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

1.87 3.22 3.85 - - 4.98

1.80 2.99 2.92 - - 4.04

Portfolio inception 09/08/2016, 2 years and 6 months Past performance is not a reliable indicator of future performance. Returns over 12 months are annualised

RBA CPI Trimmed  Mean* as at  31 December 2018
3 months 0.43%
1 year 1.84%
3 years. p.a. 1.70%
5 years. p.a. 1.90%

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
1.29 2.38 1.18 2.43 4.20 SCH12
1.97 3.19 0.89 2.35 5.19 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%.

   Schroder Real Return CPI Plus 3.5% Fund Wholesale*
   Schroder Real Return CPI Plus 5% Fund Wholesale*

Unless otherwise stated figures are as at the end of February 2019

*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 1.9% (pre fees) in February, which continued the solid rebound 
against a volatile end to 2018. This left the one-year return to February at 3.9% (pre fees). The positive February 
outcome largely reflected the continuing rebound in equity markets following a turbulent 2018 that dragged most 
equity markets into the red. Additionally, the portfolio’s relative value trades, FX positioning, duration and exposure 
to higher yielding credit all helped to boost the portfolio’s overall return during February. While there have been 
changes at the margin, portfolio positioning remains cautious and strategy volatility remains low. 

Market review
Markets continued their rebound in February in spite of mixed economic data and slower corporate earnings 
growth. One positive through the month was the progress in trade talks between the US and China, as a previous 
March 1 deadline to increase tariffs on Chinese goods was postponed by President Trump. The US Federal Reserve 
(Fed) raised the prospect of targeting an average level of inflation over a cycle, which would allow for shorter -term 
overshoots above its 2% target. In the UK, Theresa May’s Brexit proposal was defeated in parliament as a number of 
conservative MPs abstained from the vote, with another round of voting set to take place during March. 
Nevertheless, the increased prospect of a delay to Brexit should no deal be reached saw the pound rally during the 
month. Domestically, increased uncertainty about global growth and weakening property prices has prompted the 
RBA to shift to a neutral stance on monetary policy, while money markets are pricing in one rate cut over the next 12 
months.

Global equities rose in February, returning over 3% in local currency terms, while emerging markets posted a 
modest rise of 0.2% over the month. The Australian market outperformed in February, seeing a strong 6% increase. 
The standout market globally was China, while the A share market fell almost 24% through 2018 it has since rallied 
over 20% in the new year. There was divergence in global government bond yields, with 10 -year yields in the US 
jumping by 0.09% to end the month at 2.72%. In Australia, 10-year yields moved in the opposite direction, falling by 
0.14% to end February at 2.10%. Elsewhere, German yields rose by 0.03%, while Japanese yields fell by -0.03%. Credit 
market spreads continued to tighten, with the most noticeable movement in high yield which compressed by 
approximately 50bps over the month.  

Largest contributors
From a total return perspective, the key driver in February was the continued strength in equity markets. This was 
captured via the strategy’s exposure to Australian and global equities. Currency also added strongly to performance, 
with weakness in the Australian dollar benefiting the portfolio through its holdings of foreign currency. Credit 
spreads contracted, particularly in higher yielding areas of the market and were captured via positioning in both 
Australian higher yielding bonds and global high yield debt. The US breakeven inflation trade contributed positively 
in February. Fixed income also contributed due to falls in Australian yields. 

Largest detractors
There were very few detractors in February, with rises in all of the asset classes held by the portfolio. Where 
detractions occurred, they were due to derivatives positions used to pull the overall equity and duration exposure 
back modestly to see the portfolio consistent with our desire to hold a relatively defensive position. 

Portfolio Activity and key themes
While we have been adding to risk we have continued to be positioned on the cautious side, noting recently that 
there was a high risk that volatility would return. However, last month was one-way traffic with strong returns to risk 
assets and a continued fall in volatility. This market behaviour definitely raises questions about our outlook and 
therefore I would like to cover where we are in our thinking and how we are managing the portfolio in the current 
uncertain environment.

Halfway through last year we began to become concerned around the direction of the trade dispute between the US 
and China. We made three points: first, the market was underestimating the political momentum for an escalation, 
given President Trump’s need to motivate his base to vote in the mid -term elections. Second, the economic impact 
would be greater than expected; while we didn’t disagree with the medium-term impacts being modest, we thought 
the short-term impact would be more acute, due to the impact on corporate confidence from the increase in 
uncertainty and impact of re-jigging supply lines. Lastly, we concluded that the likely outcome was a ‘riot’ by equity 
markets as this is what is generally required to short circuit negative political momentum. In response to this view 
we cut our equity exposure in July, adding duration at the same time. In November we also increased the 
defensiveness of the fund by adding to our Japanese Yen exposure and adding further duration to the fund.

Given our broader view that a US recession was not in the time frame that generally concerns markets, we saw any 
market riot as an opportunity to add equity to the fund, on a tactical basis. However, while markets rioted as we 
expected, we only modestly upped our equity exposure, adding some direct equities late December and buying 
equity call options in early February.  This reflected the view that volatility was likely to continue.

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 February 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 

$53,596,165

August-2016
$3.6268

GROW

0.90%

Portfolio activity and key themes continued
Relatively safe buying opportunities generally occur when there is capitulation. While we have seen capitulation — both on the market side, with the sharp fall in equities prior to Christmas, and 
in policy — there was a change in momentum in the trade dispute, the US Federal Reserve halted their rate rises, and China was stimulating their economy. However, we were not sure that the 
policy capitulation was enough to offset a weaker global growth environment. Manufacturing in the US has stalled related to the trade dispute, and while the US and China are likely to do a 
deal, the US still has issues with Europe with the potential for auto tariffs to be levied, suggesting some uncertainty remains. While the Fed and Chinese authorities have been supportive, the 
support has so far remained modest. Added to this is that equity market bottoms are generally not quick but develop over time, with re-tests of the initial low a common occurrence.

What is the risk we are wrong? If growth and confidence deteriorated due to the trade war and now with a deal likely and the uncertainty removed, they may recover quickly, which will see the 
equity market continue to rally from here. Given this is not a small probability, it is a risk we are trying to manage. First , it must be noted that we do have equities in the fund, so we will 
participate in an equity market rally. Also, the use of equity call options allows us to participate in the upside while limiting the downside risk. Second, the fund has positions reflecting a reflation 
theme, and given our view of higher US core inflation, this would likely be boosted by a recovery in confidence. Lastly, an important hedge against further equity market weakness, short 
Australian dollar/long foreign currency, may not be a drag if equities continue to rise, though given the weakness in the housing market, and subsequent negative wealth effect dragging on the 
economy, this positioning will keep the risk of an easing of policy by the Reserve Bank of Australia alive, thereby limiting the upside for the Australian dollar.

Overall we still believe in more volatility in the short run and thus have maintained our relatively defensive positioning. H owever, we are acutely aware of the risk of a continued improvement in 
business confidence and equity market performance. We are thus positioned to minimise the damage to the portfolio from anothe r bout of equity market weakness, while still having enough 
risk to participate somewhat in a continued equity market rally. 

Market Outlook
Equity
After a difficult end to 2018, equity markets bounced strongly so far this year. The stand out performers during the month were the Chinese and Greek equity markets, both seeing double digit 
returns, head and shoulders above all the other markets. The Chinese market was supported by the positive momentum in the tra de talks and policy easing, while news that Greece had 
submitted a plan to speed up bad loan disposal boosted its market. Most other markets posted returns in the +2% to +5% range with the Australian market performing slightly better. 

While we did add back some equities close to the lows and in February added call options on the US equity market, we still remain relatively defensive with our base case another bout of 
volatility. 

We still struggle with US equity valuations and our return forecasts remain close to 0% over our three-year horizon. We have a more constructive view on Japanese equities where valuations 
remain the most attractive in our framework and Australia where valuations are close to fair value, if not slightly cheap. Emerging markets are starting to look a little more interesting, but we 
would prefer to see more evidence of capitulation (and more attractive valuations) and/or confidence in a peak in the USD bef ore buying.

Fixed Income
Sovereign yields were more mixed in February. In the US, the bond market marked time following the Fed’s move to a more dovis h tone in January. In Australia, continued weakness in 
confidence and further declines in house prices and housing activity saw the consensus begin to toy with the idea that the RB A will be cutting the official cash rate later in the year.  
Credit performed well during the month as tighter credit spreads (consistent with the rebound in risk assets in January) cont inued.  

Currency
During February, USD and GBP were the strongest performers. The GBP continued to rally as the likelihood of a delay to Brexit seems increasing likely; nevertheless it remains well below its 
longer run fair value. We maintain a small position in GBP on valuation grounds but are reluctant to increase this position as a potentially hard Brexit remains a real possibility. The AUD 
weakened in light of the RBA moving to a neutral stance on monetary policy and the yield spread between Australian and US 10 -year bonds moving to their most negative level since the early 
1980s

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


