companies that pay the highest dividends but rather finding those 
which are underappreciated and undervalued. Therefore, selecting the best high-yielding 
stocks entails a fundamental analysis of the company’s underlying business.  
Companies with good quality management, visibly strong growth prospects and whose 
stocks are on reasonable valuations should offer the best opportunities to achieve  
long-term outperformance. 

 

Investment process
Given the importance of valuation when seeking high-yielding stocks, Schroders’ Value 
Team manages our income strategies employing a value style approach to equity 
investing, as described in the previous section:

1 Scanning our investable universe using valuation screens
2  Carrying out extensive fundamental analysis on the stocks that pass our screen
3 Robust risk management, focussing on balance sheet risk, earnings risk and valuation risk. 

Fund Index ISIN

Schroder ISF European Equity Yield MSCI Europe LU0106236267

Schroder ISF European Dividend Maximiser* MSCI Europe LU0319791538

*Schroder ISF European Dividend Maximiser consists of two elements: an equity portfolio constructed in the same 
way as Schroder ISF European Equity Yield and a covered call overlay to enhance the distributable yield.

Fund management team

Ian Kelly

Andrew Evans

Andrew Lyddon

Income

Income 
growth

Cheap prices allow  
yield,and give prospect  

of capital growth

Solid balance sheets and cash 
generation ensures sustainable 

dividends that can grow
Income

Capital 
growth
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European equities: 
Small cap

Fund management team

Andrew Brough

Andrew Lynch

 Why invest?
 Ȃ Small caps tend to have higher and longer-term growth potential than their large-cap 

counterparts
 Ȃ Successful small caps are often subject to M&A activity which can have a positive 

impact on performance
 Ȃ We have a dedicated pan-European small- and mid-cap investment team, who are  

able to identify the hidden value of small caps caused by a scarcity of information.

Our philosophy
We believe that small cap markets are inefficient, presenting significant mis-priced 
opportunities for investors to take advantage of. Through a deep bottom-up  
approach, we seek to identify companies with strong long-term growth prospects  
based on three criteria:

1 The quality philosophy: finding the rare companies, with sound fundamentals, that  
 persistently perform

2 The unloved but willing to change (value): companies that have historically performed  
 badly, where there is a distinct catalyst for change

3 The compelling themes: identifying long-term themes yet to emerge and the  
 winners and losers of structural change.

Investment process
Company visits are a vital part of our research process. Our close relationship with 
company management and our intensive programme of company contacts ensure that 
we are fully aware of all relevant issues.

We use quantitative screens to highlight potential investment opportunities, 
incorporating a variety of growth, return and valuation factors. Whilst screens are not 
intended to drive stock selection, they can be useful in helping to prioritise and focus  
our research as well as to reinforce or challenge our fundamental views.

As a result of our fundamental research, we classify companies and industries in the 
investment universe within the following simple framework Ȃ the ‘investment triangle’:

Favourable 
Companies in industries where demand 
for their goods or services exceeds 
supply, giving them pricing power

Avoid 
Companies in industries where supply 
exceeds demand, typically experiencing 
long-term decline and few growth 
opportunities. The supply of shares 
in these companies tend to exceed 
demand, leading to downward pressure 
on share price

Trade 
Companies are usually cyclical stocks  
or franchises in transition, among  
which we look for trading opportunities

Fund Index ISIN

Schroder ISF European Smaller Companies Euromoney Smaller 
European Companies 
Total Return

LU0106237406
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European equities: 
Alternatives – absolute return

Fund management team

Steve Cordell

Lionel Rayon

 Why invest?
 Ȃ Long/short investing can enable investors to benefit from rising and falling markets 

while limiting market exposure
 Ȃ Low correlation with equity indices providing valuable diversification
 Ȃ Absolute return strategies can offer downside protection when markets are distressed
 Ȃ A strong performance track record and history of capital preservation.

Our philosophy
We believe the key to successful absolute return investing is having a clearly defined 
and disciplined approach. We carry out extensive and in-depth research to identify the 
most appropriate investment opportunities, wherever they may exist across the equity 
spectrum. This enables us to construct high conviction portfolios of carefully selected 
stocks in order to deliver stable, long-term positive returns with low volatility.

We manage two absolute return European equity strategies adhering to different 
investment philosophies:

Schroder ISF European Equity Absolute Return

Managed by Steve Cordell, the fund employs our ‘business cycle’ approach, a flexible 
strategy that avoids a permanent investment style bias and aims to capitalise on 
opportunities according to the stage of the economic cycle. For example, in a recovery 
phase, the fund typically takes long positions in industrial and consumer cyclicals and 
shorts the defensive style groupings. Conversely, in a recession, the fund will typically be 
long defensives and short cyclicals. As such, the fund may take directional views although 
it is still a broadly market neutral strategy.

By focusing on identifying turning points in the business cycle, the fund can shift its 
positioning ahead of the market so that it has the potential to deliver absolute returns  
in all phases of the economic cycle.

Schroder ISF European Alpha Absolute Return
Managed by Lionel Rayon, Schroder ISF European Alpha Absolute Return employs a  
pure bottom-up approach with an earnings analysis focus. It is a more concentrated 
portfolio with around 20–25 positions on the long and short book, and exposure to  
macro economic factors is actively monitored. While the fund focuses on pan-European 
equities, it can also take advantage of opportunities in North America.

This is a market neutral strategy, so does not take a directional view of the overall  
market but rather focuses on understanding market trends by identifying dislocations  
at the earnings level rather than the valuation level. These dislocations help to identify  
low correlation investment opportunities, unlike other stock-picking strategies, which 
often have a high degree of correlation to equity markets and the wider equity long/ 
short peer group.

Fund Index ISIN

Schroder ISF European Equity Absolute Return N/A LU1046235062

Schroder ISF European Alpha Absolute Return N/A LU1046234768
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European equities 
fund range

Blend Business Cycle

Fund Schroder ISF  
European Large Cap

Schroder ISF  
EURO Equity

Schroder ISF 
European 
Opportunities

Schroder ISF 
European Equity  
(ex UK)

Schroder ISF 
European Alpha 
Focus

ISIN LU0106236937 LU0106235293 LU0995121059 LU0995124319 LU0591897516

Typical no.  
of stocks

50–60 45–60 60–80 50–70 30–35

Inception date 1995 1998 2014* 2014* 2011

Growth/Quality Value Income

Fund Schroder ISF European 
Special Situations

Schroder ISF  
European Value1

Schroder ISF  
European Equity Yield

Schroder ISF European 
Dividend Maximiser

ISIN LU0246035637 LU0161305163 LU0106236267 LU0319791538

Typical no.  
of stocks

40–50 35–50 40–55 40–55

Inception date 2006 2003 1993 2007

Small Cap Alternatives

Fund Schroder ISF European 
Smaller Companies

Schroder ISF European  
Equity Absolute Return

Schroder ISF European  
Alpha Absolute Return

ISIN LU0106237406 LU1046235062 LU1046234768

Typical no.  
of stocks

80–100 30–50 long and short 15–30 long and short

Inception date 1994 2014** 2014**

Source: Schroders, as at January 2017.

*Schroder ISF European Opportunities and Schroder ISF European Equity (ex-UK) were launched on 12 March 2014 to accommodate a transfer of shareholders from the Cazenove 
funds to the Schroder ISF SICAV. Prior to 12 March 2014 Schroder ISF European Opportunities uses the track record of Cazenove Pan Europe Fund (launched on 2 January 2003) 
as a performance track record; Schroder ISF European Equity (ex-UK) uses the track record of Cazenove European Equity Ex-UK Fund (launched on 28 May 2004) as a performance 
track record.

**Schroder ISF European Equity Absolute Return and Schroder ISF European Alpha Absolute Return were launched on 11 February 2014 to accommodate a transfer of 
shareholders from the Cazenove fund to the Schroder ISF SICAV. Prior to 11 February 2014 the Schroder ISF European Equity Absolute Return used the track record of Cazenove 
European Equity Absolute Return Fund (launched on 30 October 2003) as a performance track record; Schroder ISF European Alpha Absolute Return used the track record of 
Cazenove European Alpha Absolute Return Fund (launched on 19 March 2007) as a performance track record.

1 Schroder ISF European Value was renamed from Schroder ISF European Equity Alpha on 1 December 2016.
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Risk considerations: The capital is not guaranteed. Investments denominated 
in a currency other than that of the share-class may not be hedged. The market 
movements between those currencies will impact the share-class. The fund will not 
hedge its market risk in a down cycle. The value of the fund will move similarly to 
the markets. Investments in small companies 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. 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. All equity forward sales are with a single counterparty. In 
case of default, the relevant equities will be sold in the market and this may affect 
performance. The fund intends to make regular yield payments to investors and, if its 
income is insufficient to cover these payments, these payments may reduce the fund’s 
capital. The derivative strategy is applied repeatedly over three-monthly periods. This 
strategy will increase the income paid to investors and reduce the volatility of returns, 
but there is the potential the performance or capital value may be eroded. The fund 
makes use of financial derivative instruments. It is expected that the strategy will 
typically underperform a similar portfolio with no derivative overlay in periods when 
the underlying stock prices are rising, and outperform when the underlying stock 
prices are falling, thereby reducing the volatility of returns. The fund may hold indirect 

short exposure in anticipation of a decline of prices of these exposures or increase of 
interest rate. There is no guarantee that a financial derivative contract will achieve its 
intended outcome, even if the terms of the contract are completely satisfied. Important 
information: This document does not constitute an offer to anyone, or a solicitation 
by anyone, to subscribe for shares of Schroder International Selection Fund (the 
“Company”). Nothing in this document should be construed as advice and is therefore 
not a recommendation to buy or sell shares. Subscriptions for shares of the Company 
can only be made on the basis of its latest Key Investor Information Document and 
prospectus, together with the latest audited annual report (and subsequent unaudited 
semi-annual report, if published), copies of which can be obtained, free of charge, from 
Schroder Investment Management (Luxembourg) S.A. An investment in the Company 
entails risks, which are fully described in the prospectus. Past performance is not a 
reliable indicator of future results, prices of shares and the income from them may fall 
as well as rise and investors may not get the amount originally invested. Schroders has 
expressed its own views and opinions in this document and these may change. This 
document is issued by Schroder Investment Management Ltd., 31, Gresham Street, 
EC2V 7QA, who is authorised and regulated by the Financial Conduct Authority. For 
your security, communications may be taped or monitored. SCH9812

To find out more please visit
www.schroders.com
or speak to your local Schroders representative

 Ȃ €476.3bn assets under 
management and 
administration.

 Ȃ An extensive global network 
of 4,100+ employees.

 Ȃ 41 offices in 27 countries 
around the globe.

 Ȃ Over 200 years’ of 
experience and evolution.

Source: Schroders, as at 30 June 2017.
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