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2018 was the year of Fixed Income 
Stuart Dear, Deputy Head of Fixed Income 
 
It may be easy to say in hindsight, but fixed income did its job in 2018. Despite the 
naysayers, fixed income delivered solid positive returns to investors against negative 
returns from equities and many other assets. Fixed income is alive and well.  
 
There were a number of key factors that contributed to the performance of fixed income in 
2018. The US was a key driver and it was a tale of two halves. In the first half of the year, the 
US economy was operating at full potential with economic growth of between 3% and 4%. 
Yields on bonds were rising, inflation was picking up, and the Fed was lifting interest rates in 
line with inflation. This saw US yields rise modestly and we were positioned for this, being both 
short US duration and holding some specific trades to benefit from rising inflation. In this 
environment corporate bonds also performed well. Things turned sharply towards the end of 
the year with a slew of concerns around trade policy, the US midterm elections and a collapse 
in the oil price contributing to some big falls in equity markets. In this environment investors 
sought the safety of bonds, which saw bond prices rise and yields fall, boosting bond returns. 
 
In Australia this, coupled with concern over house price declines, also saw bond prices rise and 
yields decline, boosting returns to investors from holding Australian bonds.  
 
Our positioning saw the Schroder Fixed Income Fund (Wholesale Class) deliver strong absolute 
performance of 4.0% (post-fees) for the 2018 calendar year. Performance of fixed income both 
here and overseas was also strong and indicative of investor sentiment, wary of what would 
happen in the share market. 
 
While that was then and this is now, many of the factors that supported bonds though the 
later part of last year are still in place. We expect growth both in Australia and in the key US 
market to remain softer for a while and the volatility that became a feature of 2018 will 
remain. Markets are likely to be disrupted by monetary policy adjustments and geopolitical 
factors. Volatility should create opportunity for managers to capture additional returns both 
through managing this interest rate volatility and through actively managing credit as the 
reward for owning credit ebbs and flows with this volatility. 
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This rising uncertainty in markets is serving as a potent reminder that bonds have an 
important role to play in portfolios. And, if economic conditions worsen and key economies 
track towards recession, bonds will likely be the place to be. In fact, our recession indicators 
suggest the odds of a US recession in 2020 are rising. Coupled with stretched valuations and 
macro uncertainty — trade wars, the end of quantitative easing, rising inflation uncertainty, 
and geopolitical risk — we believe fixed income will become increasingly important as an asset 
class. This is primarily down to the fact that in stressed environments or a recession, interest 
rates fall and bonds tend to outperform shares – generally significantly.  
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Important Information  
 

Opinions, estimates and projections in this article constitute the current judgement of the author as of 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 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. 
Investment in the Schroder Fixed Income Fund may be made on an application form in the Fund’s Product 
Disclosure Statement available from Schroders. 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.  
 


