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Schroder Global Sustainable Equity 
 
Market review  

Global equities extended recent gains during April, bolstered by positive economic data and supportive 
policy messaging alongside the rapid rollout of COVID vaccinations in developed markets. The MSCI AC 
World Index rose by 4.4% (USD terms), taking its year to date gain to 9.1%, with US stocks resuming their 
leadership (+5.4%) on the back of solid earnings. The S&P 500 actually enjoyed 10 closing highs in April, 
led by a revival in the key index heavyweights. 
 
Performance during April represented a modest reversal of recent market leadership that had been 
dominated by cheaper stocks, particularly those highly geared to the economic cycle (e.g. energy). 
Indeed, after bouncing back by 34.1% since November, MSCI AC World Value Index underperformed the 
broader index by 1.3% whilst the equivalent Growth and Momentum outperformed. The sell-off in US 
government bonds also came to a halt in April, helped by dovish comments from the Fed. Partly in 
response, defensive areas continued to lag with the MSCI AC World Minimum Volatility Index 
underperforming by 1.7%. 
 
Commodity prices continued to perform strongly, particularly in agriculture and copper, which is now 
back to a decade high, whilst oil also advanced taking its year to date gain to around 30%. This was not 
reflected in the performance of energy stocks however, which was the worst performing sector during 
the month, although it still tops the leader board year to date, closely followed by financials. 
Communications, real estate and technology were at the other end of the table in April. 
 
Japan was the weakest performing major market as it re-imposed emergency measures in various 
regions, whilst emerging markets also lagged behind, underperforming MSCI AC World Index by 1.9% in 
April (-4.3% YTD) despite a weakening dollar, in no small part due to India’s poor returns as new COVID-
19 case numbers reached record highs. 
 
Fund commentary  

Against the backdrop of a partial rotation back into the laggards of recent months, the strategy finished 
behind the broader global index in April. The main detractors over the month was the lower than index 
exposure to more expensive, US mega-cap technology and consumer names, which performed strongly 
as they benefited from positive earnings trends. More specifically, stocks such as Apple, Amazon, 
Alphabet, Microsoft, Facebook accounted for the bulk of the portfolio’s relative underperformance. 
Additionally, as has been the case of late, ‘defensive value’ areas such as pharmaceuticals (e.g. Amgen, 
Merck) and home products (e.g. Clorox, Kimberly Clark, Procter & Gamble) detracted from relative 
performance. These are areas which continue to tick most of our boxes in terms of offering attractive 
valuations alongside stable profitability without leverage. 
 
Partially offsetting the above headwinds, stock selection within industrials was strong, in particular from 
broad based gains within machinery. Similarly, our positioning in consumer discretionary (e.g. consumer 
durables & autos) along with biotech (e.g. holdings in Moderna, Novavax) were all beneficial to relative 
performance. Elsewhere, the avoidance of stocks with inferior environmental credentials meant the 
strategy sidestepped weakness within oil and gas stocks during the month, given the underweight 
exposure to the energy sector. 
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The strategy's most significant exposures continue to be in the technology and health care sectors. We 
also find a breadth of opportunities in industrials and financials. Meanwhile, we maintain a lower 
exposure to the resources and utilities sectors. 
 
In the more defensive areas we retain our overweight to health care (principally global pharmaceuticals). 
This area represents a high quality valuation anomaly as the industry is the cheapest it has been in at 
least a quarter of a century. Elsewhere, we remain overweight consumer staples. Whilst we are mindful 
of valuations in this sector, the underperformance of the sector in the beginning of the year due to the 
preference for more economically sensitive stocks created good investment opportunities on valuation 
grounds, particularly in many of the highest quality stocks (e.g. US and UK food & drink and home product 
industries). We remain of the view that utilities are mostly poor quality businesses and are unattractive 
on valuation grounds, particularly in the US market and regardless of their increasingly less attractive 
bond surrogate status. In addition, utilities generally have a poorer environmental profile due to the 
energy intensive nature of their operations and the significant carbon emissions generated. We do 
however actively seek opportunities in renewable focussed companies. 
 
We also continue to observe opportunities within cyclicals. Financials remain a larger sector exposure on 
an absolute basis. The exposure is driven by the plethora of attractively valued opportunities we observe 
across the market. We still remain cautious in a number of areas in emerging markets, with our focus on 
asset quality and balance sheet strength, but a good balance of high quality and deep value opportunities 
are represented in the strategy. The highest quality opportunities today are spread across life & health 
insurance, asset managers and many US regional banks.  
 
The Fund remains underweight both the materials and energy sectors. We are highly selective in this 
space, only holding the most attractive companies, focussing on quality and balance sheet strength 
combined with stronger environmental risk management considerations. 
 
Outlook 

Whilst it is a simple narrative to couch market performance over the past six months in terms of the 
rotation back into reflationary beneficiaries, many of which are still trading on steep discounts to their 
long-term valuations, the outlook is likely to be far more nuanced. It is certainly not uncommon for 
investors to overreact to unexpected news (i.e. COVID-19) before reverting. From this perspective, the 
Value rally that commenced in November following vaccine approval represents a snapping back of the 
elastic band that had become overstretched. The fact that it has so far been almost entirely focused on 
stocks geared into the economic cycle is not surprising given where sentiment stood at the start of the 
third quarter of 2020. 
 
This process still has further to go as relative valuations are still not back to levels observed prior to the 
pandemic, not to mention the largely unjustified multiple contraction observed in out of favour stocks in 
the preceding three years where only “growth” was rewarded. In addition, not all boats have been lifted 
by the rising tide. We would highlight the neglect of many defensive stocks, many of which are equally 
attractive from a valuation perspective with stronger fundamentals but have been left behind in favour 
of stocks with greater economic sensitivity. 
 
From our perspective as a diversified manager, perhaps even more important than the “Cyclicals vs 
Defensives” and “Value vs Growth” debate has been the broadening out of market participation since 
November which reflects a more discerning market. How much is priced in to the still stretched range of 
stock valuations across the market relative to their fundamentals is likely to remain key going ahead 
above and beyond extrapolating recent trends and observing the macro backdrop. 
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Moreover, the desynchronised nature of the recovery from the global pandemic and uncertainty about 
the pace of policy tapering would normally lead to higher market volatility than has been observed of 
late. The strong recent quarterly earnings season was encouraging but we are increasingly concerned 
that the market as a whole has priced in much of the good news already and the broad expansion in 
multiples in the recent past makes equities increasingly vulnerable. 
 
In response, we continue to twin-track in terms of portfolio composition, ensuring a balance between 
cyclical stocks with very attractive valuations alongside higher quality stocks where we have greater 
confidence in their earnings stability and financial strength. The latter typically trade close to a market 
multiple or at a slight premium on account of their higher quality but are currently far more compelling 
by historical standards and are expected to benefit in the event of a resurgence of risk aversion. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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. 
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