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With the launch of the Schroder Real Return CPI Plus 3.5% Fund we 
caught up with Simon Doyle, Head of Fixed Income and Multi-Asset 
and lead manager of the Fund to talk about the challenges of          
generating real returns in the current market environment, and how the 
Schroder Real Return CPI Plus 3.5% Fund is an attractive investment 
solution for a broad range of investors. 
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Why was the strategy developed and 
what are its key characteristics? 

We’ve been managing “objective based” 
strategies for around seven years –   
mainly through our flagship Real Return 
CPI Plus 5% Fund. The Real Return CPI 
Plus 3.5% Fund is an extension of this. 
 
The emphasis in this strategy is on     
generating positive real returns in the 
shorter run, and placing greater emphasis 
on minimising the frequency and size of 
drawdowns. 
 
By its nature, income is likely to generate 
a greater proportion of the total portfolio 
return, while the Fund is also expected to 
have relatively low portfolio volatility, and 
less downside risk in both normal and 
stressed market conditions.  

 

Schroder Real Return CPI + 3.5% Fund 

Designed to generate positive real  
returns in the shorter run, whilst  
minimising the risk of capital loss   
and heightened volatility  

Source: Schroders. Graphic provided as an illustration 
only 

“...the emphasis in this 
strategy is on generating 
positive real returns in the 
shorter run, and placing 
greater emphasis on 
minimising the frequency 
and size of drawdowns.” 

Can you tell us a little bit about your 
approach to investing? 

Primarily we take a more dynamic    
approach to investing, selecting our 
investments on the basis of expected 
future performance and valuations. We 
only invest where we believe it will   
positively benefit the Fund.  Unlike   
traditional balanced funds we don’t   
constrain ourselves with arbitrary     
strategic asset allocation levels, so if we 
don’t see potential in equities, for     
example, then we don’t own any.  We 
adjust the portfolio when our view of 
markets changes. We will adjust the 
portfolio buying and selling to reflect our 
revised view.  The investments we 
make in the portfolio are made purely 
on the basis of what makes sense to us 
in order to achieve the objective. 

 

A key feature of the Fund is its     
distribution policy.  Can you explain 
why this is the case and what are the 
benefits for the investors? 

The Fund has been designed to provide 
investors with a stable level of income, 
currently targeting a quarterly            
distribution of at least the RBA cash 
rate. 
 
There are two reasons for this. The first, 
is that we expect the Fund to gain a 
significant part of its overall return 
through income producing assets – so 
this gives us a basis to pay regular  
income distributions. 
 
The second, is that investors with a 
relatively low risk tolerance (such as 

late cycle accumulators or retirees) tend 
to have a natural requirement for regular 
income.  

What type of investor do you feel the 
strategy is best suited to?  

The characteristics of the Fund are likely 
to appeal to a broad range of investors, 
as it offers a flexible investment solution 
for investors across various life stages.  

The Fund is also effective in dampening 
volatility and offers diversification as well 
as a negative correlation to other       
portfolio investments. 
 
Given the Fund’s distribution policy, it 
would be an attractive solution for      
investors requiring regular income – 
such as self-funded retirees and        
pensioners. The Fund would also be 
suited to risk averse investors or   
investors with relatively short investment 
horizons who are looking for returns 
above cash and term deposits. For    
investors nearing retirement/late stage 
accumulators, the Fund offers a more 
conservative strategy, aiming to        
minimise capital volatility.  
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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. Investment in the Schroder Real Return CPI Plus 3.5% Fund (“the Fund”) may be 
made on an application form in the current Product Disclosure Statement, available from Schroder Investment Management Australia Limited (ABN 22 000 443 274, AFSL 
226473) (“Schroders”). 

How do you manage risk in the 
Fund?  

There are several mechanisms used to 
manage risk. Firstly, the investment   
process is driven very strongly by the 
valuation framework which means we 
gravitate towards assets offering the 
best returns and avoid those where risks 
are high. Secondly we are very         
conscious of the impact different assets 
and different environments have on our 
ability to achieve our stated investment 
goals and invest accordingly.  Finally, 
we employ a strict 10% exposure limit to 
traditional “alternative” assets such as 
hedge funds, commodities and unlisted 
property, and don’t gear the Fund. 

 

How is the strategy currently posi-
tioned? 

The Fund is currently defensively posi-
tioned.  

This reflects the fact that it’s hard to find 
assets that are good value and low risk. 
Equities (particularly global equities) 
look expensive, and bonds (whether 
issued by companies or governments) 
are trading at what we believe to be 
unsustainably low yields.  

Against this backdrop we’ve built up 
cash to around 44%, and have only a 
moderate 16% exposure to equities – 
most of which is in Australian equities 
which we consider to be the best value 
of the major equity markets. 

The key point to emphasise here is that 
where we don’t see value or think the 
risk of loss is high, we are happy to  
allow cash to build up. It may be        
returning less than our target in the short 
run, but we know we won’t lose money 
and it gives us the flexibility to invest 
when the opportunity arises. 

 

Given the low cash rates available, 
doesn’t having that much cash make 
it hard to achieve your objective? 

I get asked this question a lot. I look at it 
this way: You can’t argue with the maths 
– cash rates at 2% are well below our 
objective. But cash is liquid, certain (at 
least in the short run) and will deliver a 
positive return.  

The reason we have so much cash is 
because we don’t see opportunity in 
other asset classes – in fact we think the 
risks of losing money on other assets 
are high. 

We could take more risk, but that would 
just make our job harder as we think 
riskier assets are highly likely to deliver 
us poor returns. 

The important point is that when markets 
correct (and as a result become cheaper) 
that’s when we’ll invest our cash and 
make up the return. 

Remember our objectives are about both 
risk and return. 

What do you see as the key challeng-
es as we look forward into your 3 year 
investment horizon? 

Central banks – the US Fed in particular 
– have done a great job at convincing 
investors that they’re “in control”.  

As a result markets have risen and    
volatility has fallen. The next couple of 
years will challenge this assumption. 

We are likely to see rates start to rise in 
the US – and if they don’t it will mean 
that the US recovery is in trouble and 
that will be a particularly worrying      
environment for investors. 

While we as investors can’t do a lot to 
influence the outcomes in individual   
markets, we can make sure were well 
positioned to withstand the fall-out either 
way and position ourselves to benefit 
from this volatility.  

“Current positioning is 
defensive…..it’s hard to 
find assets that are good 
value and low risk” 

  Fund Information 

Fund name Schroder Real Return CPI Plus 3.5% Fund Wholesale Class 

APIR Code SCH0096AU 

Inception date 19 May 15 

Distribution frequency Normally quarterly distribution 

Management costs 0.60% pa 

mFund code SCH12 

Objective 
Targets CPI+3.5%p.a (before fees),  
minimise sequence & downside risk 

 
“The investments we 
make in the portfolio are 
made purely on the basis 
of what makes sense to us 
in order to achieve the 
objective” 


