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Total return % 1 mth 3 mths 1 yr 3 yrs p.a. 5 yrs p.a. Inception p.a.

0.38 1.78 5.93 - - 5.58

0.31 1.55 4.99 - - 4.64

Portfolio inception 09/08/2016, 2 years and 1 months Past performance is not a reliable indicator of future performance. Returns over 12 months are annualised

RBA CPI Trimmed  Mean* as at  30 June 2018
3 months 0.46%
6 months 1.02%
1 year 1.85%
3 years. p.a. 1.78%

Post-fee performance of other Real Return products offered by Schroders

1 mth 3 mths 6 mths 1 yr 3 yrs p.a. mFund Code

0.26 1.15 1.80 3.41 N/A SCH12
0.37 1.48 2.47 4.71 4.72 SCH11

*Both funds on offer are unlisted. An application into these funds 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 Real Return CPI Plus 3.5 % Fund (Wholesale Class) is 0.60% and for the Schroder Real Return CPI Plus 5% Fund (Wholesale Class) is 0.90%.

Unless otherwise stated figures are as at the end of September 2018

Schroder Real Return CPI Plus 3.5% Fund Wholesale*

Schroder Real Return CPI Plus 5% Fund Wholesale*

*The RBA CPI Trimmed mean returns are published quarterly by the ABS. 
Historical returns may be subject to revisions.

Portfolio refers to investment in the Schroder Real Return Fund (Managed 
Fund)

Schroder Real Return Fund (Managed Fund) (pre-fee)

Schroder Real Return Fund (Managed Fund) (post-fee)*

Asset allocation

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

* Includes floating rate notes, term deposits, negotiable certificate of deposits, cash 
and other cash equivalents.

Portfolio review
The Schroder Real Return Fund (ASX:GROW) had a solid September, returning 0.4% (pre-fee) and taking 
the 1 year return to 5.9% (pre-fee), around 4% above the CPI for the period. Volatility and drawdown risk 
objectives remain consistent with our objectives.

Outlook and strategy
The US Economy continued to improve over the quarter, with strong jobs and wages growth, together 
with very optimistic survey results from both consumers and small businesses. The Federal Reserve 
hiked the Fed Funds rate by 0.25% in September, with the market pricing in roughly three additional rate 
hikes over the next twelve months. On the back of this, the US equity market was the standout 
performer rallying by almost 8% during the quarter, with the S&P 500 continuing to make new all -time 
highs. Amongst other developed markets, Japanese Equities also performed strongly as a result of 
improved corporate earnings and a weaker Yen. The Australian Equity market returned -1.3% over the 
month, being weighed down by concerns in the healthcare sector, but remained up by 1.5% over the 
quarter. Stock selection within the core active Australian equity exposure added value during the 
quarter.  

Government bond yields in major markets were higher over both the month and the quarter, most 
noticeably in the US, where 10 year yields increased by 0.20% in September to end the month at 3.06%. 
Australian bonds followed the global trend ending the month 0.15% higher at 2.67%. Our overlay to 
minimise the interest sensitivity of the portfolio, minimised the impact of rising interest rates on the 
strategy. Credit spreads, particularly in high yield and emerging markets, tightened over the month. This 
saw the strategy’s credit exposure provide a positive contribution.

On many occasions we have commented on how markets look stretched, based on valuations, pointing 
to a low return outlook over the next 3 years. The other side of this coin is that markets are also more 
vulnerable to shocks, the more stretched valuations are the greater the likely downside shift if markets 
are confronted with negative news. It is therefore prudent to scan the horizon for likely shocks that may 
destabilise markets. The most damaging of shocks is a US recession. A typical shock will see greed turn 
to fear and often leads to a 20% plus fall in equity markets, like the European shock in 2011. However, 
while terrible at the time, markets generally recover in a year or so. However, a recession while seeing a 
move from greed to fear, also sees a sharp deterioration in corporate fundamentals, often leading to a 
50% fall and the recovery can take 5, 6 or 7 years. 

Unsurprisingly, we spend a great deal of time determining the risk of recession. Our modelling has 
found there are generally three phases leading into a recession. First, the economy begins to see signs 
of overheating, goods and labour markets are tight and inflation pressures start to build. This generally 
occurs one to two years before a recession. Then, the central bank responds by raising interest rates and 
draining liquidity out of the system. Policy becomes tight, and with a lag of six to twelve months this 
leads to a recession. The last leg to fall is when we start to see it in activity, with investment and 
employment falling and consumers beginning to rein in on their spending. At the moment will only see 
signs of the first phase, which puts the probability of the US recession high out past a year. Equity 
markets generally lead the cycle by six months, suggesting recession risk is not a near term problem for 
markets. 

More near term risks are ones we have been discussing for a while now: rising US inflation and President 
Trump’s tariff war with China. We first commented on the risk of rising inflation in the US late last year. 
Our analysis was based on the non-linear relationship between the unemployment rate and inflation i.e. 
the unemployment rate has little impact on inflation until it falls below a tipping point. The prime 
example of this phenomenon was the 1960s where the falling of the unemployment rate from 7% to 4% 
had little effect on inflation, but once it fell below 4%, inflation began to rise sharply. Once again the 
unemployment rate is below 4% and inflation has begun to rise. As a further rise in inflation is not 
expected by markets, a continuation of rising inflation would be a significant shock and would lead to a 
sharp rise in volatility. 

Fund objective
To deliver an investment return of 5.0% p.a. before fees above 
Australian inflation over rolling 3 year periods. Inflation is defined 
as the RBA's Trimmed Mean, as published by the Australian 
Bureau of Statistics.
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  Fund details
  ASX Code
  Fund size (AUD)
  ASX Quoted Price
  Fund inception date 
  Management costs
  Distribution frequency

Unless otherwise stated figures are as at the end of September 2018

#N/A

This report is intended solely for the information of the person to whom it was provided by Schroder Investment Management Australia Limited (ABN 22 000 443 274, AFSL 226473) (Schroders). Units in the Schroder Real 
Return Fund (ASX:GROW) (“Fund”) are issued by Schroder Investment Management Australia Limited. Past performance is not necessarily indicative of future results and Schroders does not guarantee the future 
performance of the Fund, the amount or timing of any return from it, or that it will achieve its investment objective. This material has been provided for general information purposes and must not be construed as 
investment advice. This material has been prepared without taking into account the investment objectives, financial situation or particular needs of any particular person. Investors should consider obtaining professional 
investment advice tailored to their specific circumstances and should read the relevant Product Disclosure Statement (PDS) prior to making any investment decisions. The PDS is available at  www.schroders.com.au or can 
be obtained by calling 1300 136 471.  Investment guidelines represented are internal only and are subject to change without notice.   Schroders may record and monitor telephone calls for security, training and compliance 
purposes. 

 Normally twice yearly - June and 
December 

$56,680,186

August-2016
$3.6742

GROW

0.90%

Outlook and strategy continued
We have argued that the path of least resistance is for a continued escalation in the US’s trade 
war with China.  Mid-term elections are won by the party that can energise their base (voting is 
non-compulsory) and President Trump is using the trade dispute with China to rally his 
supporters. So far markets have not reacted much to the trade dispute, either assuming it will be 
resolved soon or will have only a minor impact on the strong US economy. While most analysis 
points to a modest impact from rising tariffs, it generally assumes it will be spread out. However, 
we think it will be concentrated in a short period of time, as supply lines get disrupted, and this 
will have a negative impact on business confidence. Also, with the political momentum for 
further escalation, we think it might take a reaction from markets to short circuit this. So far we 
have been right on the politics, but not on the markets. However, with significant tariffs only just 
been implemented, we think the impact is still to be realised. 

Diversified portfolios are most vulnerable in the lead in to recession, which our indicators 
suggest is unlikely in the near future. However, valuations are stretched, suggesting markets are 
primed for a very positive environment, and that the margin for safety is low. We see a couple of 
near term potential shocks, and therefore believe our defensiveness will pay off and 
opportunities will present themselves – and as we have shown in the past we will be quick to 
avail ourselves of them when they do.

Investment style
Our approach to inflation plus (or real return) investing is to choose the portfolio that has the 
highest probability of achieving the required return objective over the investment horizon with 
the least expected variability around this objective. The Fund employs an objective based asset 
allocation framework in which both asset market risk premium, and consequently, the asset 
allocation of the portfolio are constantly reviewed. The portfolio will reflect those assets that in 
combination are most closely aligned to the delivery of the objective. 

Contact www.schroders.com.au
E-mail: info.schroders@linkmarketservices.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

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


