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1 mth 3 mths 6 mths 1 yr Inception p.a.

-0.07 -0.62 -0.17 0.35 1.69
0.01 0.03 0.05 0.10 0.24
-0.08 -0.64 -0.22 0.25 1.45

Past performance is not a reliable indicator of future performance. Returns over 12 months are annualised.

Portfolio inception 19/11/2019, 2 years and 0 months
Market review

Asset allocation %

Portfolio review

Duration 0.20 yrs
Yield to maturity 1.61%
Average credit rating A-
Number of securities 2805

*Please note numbers may not total 100 due to rounding

*Unless otherwise stated figures are as at the end of Nov 2021

*Benchmark is the RBA Cash Rate

Post-fee performance of the underlying Schroder Absolute Return Income Fund, offered by Schroders as a Unit Trust

1 mth 3 mths 6 mths 1 yr 3 yrs p.a. mFund Code
-0.07 -0.62 -0.16 0.36 2.94 SCH55Schroder Absolute Return Income Fund - Wholesale Class^

For more information about the Fund visit www.schroders.com.au/pays

Total return %
Schroder Absolute Return Income (Managed Fund) (post-fee)

RBA Cash Rate

Relative performance (post-fee)

Portfolio statistics

*The Portfolio may have a sizeable exposure to securities, including cash instruments, issued by 
each of the four major Australian banks.

^The fund on offer is unlisted. An application into this fund may be made through an application form attached with the PDS, which is available on our website at www.schroders.com.au. The management fee for 
the Schroder Absolute Return Income Fund (Wholesale Class)  is 0.54%.
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The emergence of the Omicron variant of Covid-19 and the increased uncertainty around the efficacy of 
vaccines against this new variant, saw sentiment in risk assets turn more negative during November.  
Should Omicron be relatively manageable, focus will soon shift on to US fourth quarter earnings 
releases, where consensus expectations remain moderate and there remains scope for continued upside 
surprises. Bonds rebounded in most markets as risk off sentiment pushed yields lower. The exception 
was in short dated US treasuries, where 2 year yields moved marginally higher owing to inflationary 
concerns and comments from the US Federal Reserve’s Chair Powell who raised the possibility of a faster 
pace of tapering. US headline inflation reached 6.2% year on year, the highest since 1990, while the Fed’s 
preferred measure of inflation, Core PCE, also rose above 4% on a year on year basis. Additionally, in the 
US, the Biden administration reappointed Powell as Fed Chair for a second term, while also passing a $1 
trillion infrastructure bill with bipartisan support.

Developed market equities fell -1.5% in November, while Australian equities outperformed, but still fell 
by -0.5% for the month. Emerging markets continued to underperform delivering a monthly return of -
4.1% in US dollar terms. Within commodities, oil fell sharply, with WTI dropping by -19%, and Brent by -
16%. Iron ore also continued its recent pullback, with a -14% drop in November. Australian 10 year yields 
were the standout performer, falling by -0.4% to end the month at 1.7%, while US 10 year yields fell -
0.11% to close the month at 1.44%. German and Japanese 10 year yields also fell by -0.24% and -0.04% 
respectively for the month. Credit spreads widened across the board, with the most significant 
movement coming from high yield, where spreads widened by roughly 50 bps over the month. 

Over the month of November, the Schroder Absolute Return Income (Managed Fund) returned -0.07% 
(post-fees) bringing the 12-month performance to 0.35% (post-fees) – or 0.25% (post-fees) above the RBA 
cash rate.

Following the very dramatic moves late in October, fixed income markets were more settled in 
November – but we did see weakness come through credit markets over the month. Credit had been 
relatively well behaved of late, reflecting solid earnings and high levels of debt serviceability. However, 
with many segments fully priced there is a greater sensitivity to weakness in risk assets. This came to the 
fore over the month as uncertainty about the Omicron variant added to existing concerns to both 
inflation and growth. Developments in the Chinese property market also continued to unfold as 
Evergrande nears default. At this stage it looks as if the systemic risk is contained, but restructuring will 
take some time.

Recent rises in bond yields driven by expectations of future adjustments to official interest rate settings 
took a break over the month. The October spike in bond yields looked like an over -reaction as yields 
moved generally lower in November. Despite low levels of duration, the yield moves did contribute to 
portfolio returns at the margin.

Currency exposure were a small contributor over the month as the Australian dollar (AUD) was broadly 
weaker versus the US dollar (USD) and the Japanese yen (JPY).
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Previously, we discussed the view that the medical elements of the Covid-19 pandemic had likely peaked. That wasn’t to 
suggest the pandemic was over and that Covid was defeated, but that as vaccination rates were increasing we were in a 
‘living with the virus’ phase. The risk to this view was always the emergence of a strain that is more transmissible or evades 
vaccines. The Omicron strain has emerged as that risk. It is purported to be more transmissible than Delta, and vaccine 
efficacy (as well as the extent of severe health outcomes) remain uncertain. This will remain unclear over the shorter term 
although early signs are promising.

Risk assets fell as news of the new strain emerged. Arguably markets had become somewhat complacent – particularly given 
the backdrop of uncertainly around the growth and inflation outlook as well as the uncertainty about the pace of response 
from central banks. Inflation in the US continues to be a key focus with the latest CPI release showing headline inflation of
6.2% year-on-year, which was higher than expected and highlights the ongoing inflation pressure in the economy. Current 
monetary policy settings appear overly accommodative for the economic outlook and it’s clear that central banks will need to 
act. The question is when, how quickly and how much.

The US Federal Reserve (the Fed) is under increasing pressure from Congress and the market to address inflation. Fed 
chairman Jerome Powell told Congress it was time to retire the word “transitory” when discussing inflation and said he was 
open to a faster tapering of bond purchases. This was viewed as signaling an increased chance of earlier rate hikes. This 
liquidity withdrawal from the Fed and the expectations of higher official rates is occurring at a time where a potential 
economic slowdown is before us. It is this mix of rising inflation, possible slowing growth and central banks raising official 
rates and removing liquidity which is front of mind when positioning portfolios.

In terms of portfolio changes we have been actively reducing overall risk over the last few months and rotating our exposures
across different credit sectors. We reduced our allocation to emerging market sovereign debt due to the negative impact that 
upcoming US rate increases and a potentially stronger USD will have on many developing countries.

We added to the US securitised credit allocation, which is lower risk, on the view that exposures to the US consumer would 
remain well supported given the upward pressure on income levels and that the elevated savings rate would be broadly 
supportive for the US consumer debt. We also added to Asian corporate debt. This segment is the most attractive on a 
valuation basis and we believe investors are being suitably rewarded for the higher volatility and risks. At this stage 
challenges within the Chinese property sector appear to be under control as Evergrande begins a restructuring process and 
the systemic risks from this asset class have fallen. That said, we are watching this space closely to identify any risks of a 
disorderly workout process.

Towards month end we took advantage of a short-term spike in high yield spreads, caused by Omicron, to add back some 
additional exposure to our global high yield position. We had significantly reduced exposure over the third quarter as yield 
spreads moved to historically tight levels. We remain comfortable with the fundamentals of the high yield market – earnings 
have been solid, leverage manageable and credit quality is improving – so the move higher in yields was a good opportunity 
to re-enter the market at much better yield levels.

In terms of duration, we have made no material moves over the month. We continue to hold low levels of interest rate risk as 
we are concerned bond yields are likely to move higher over time. The current adjustment phase resulting in the removal of 
quantitative easing and eventual official rate increases will likely cause bouts of volatility. These adjustments rarely happen in 
a straight line, and as such we are cautious. When it comes to positioning, we are marginally long duration in Australia and 
short duration in the US, where the Fed is likely to act quicker than the RBA. As we move towards monetary policy settings, 
which are more consistent with the current growth and inflation expectations, we will look to extend duration and capture 
higher yields from longer dated maturities. 

In terms of currency, we did make some adjustment to long USD and JPY positioning. We reduced the long USD exposure to 
take profit from recent strength as it moves to the bottom of the recent range. At the same time we added to the yen 
position. The JPY has appreciated less against the AUD and hence rotating into this currency provides better valuation 
support whilst also continuing to provide a downside risk hedge. This is particularly relevant given the low levels of duration 
in the portfolio.

Looking forward we are focused on managing capital volatility. As markets move through this adjustment phase, we believe 
there will be a repricing of assets. Our role is to balance the overall risk and return of the portfolio through active 
management of credit exposure, interest rates and currency exposures. When risk premia are compressed, as they are 
currently, we typically hold higher levels of cash to minimise portfolio volatility and take advantage of cheaper valuations as 
they arise. We are cognisant that this results in weaker shorter-term performance as cash is the lowest yielding asset. As we 
move through this adjustment phase we will be looking to deploy cash as opportunities arise and we establish a more 
constructive portfolio positioning at higher yields to rebuild returns and deliver income.



Top ten holdings % Portfolio

AUSNET SERVICES HOLDINGS PTY LTD 3.115 06-OCT-2080 Reg-S (SUB) 1.5%
TREASURY NOTE 2.625 15-FEB-2029 1.4%
TREASURY NOTE 1.75 15-NOV-2029 1.3%
AUSTRALIA (COMMONWEALTH OF) 1.75 21-JUN-2051 Reg-S 1.2%
SCENTRE GROUP TRUST 2 5.125 24-SEP-2080 Reg-S (SUB) 1.2%
SANTOS FINANCE LTD. 4.125 14-SEP-2027 Reg-S (SENIOR) 1.1%
BRISBANE AIRPORT CORPORATION PTY L 3.9 24-APR-2025 Reg-S (SECURED) 1.0%
WCX M4 FINCO PTY LTD 3.15 31-MAR-2031 Reg-S (SECURED) 0.8%
QPH FINANCE CO PTY LTD 2.85 29-JAN-2031 (SECURED) 0.8%
LONSDALE FINANCE PTY LTD 2.45 20-NOV-2026 Reg-S (SECURED) 0.8%
Total 10.9%

Maturity Profile % Portfolio
0-3 Years 37.2
3-5 Years 20.5
5-7 Years 12.2
7-10 Years 17.7
10-15 Years 1.7
15+ Years 10.7

LAWCTR_LXXBenchmark Security profile % Portfolio

Fixed rate 61.1
Floating rate 37.0
Other 1.9

Regional exposure % Portfolio
Australia 61.0
USA 29.0
Europe ex UK 6.1
UK 2.3
Asia inc Japan ex EM 0.2
Emerging Markets 1.4

Fund details
Chi-X Code: PAYS Holdings by composite broad credit rating % Portfolio
Fund size (AUD) AAA 10.1
Redemption unit price $9.6998 AA 6.1
Fund inception date A 11.6
Management costs 0.54% BBB 45.8
Distribution frequency Monthly Below BBB 8.5

Cash and Equivalents 16.3
Not Rated 1.6

Unless otherwise stated figures are as at the end of November 2021

Figures may not total 100 due to rounding

Regional exposure is expressed by currency pre-hedging

Credit ratings are scales by which the future relative creditworthiness of a security is measured and express an opinion about the 
vulnerability of default.  Credit ratings may be issued by an independent credit rating agency, or represent internal ratings prepared by 
Schroders. A change in a published credit rating can impact the price and liquidity of the security(ies) being re-rated.  

Investors should not rely on credit ratings in making investment decisions or view them as assurances of credit quality or the likelihood of 
default. The ratings issued included in the monthly report are intended to be used by wholesale investors as a guide only and should not be 
relied on by retail investors when making a decision to buy, hold or sell any securities or make any other investment decisions.  
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$59,254,804
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Contact www.schroders.com.au
E-mail: web.queries@computershare.com.au

Schroder Investment Management Australia Limited ABN 22 000 443 274 Australian Financial 
Services Licence 226473 Level 20 Angel Place, 123 Pitt Street, Sydney NSW 2000 Phone: 1300 136 471 
Fax: (02) 9231 1119

This Report is intended solely for the information of the person to whom it is provided by Schroders. It should not be relied on by any person for the purposes of making investment decisions. Total returns are calculated using exit price to exit price, after 
fees and expenses, and assuming reinvestment of income. Gross returns are calculated using exit price to exit price and are g ross of fees and expenses. The repayment of capital and performance of the Fund is not guaranteed by Schroders or any 
company in the Schroders Group. Past performance is not a reliable indicator of future performance. Unless otherwise stated t he source for all graphs and tables contained in this report is Schroders. Opinions constitute our judgment at the time of issue
and are subject to change. This report does not contain and is not to be taken as containing any financial product advice or financial product recommendation. For security reasons telephone calls may be recorded.This Report is intended solely for the 
information of Wholesale Investors as defined under the Corporations Act. You agree not to pass on any credit rating and/or r elated research to a party who is not a Wholesale Investor.

Fund Objective
To outperform the RBA Cash Rate after fees over the medium 
term while aiming to avoid negative returns over any rolling 
12-month period.

Key Features

– Reliable monthly income: Predictable and stable monthly income 
assists investors with planning their retirement income needs.
– Global diversification: Provides diversification across broad global 
fixed income markets with flexibility to respond to changing market 
conditions.
– Strong risk management: Actively managed to provide strong risk 
management, helping to avoid losses and preserve capital, should 
markets fall.
– Competitively priced: Competitive management fee of 0.54% p.a.
– Easily accessed via one trade: Contact your broker, financial 
planner or invest via your online trading account using the Chi-X 
code: PAYS.
– Brought to you by Schroders: A leader in fixed income, with an 
experienced local team backed by specialists in 12 locations around 
the world.


