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Schroder Global Recovery Fund 
 
Drivers of fund performance 

 
The marked style rotation in global equity markets is reflected in share price performance of the stocks held 
over the first quarter of 2021, with the fund significantly outperforming both the value indices and the 
broader equity market.  
 
Royal Mail had another strong quarter in share price terms. It has seen a boom in parcel deliveries during 
lockdowns, and has appointed the former head of grocery delivery firm Ocado as its new UK chief.    
 
UK bank Barclays was among the top individual contributors. It is something of a rarity in combining a 
prudently managed retail bank with a successful investment bank. Barclays has restarted its dividend and 
share buyback programme, taking cash returns to the maximum allowed by regulators currently. Many 
banks remain limited by regulators in terms of their ability to pay dividends, given ongoing lockdowns and 
the impact on business activity. However, as Covid infections fall in many countries and vaccines are rolled 
out, there is greater prospect of a return to a more normal operating environment. Also in the sector, 
NatWest supported fund performance. NatWest said that it expects loan impairments to return to more 
normal levels this year. It also confirmed that it will withdraw from the Republic of Ireland to focus on the UK 
business. Elsewhere in the sector, Dutch firm ING Group performed well.  
 
AsusTek Computer performed well over the quarter, with the shares up in excess of 40%. The notebook 
business has benefited from robust work from home demand during the pandemic - which has boosted cash 
flow, and, to management's credit, they are returning a large part of that through dividends. 
 
Citizen Watch, the Japanese conglomerate combining watch making with industrial equipment 
manufacturing, contributed to positive returns. The stock remains undervalued, and also we note an 
increasing focus by management on ESG issues. As part of a plan unveiled last year, Citizen made a 
noticeable effort to increase the emphasis placed on environmental targets and linked their ESG policies to 
UN Sustainable Development Goals. 
 
Many of our resource-related holdings were also among the leading positive contributors. These included oil 
majors Repsol and ENI, oil services group HollyFrontier and miner Anglo American. Repsol is making 
investments into renewables, but free cash flow generation is still strong. ENI has become a much more 
disciplined company in terms of capital expenditure than it used to be. Its balance sheet and cash flow 
generation are solid. And Anglo American kept to its target of a 40% dividend pay-out ratio. 
 
The largest detractor from returns was car components maker Continental. A number of car companies 
have had to cut production this year due to chip shortages. Continental also scrapped its 2020 dividend, but 
does expect sales to recover strongly in 2021 compared to 2020. Management have learned lessons from the 
GFC and have a much more conservative capital structure than at the peak of previous auto cycles. 
Moreover, group cash flow is supported by the high margin tyre and industrial rubber business - which is 
substantially less cyclical than the rest of the sector. 
 

 
Portfolio activity 1Q21 

 

We have initiated a new position in UK pharmaceutical group GlaxoSmithKline. The firm has sustainable 
growth in its pharmaceutical business and a number of viable products in their late-stage pipeline. The firm 
is on track to separate its consumer healthcare business by mid-2022. This may then see it re-set its dividend 
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to a lower but more sustainable level. Glaxo scores well on ESG metrics such as equitable pricing and 
targeted research & development. We see the valuation as attractive for what is a high quality stock.   
 
Nikon, the Japanese business famous for it’s cameras, was added to the portfolio. Like many Japanese 
conglomerates, the reality is Nikon is involved in businesses ranging from semiconductors through to 
healthcare equipment. Nikon was analysed last year, but we deemed it too expensive. Since then, the share 
price has fallen such that the upside to fair value now outweighs the risks. Nikon now trades at 0.5x tangible 
book, and offers significant upside even with gloomy profit assumptions and a modest multiple. Moreover, 
the balance sheet is strong.  
 
A new holding in the portfolio is pharmaceutical group Bristol-Myers Squibb. We see it as a good quality 
business with strong ESG credentials, especially in regard to employee training. The balance sheet is not as 
robust as it was a few years ago, prior to the acquisitions of Celgene and MyoKardia. However, these 
significantly boosted the product pipeline with Celgene specialising in oncology drugs and MyoKardia in 
cardiovascular disease. The company has a good track record on cash generation and recently agreed an 
increase in its share buyback programme. 
 
We have sold a number of positions that had performed strongly, including oil services business TGS NOPEC, 
US tech firms HP Inc and Xerox and television companies TV Asahi and TF1.  
 
We also reduced holdings that have come up a long way quickly; Hyundai Mobis , Rolls Royce and Hankook 
fall into this category. We trimmed our banking exposure, taking some profits on Standard Chartered, 
Natwest, and Barclays. Miners Anglo American and South 32 were also a source of profit taking.  
 

 
Outlook 

Last year proved such an assault on so many aspects of all our lives that commentators quickly ran out of 
original ways to describe it. ‘Unprecedented’ emerged as the cliché of choice. But, from an investment 
perspective, one of the most notable episodes of the year was precisely that – the ultimately short-lived 
downturn in global stock markets proving to be both the fastest decline and fastest rally in all of financial 
history. 
 
For those investors that were able to move quickly enough, the market falls offered some very attractive 
buying opportunities. More particularly, we saw it as a great chance to diversify risk: introducing new 
holdings and diversifying concentrations in cheap but risky sectors. This was a consequence of our bottom-
up, stock-driven investment choices – if the market offers us better upsides in more stocks with greater risk 
reduction, then we will happily take that. 
 
November last year saw value massively outperform the market as a whole and growth in particular. Despite 
that one great month though, 2020 was a dreadful year for value. Nevertheless, an objective assessment of 
the evidence indicates moments of market weakness can present an attractive entry point. And, simply put, 
almost everyone can appreciate the cold hard logic of not putting all your eggs in one basket. 
 
Different label, similar profile 
 
These days, investment styles such as growth, quality and momentum – even thematics and ESG – often boil 
down to different labels for funds that typically move the same way and offer a similar profile of returns. That 
being so, value does not have to be the biggest or highest-conviction call in your portfolio – it just has to be 
the investment that will ‘zig’ when the rest of your portfolio ‘zags’ – as happened for so many last November. 
 
That type of sharp correction or sudden shift in market sentiment is not something investors should dismiss 
as a flash in the pan – especially given the sort of bullish behaviour that has bubbled up of late around stocks 
such as GameStop. If you look at the value rallies of recent years – in 2016, 2018 and at the end of last year – 
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each one has been more significant than the last. Timing such moves is incredibly hard, which is why value is 
now the insurance policy not even its greatest doubters cannot afford to be without. 
 
Since Pfizer’s announcement of a vaccine on November the 9th, there has been a significant bounce in the 
performance of value. Until November, the headwinds for value had lasted 10 years, so it would be 
surprising if the renaissance of value was all over in the space of four months. As a team, we cannot find any 
evidence of value being stretched at all. Quite the opposite in fact. Ultimately, the prospects for value are 
best indicated by the level of relative valuation when compared to alternative investment styles, such as 
growth. When viewed through this lens, the valuation disparity remains far wider than fundamentals would 
suggest is justified. Some companies within the value cohort have used the crisis to fundamentally adjust 
their business models, and there remains significant upside for long term orientated patient value investors 
as these changes are reflected in share prices over time. We should however, expect the breakneck pace of 
outperformance to slow. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Important Information  
Opinions, estimates and projections in this article constitute the current judgement of the author(s) as at the date 
of this article.  They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, 
ABN 22 000 443 274, AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to 
change without notice. 
 
In preparing this article, we have relied upon and assumed, without independent verification, the accuracy and 
completeness of all information available from public sources or which was otherwise reviewed by us. 
 
Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is 
contained in this article. Except insofar as liability under any statute cannot be excluded, Schroders and its 
directors, employees, consultants or any company in the Schroders Group do not accept any liability (whether 
arising in contract, in tort or negligence or otherwise) for any error or omission in this article or for any resulting 
loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of this article or any 
other person. 
 
This article does not contain, and should not be relied on as containing any investment, accounting, legal or tax 
advice. Before making any decision relating to a Schroders fund, you should obtain and read a copy of the relevant 
disclosure document for that fund to consider the appropriateness of the fund to your objectives, financial 
situation and needs. 
 
You should note that past performance is not a reliable indicator of future performance. 
 
Schroders may record and monitor telephone calls for security, training and compliance purposes. 


