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Total return % 1 mth 3 mths 1 yr 3 yrs p.a. 5 yrs p.a. Inception p.a.
-0.27 0.75 8.83 5.05 5.33
-0.34 0.53 7.86 4.12 4.39

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

RBA CPI Trimmed  Mean* as at 30 September 2019
3 months 0.38%
6 months 0.82%
1 year 1.55%
3 years. p.a. 1.68%

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 0.66 1.59 6.66 3.43 SCH12
-0.29 0.70 1.72 7.98 4.02 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 December 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

Portfolio overview
The Schroder Real Return strategy (ASX code: GROW) returned -0.3% (post-fees) in December, taking the return for 
the quarter to 0.5% (post-fees) and the year to 7.9% (post-fees). Over the last three years the strategy has provided 
an annualised return of 4.1% (post-fees) with a volatility below 2.4% p.a.

Largest contributors
December was a strong month and quarter for equities, contributing positively across both periods. During the 
month, the strong performance from global equities was enough to offset the loss from Australian equities to 
contribute positively overall on a currency hedged basis. Spread compression saw most credit assets add to 
performance, particularly global and Australian high yield, along with Asian corporates and global investment 
grade.

Largest detractors
The main detractor from performance came from our currency positions. The AUD rallied over 4% during the 
quarter, mostly from strong performance at the end of December thanks to the US-China ‘Phase One’ deal and 
global risk appetite returning. This saw long positions in haven currencies such as the USD and JPY detract. Our 
GBP position detracted from performance for the month as the AUD rallied more strongly than the GBP but 
remained a strong positive contributor over the quarter. Safe-haven assets such as Australian and Global sovereign 
bonds detracted also, along with Australian investment grade corporates, both over the month and quarter.

Market Outlook
The key theme for 2019 was the return of central banks (most notably the US Federal Reserve), which, in the 
absence of recession, pushed the litany of geo-political concerns (tariffs, China/HK, Brexit, US presidential 
impeachment) to the background. It was, as a result, a much better year for investors across the board than it had 
any real right to be.

There are some important lessons from the 2019 experience.

Firstly, that asset prices are systemically important and policy makers (especially central bankers) are not yet ready 
to withdraw or materially temper their support. Central banks won’t give in easily. 

Secondly, that in the absence of recession, liquidity “trumps” growth, and while ever the liquidity taps remain on, 
markets will be supported.

Thirdly, geo-politics only really matters when it impacts real economic outcomes, and not always in the way people 
naively expect. The accelerating trade war between the US and China did (and continues to) hurt industrial 
production and trade, but, the fact that it relieved some pressure on a potentially overheating US economy and 
brought the Fed back to the table for another round of easing, ultimately meant it had a net positive impact on 
markets. Markets do clearly climb the “wall of worry”. 

All this said, 2020 is unlikely to be a repeat of 2019.  

Valuations across almost all asset classes and markets range from “fair” (say in the case of Australian equities) to 
“demanding” in the case of US equities. Sovereign bond yields have fallen markedly in key markets and across the 
yield curve, and credit spreads have also narrowed. 

Our return forecasts, which are generally quite low across the board, reflect this. This compression in risk premia 
has been a direct reflection of central bank intervention to ensure interest rates and liquidity conditions remain 
supportive of economic growth and stability in markets. 

While we do not expect a recession as a base case in 2020, we do expect volatility to pick up and as a result, asset 
allocation will continue to reassert itself as an important driver of active returns. Geo-politics will feature heavily 
and against optimistic asset pricing which may test investor resolve. Capital preservation will need to be balanced 
against opportunistic buying opportunities.

Within equities, we prefer Australia, Japan and selected emerging markets. Australian equities are trading on 
reasonable valuation metrics and with high dividend yields still on offer will likely benefit from investors seeking 
income against a backdrop of record low official interest rates and deposit / investment rates. Japan has been an 
underperformer and is still trading at reasonable valuations. EM equities, while still inherently riskier than their 
developed market counterparts, offer reasonable valuations and potential outperformance should the US dollar 
weaken.

Fund objective
To achieve a return of CPI plus 5% p.a. before fees over rolling 3 
year periods while minimising the incidence and size of negative 
returns in doing so. CPI is defined as the RBA’s Trimmed Mean, as 
published by the Australian Bureau of Statistics.

Australian Equity, 
11.5%

Global Equity, 
13.4%

Absolute 
Return, 

1.2%

High Yielding 
Credit, 9.9%

Emerging Market 
Bond, 2.0%

Asian Credit, 
1.9%

Australian Fixed 
Income, 21.5%

Global Fixed 
Income, 8.1%

Cash 
Balance, 

8.3%

Short 
Term 

Securities, 
5.6%

Cash Backing of 
Derivatives, 

16.5%



Quarterly Report - December 2019

  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 December 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 

$52,088,543

August-2016
$3.6647

GROW

0.98%

Market Outlook continued
Notwithstanding low yields, we continue to believe sovereign bonds (and duration) will be effective hedges against recession and would encourage investors to continue to hold sovereign 
bonds for this purpose even though yields are very low and the rewards in a steady state environment are likely to be modest. Investors should also consider their overall asset allocation in 
this low interest rate environment.

We think investors should be grateful, but not fooled by the strong outcomes across the board in 2019. Historically some of t he best years for investors are very late in the investment cycle 
(eg. 1999). We would challenge investors to remember the much more challenging environment of 2018. The bull market didn’t en d in 2018, but investors did start to price in uncertainty and 
demand a risk premium for taking risk in their portfolios. This may provide a better roadmap for the year ahead.

Equity
December saw global equities rally over 3.5% for the month and almost 9% for the quarter. This helped push 2019 to a very sol id return of over 27%. Abundant central bank liquidity, the Phase 
One US-China trade deal and the decisive UK election win helped boost sentiment. Australian equities had the weakest returns ove r the month and quarter, at -2.2% and 0.68% respectively, as 
overseas investors took profits into year end. US equities posted strong results with over 3% for the month and almost 9% for the quarter in USD terms. Emerging markets outperformed over 
both periods delivering 7.5% and 11.8% respectively in USD terms. 

We remain dynamic within our equity allocation, adding 5% back to our exposure in early November, bringing the overall weight to 25%. While we remain cautious as valuations remain 
problematic, two major geopolitical risks have improved on the margin and markets are awash with central bank liquidity, prov iding an opportunity to add back to risk.

Within equities our preferred markets are Australia and Japan based on our expected returns and relative valuation support. G iven the improvement in trade and potential weakening USD, we 
have also added an allocation to emerging markets. We continue to prefer value over growth.

Fixed Income
The improving economic outlook has seen manufacturing PMIs bottom and the global index move above 50. With this, sovereign bo nds have sold off as yields have started to steepen. US 10-
year yields widened 14bps over the month and 25bps over the quarter, losing 0.68% and 1.45% in value. Australian yields rose 35bps over the month and quarter, causing the current 10-year 
bond to lose over 3% over both periods. 

In December we reduced our duration by 0.4 years, bringing our overall portfolio duration to around 1.75yrs. While we remain attracted to duration for its return potential if and when 
downside risks to growth unfold, we believe yields could back up further from here as manufacturing and global trade improve over the short-term. 

Within credit, US investment grade spreads tightened 10bps over the month of December and 20bps over the quarter, delivering price gains of over 1% for the quarter. Australian IG spreads 
remained flat over the period delivering losses overall. Emerging market assets were the best performers for the month and qu arter, across corporate, hard currency sovereign and local 
currency bonds, but while emerging market sovereign bonds returned over 3% in USD over the quarter, this gain was offset by t he strength in the AUD. 

Over the quarter we added to credit. In November, stretched valuations led us to reduce exposure to Australian higher yieldin g credit in favour of RMBS. We also increased our global high 
yield exposure and added Asian corporate credit. While credit remains expensive overall, spread compression can continue give n ample liquidity, however we continue to search for relative 
value within the asset class  

Currency
The ‘risk on’ mood and US-China Phase One trade deal saw the AUD bounce around 4% for the month and quarter, relative to the USD. The trade weighted USD (DXY) fell over 3% over the 
quarter, predominately from gains in EUR and especially GBP. GBP rallied almost 8% against the USD this quarter and almost 4% against the AUD. We added an extra 1.5% to GBP in October 
but reduced this by 1% in December after strong performance following the UK election results. We continue to believe that th e GBP remains attractively valued, but there still remains a great 
deal of uncertainty about Brexit and hard Brexit remains a potential scenario, so took some profit in the interim.

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


