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Simon Doyle, Head of Fixed 
Income and Multi-asset and 
portfolio manager for the Schroder 
Fixed Income Fund talks about 
the risks and opportunities for 
fixed income. 
 
 
 
 
“We’ve moved from a 
period of strong capital 
gains to an environment of 
carry and that means 
returns from credit, while 
still likely to be positive, 
will be well below those 
we’ve enjoyed over the 
past 12-18 months” 
 
 
 
 
 
 
 

 
Credit has had an excellent run in the last 18 months.  Do you think 
it’s over now? 
I don’t think its over but I do think returns from credit will be much lower 
going forward. We’ve moved from a period of strong capital gains to an 
environment of carry and that means returns from credit, while still likely to 
be positive, will be well below those we’ve enjoyed over the past 12-18 
months. The factors that have been driving credit - the improving global 
economy, declining defaults and modest issuance all remain positive for 
credit. 
 
With equities, in particular global equities, appearing relatively cheap 
at the moment, why would you invest in a fixed interest fund? 
Fortunately, investing is not about choosing only one asset class over the 
other. Both equities and fixed income have a role and both will enjoy their 
time in the sun. Investors hold fixed income because it provides stability, a 
defensive anchor that works in a portfolio when risk assets aren’t, and 
often we don’t know when that’s going to occur.  There are some very real 
risks still prevailing in the global economy and it’s very important that 
investors retain a properly constructed defensive exposure within their 
broader portfolio.  
 
Recently there have been a significant number of Government bond 
issues both here and around the world.  What’s going to be the 
impact on bond yields? 
Basic economics says that if supply increases, then other things being 
equal, prices will fall. In the case of bonds, yields will rise and this is the 
current consensus expectation in the market.  Fortunately, since not all 
things are equal, low inflation and spare capacity in many important global 
economies gives central banks plenty of room to retain low and 
expansionary monetary policies which will offset some of the concerns 
over supply. So, I’d say bond yields will probably not move by as much as 
people expect. 
 
How are the risks of sovereign defaults in countries such as Greece 
impacting markets and the Schroder Fixed Income Fund? 
What we are seeing in Greece is a manifestation of problems we are 
seeing in many government balance sheets with fiscal policy running 
rampant and budget deficits deteriorating.  There is a cost associated with 
budget deficits and many countries in addition to Greece should be 
cognisant in regard to how they run fiscal policy.  Investors are now having 
to assess sovereign risk in a similar way to credit risk for corporates. While 
I think the risk of outright default is low, it isn’t zero, meaning investors 
need to ensure that this is factored in to prices.  
 
Why should anyone invest in a fixed income fund when term deposit 
rates are so good at the moment? 
It’s hard to disagree that term deposit rates look very good at the moment.  
Within the Schroder Fixed Income Fund we are taking advantage of these 
high rates and investing some of our ‘non-transactional’ cash in term 
deposits.  What investors need to be cognisant of is the fact that this will 
be only temporary as banks address issues within their capital base.  Term 
deposit rates will ultimately decline because banks cannot continue to  
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borrow at these high rates and if growth does slow and interest rates 
decline then term deposit rates will fall quite rapidly.  Investors won’t get 
the same protection they would from a truly diversified defensive offering 
so really they should treat this as a tactical opportunity for the short term.   
 
In your opinion which direction are Australian cash rates headed and 
what level would you predict by year end? 
Cash rates in Australia are going up.  I believe they will rise to perhaps 
4.75-5% by year end.  The biggest risk to this is probably inflation in 
Australia.  Australia hasn’t had a recession and we are seeing underlying 
inflation move higher and if that continues then it could push the Reserve 
Bank of Australia (RBA) to tighten more aggressively.   
 
What do you think will be the impact of rising interest rates on the 
Schroder Fixed Income Fund? 
People often confuse changes in cash rate with changes in the interest 
rates across the yield curve.  The Schroder Fixed Income Fund invests 
very deliberately in a broad selection of both interest rate related and 
credit instruments.  Many of these instruments actually benefit from a rise 
in interest rates.  So, it’s not simply the case to say rising interest rates are 
bad for fixed income funds.  It is important to note that the RBA cash rate 
is only one interest rate and it’s at the very short end of the yield curve. 
Market interest rates have already anticipated the tightening cycle and 
priced in significant tightening.  The bottom line is that the impact of rising 
interest rates will be mixed and managed properly provides us with some 
good opportunities going forward. 
 
Where do you currently see the best opportunities for investing in 
fixed income both in Australia and offshore? 
There are 3 investment ideas we are following at the moment.  We still like 
credit, in particular those investments further down the capital structure 
such as Australian hybrids and parts of the sub-debt market where 
spreads are attractive.  The second area of interest to us is the Australian 
mortgage market, (RMBS), where we are seeing quality mortgages issued 
in the primary market at good rates of around 100-120 over bank bills 
which is providing a lot of compensation for the liquidity and credit risk of 
those securities.  This compares to similar or lower quality mortgages 
trading at single digit spreads prior to the GFC. Thirdly, we like yield 
curves.  Globally yield curves are very steep and in Europe and the USA 
they are as steep as they have ever been.  We expect yield curves to 
flatten over the next 12 months or so.   
 
How is the Schroder Fixed Income Fund currently positioned? 
Consistent with the comments on opportunities above, we have a slight bias 
to credit which is reflected in our positions in Australian hybrids and 
Australian corporate bonds, both senior and subordinated bonds, and the 
small position in Australian RMBS we are building in the portfolio.  The 
portfolio is slightly short duration reflecting the fact that we see the bias to 
local rates as up. We are also positioned for yield curve flattening in the US 
and Europe.
 

Investment in the Schroder Fixed Income Fund or the Schroder Fixed Income Fund Standard Class may be made on an application form in the Fund’s Product Disclosure 
Statement dated 1 December 2008 which available from Schroder Investment Management Australia Limited, ABN 22 000 443 274, AFS Licence 226473 ("Schroders") .  
Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this article.  They do not necessarily reflect the opinions of 
Schroders or any member of the Schroders Group and are subject to change without notice.  In preparing this document, 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 
document does not contain, and should not be relied on as containing any investment, accounting, legal or tax advice. Past performance is not a reliable indicator of future 
performance. Unless otherwise stated the source for all graphs and tables contained in this document is Schroders.  For security purposes telephone calls may be taped. 


