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

0.26 2.29 5.36 5.47 - 5.53

0.18 2.06 4.42 4.53 - 4.59

Portfolio inception 09/08/2016, 3 years and 0 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 2019
3 months 0.42%
1 year 1.61%
3 years. p.a. 1.70%
5 years. p.a. 1.80%

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

0.07 1.80 3.20 4.41 3.76 SCH12
-0.19 1.83 3.19 4.11 4.42 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 August 2019

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 overview
The Schroder Real Return Fund (ASX: GROW) returned 0.2% (post fees) in August, seeing the calendar year to date 
return to 6.9% (post fees). Over the 1 year to August 2019 the strategy delivered a 4.4% (post fee) return. Over the 
last three years the strategy has provided an annualised return of 4.5% (post fee). Notwithstanding a pick -up in 
market volatility, the volatility of the strategy remains low over the 3 year period.

Largest contributors
The portfolio’s defensive allocation to bonds and investment grade credit was the primary contributor to returns 
over the month, as global bond yields continued to move lower. The currency exposure to the US Dollar and the 
Japanese Yen was another positive contributor, as defensive currencies outperformed during the month.

Largest detractors
The main detractor was from the portfolio’s Equities exposure as growth assets sold off, with stock selection in 
Australian Equity also acting as an additional drag. The relative valuation position in US break -evens also 
underperformed given the strength of nominal bonds over TIPs.

Market Outlook
The bond market’s warning of an impending US recession grew stronger in August as the yield curve “inverted” 
between the 2 year and 10 year US Treasury bonds. This is the first time the 2 year Treasury yield has risen above 
the 10 year yield since 2007, and follows on from the 3 month Treasury bills yield rising above the 10 year yield in 
May. With the yield curve inverting prior to every US recession since 1955, it is generally seen as one of the most 
reliable leading indicators of recessions.

The equity market on the other hand, is expecting a healthy US economy – the consensus of equity analysts is for 
earnings growth of 8% over the next 12 months, while backing out the implied earnings growth from the equity 
market has earnings growth at circa 7%. For this to be achieved it would require the US economy to grow robustly 
over the next year. If the bond market is right then this could be the equity markets ‘Wile E Coyote’ moment (from 
the Road Runner cartoon), it has run off the cliff and is briefly defying the laws of gravity before it falls down into the 
canyon below. Given valuations for US equity are stretched, recession induced falls would be particularly large.

So let’s explore why the inverted yield curve has been such an exemplary forecaster of US recessions. Two theories 
dominate: it captures the tightness of monetary policy and / or it captures the animal spirits (or confidence). When 
cash rates are higher than longer term bond yields it suggests monetary policy is tight as the cash rate is above the 
markets view of the long run interest rate. While the animal spirits view is based on the low bond yield reflecting the 
market’s poor view of the outlook.

Luckily for us there is another area of the US economy we can analyse to capture the impact of monetary policy and 
animal spirits: the US housing market. Housing activity is highly sensitive to monetary policy, given the heavy 
reliance on debt; and given the size of the commitment to build a house, it is also a good proxy for the animal spirits. 

Currently the housing market has a different view to the yield curve, with a survey of homebuilders suggesting 
improving conditions this year, and the rises in their stock prices also reflecting the better operating environment.

The last time we saw this divergence between the yield curve and the housing market was the later part of the 90s, 
when the yield curve inverted in 1998 while the conditions of homebuilders continued to improve. 

This is not the only parallel, there are several others: First, both involved a shock to trade and manufacturing. The 
90s driven by the Asian crisis and now through the trade war. Second, the divergence between bonds and equities. 
Bond yields fell throughout 1998, and equities rose over the first half of the year before hitting a roadblock, as the 
Russia crisis and the collapse of hedge fund LTCM dominated the second half of the year. Third, the global economy 
outside of manufacturing had a much better relative performance, seeing a two tiered global economy, with the US 
consumer booming in 1998. This is also the case today, with business surveys showing that while 70% of surveyed 
countries have an underperforming manufacturing sector, none have a problem with their service sectors, and the 
US consumer is supporting the global economy.

Just as the recession was averted in the late 1990s, we expect this to be the case in the near term.  However, we 
expect the two tiered economy to hit company profits. Given this view is not priced in by equity markets, we believe 
it is vulnerable, and believe a defensive position is still warranted. However, any weakness would be a buying 
opportunity. 

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 August 2019

#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 

$52,248,792

August-2016
$3.6960

GROW

0.90%

Market Outlook continued
In August we added to this defensive position: the strategy purchased 30 year US Treasury bonds, adding 0.5 years of durationand taking the duration of the strategy to 2.0 years. We also 
purchased put options on the S&P500, equivalent to a 2.5% position, which would profit if the market fell.

There are two risks around our view. First the US economy heads into recession next year, which would mean we are not defensive enough. This could be because we are underestimating the 
impact of the current round of tariffs on the US consumer, which focus more on consumer goods. We are closely watching for signs that the US consumers’ mood is deteriorating and will adjust 
positioning if we spot a change. The other risk is that the equity market is not impacted by the two tier economy, and the bear market in the second half of 1998 was related to the crises and not 
the economic situation. Without a crisis the equity market could focus on the broader economy and look through the manufacturing weakness. Given our modelling suggests soft earnings, it is 
hard to see a melt up in the equity market, so we believe the opportunity cost of being defensive is low if this scenario comes to fruition.

Equity
Equity markets retreated during August, as escalating tensions from the Trade War weighed on both economic data and sentiment. Through the month both China and the US announced a 
series of additional tariffs, while the US treasury flagged China as a currency manipulator as the RMB depreciated against the USD. Global equities returned -1.9% in local currency terms., while 
the Australian market was slightly weaker posting a return of -2.4%% over the month.

We expect global manufacturing, impacted by the trade dispute hurting activity and confidence, to result in a slow-down in corporate profits. Given this is not priced into the equity market, we 
believe it is vulnerable to the downside.   As mentioned above we have bought a put option on the S&P500, equivalent to a portfolio value of 2.5% which would profit if markets fell.

Fixed Income
The inversion of the US 2s10s yield curve flagged the increasing risk of recession being priced in to the bond market, and the fall in bond yields globally has resulted in over $17 trillion of debt 
producing a negative yield.

Global government bond yields fell sharply, led by the US where 10-year yields dropped by 0.52% to end August at 1.50%. 10-year yields fell by 0.26% in Germany and by 0.12% in Japan. Credit 
spreads widened modestly over the month across both investment grade and high yield, as well as emerging market debt. 
We added 0.5 years of duration at the start of the month bringing our total duration exposure to 2.0 years.  

Currency
The trade weighted US Dollar weakened marginally, with most currencies depreciating against the dollar, except for the JPY which rallied strongly almost 2.4% over the month on safe-haven 
demand. The CNY fell over 3.8% versus the USD over the month as authorities let it slide past the psychological 7 barrier. The AUD was not spared, falling over 1.6% to below US$0.68 over the 
month. 

Despite a wild ride, the GBP ended almost flat over the month. Given continuing Brexit uncertainty, the pound will continue to be volatile, however we continue to have a medium-term positive 
view on the currency due to attractive valuations. We also continue to prefer the USD and JPY given our views of slowing growth and the need for quality hedges within the portfolio.

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


