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

0.63 3.94 5.00 - - 5.06

0.55 3.71 4.06 - - 4.12

Portfolio inception 09/08/2016, 2 years and 7 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%
6 months 1.84%
1 year 1.70%
3 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

0.35 2.80 1.27 3.09 3.98 SCH12
0.25 3.64 0.77 3.26 4.86 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 March 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 0.6% (post fees) in March, capping off a strong quarter, with 
the strategy returning 3.7% (post fees). This saw the one-year return to March at 4.0% (post fees). The positive March 
outcome largely reflected the strategy’s duration exposure, with markets moving to price in both the US Federal 
Reserve and Reserve Bank of Australia easing policy, resulting in sharp falls in bond yields. There was a very modest 
lift from the equity positioning, and the small gains from our higher yielding credit exposure was offset by losses in 
absolute return strategies. While there have been changes at the margin, portfolio positioning remains cautious and 
strategy volatility remains low.

Market review
Equity markets continued to rise in March, with many indices posting their strongest quarterly return since 2009. In 
the US, the yield curve between 3-month T-bills and 10-year Treasuries inverted for the first time since 2007, a 
potential flag for recession – although it should be noted that the lead time from curve inversion to recession has 
varied significantly over different cycles, ranging from less than 12 months to over three years. Nevertheless, the 
Fed stated that it is no longer expecting any further rate hikes in 2019, while money markets are pricing in almost 
two rates cuts over the next year. Money markets in Australia are pricing a similar degree of easing in light of weak 
growth figures and the property market continuing to decline, particularly in Sydney and Melbourne. Meanwhile, the 
ECB also announced its expectation that rates in Europe will remain on hold through 2019, along with a further 
round of TLTRO loans aimed at providing cheap financing for European banks. In the UK, Brexit voting continued to 
dominate headlines with Theresa May’s Brexit proposal defeated for a third time in Parliament, despite May offering 
up her resignation to lend support to the deal. A number of other Brexit proposals were also voted down. 

Global equities returned 1.6% in local currency, while the Australian market posted a more modest rise of 0.7% over 
the month. China A shares continued to be the global standout, with the market rallying 5.5% in March and almost 
30% over the first quarter. Within Australia, yield sensitive sectors like REITs were the standout performers, while 
Banks and Energy stocks lagged the broader market. Global government bonds also rallied, with 10 -year yields in 
the US falling by 0.31% to end March at 2.41%. In Australia, 10-year yields followed a similar pattern, dropping by 
0.33% to end the month at 1.78%. 10-year yields also contracted in other markets, falling by 0.25% in Germany and 
0.06% in Japan. There was little movement in credit spreads, with investment grade moving slightly tighter over the 
month, while high yield spreads widened by about 10 bps.  

Largest contributors
From a total return perspective, the key driver in March was the large falls in bond yields. This was captured via the 
strategy’s exposure to Australian and global government and corporate bond markets. Australian equity positions 
added to performance, primarily through the strategy’s exposure to Australian large cap equities. Positive 
contributions were also achieved through the strategy’s holdings of Australian higher yielding corporate bonds and 
global high yield bonds. 

Largest detractors
The largest detractor in the month mirrored the largest contributor, in that the strategy’s duration overlays (bond 
futures), which are used to reduce to overall portfolios total duration, saw a negative contribution. Although, this 
only partially offset the contribution for the bond holdings. The strategy’s absolute return positions also detracted 
from performance, primarily through the short Australian REIT versus long Australian equities, with the REIT sector 
performing strongly, responding to the falling bond market. 

Portfolio Activity and key themes
When I look at markets during the March month and quarter I can’t help but think about a play on a Charles Dickens’ 
book title: it was “A tale of two markets”. Having watched the performance of both the global bond and equity 
markets it is hard not to be confused, as both point to very different economic outlooks, with bond markets pricing 
in a relatively dire outlook, while the equity market is much more optimistic.

A dovish turn by the US Federal Reserve, pausing their policy tightening, led to a sharp fall in bond yields. Not only 
did markets move to price in the pause they went one step further and moved to price in two 0.25% cuts in the 
official cash rate. The market also saw an inversion of the US 3-month bill rate/10-year bond yield curve, which has 
historically been a very accurate leading indicator of recession. A recession model created by the Federal Bank of 
New York, which uses this relationship, places the risk of the recession this time next year at 27%.

On the other hand, the equity market has gone from strength to strength, rising by 13% in price terms over the 
quarter to be up 8% over the past year. As equity markets generally leads earnings by around nine months this 
suggests a strong rise in earnings over 2019, one that is generally in line with the positive outlook based on 
consensus analysts’ expectations, and in line with healthy GDP growth.

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 March 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. 
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$53,526,007

August-2016
$3.6467

GROW

0.90%

Portfolio activity and key themes continued
While we do not expect recession this year, our allegiances lie more to the bond market’s view. We have argued that the trade dispute between the US and China would have a more negative 
economic impact than generally expected, and believe the weakness in the US economy, and particularly the manufacturing sector, supports that view. While we expect a positive outcome from 
the current talks between the US and China, there will remain lingering uncertainty around whether the deal will stick in the medium term and that President Trump’s more aggressive approach 
to foreign affairs will see geopolitical risks remain elevated. 

Also, global growth has been weighed down by China’s crackdown on its shadow banking sector, which has slowed its economy and had a negative flow-through impact on Europe, seeing 
European exports weaken. Although policy has recently been eased in China, the easing remains measured, and we would only expect it to stabilise growth, not be a source of significant 
stimulus to global economy.

We firmly believe that equity markets have become too optimistic and therefore expect more volatility in the short run. We have thus maintained our relatively defensive positioning. However, 
we are acutely aware of the risk of a continued improvement in business confidence and equity market performance, and worry that a trade deal will lift the corporate confidence more than we 
expect. To help manage this risk we added to our S&P call options in March, taking the total notional exposure to 5%. We are thus positioned to minimise the damage to the portfolio from 
another bout of equity market weakness, while still having enough risk to participate in a continued equity market rally. 

Market Outlook
Equity
After a difficult end to 2018, equity markets have bounced strongly so far this year. The standout performers during the month was the Chinese equity market followed by European equities. 
The Chinese market was supported by the positive momentum in the trade talks and policy easing, while European markets were up despite weakness in business surveys. Most other markets 
had flat to small positive returns with the Australian market in the middle of the pack. 

During March we added to our US equity market call options, taking the total notional exposure of call options to 5%, in addition to the 2.5% of equities we added at the end of December.  We 
are using call options given the uncertainty in the outlook, which will allow us to participate in any market upside, by minimising any losses if equity market pare their gains. Overall, we still 
remain relatively defensive with our base case another bout of volatility. 

We still struggle with US equity valuations and our return forecasts are suggesting a loss 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 before buying.

Fixed Income
Sovereign yields rallied strongly in March. In Australia, the increased prospect of RBA easing monetary policy after a weaker than expected GDP print and further declines in house prices, saw a 
significant rally in the local bond market. Global bonds also performed strongly with both the Fed and ECB setting a more dovish tone. 

There was not a great deal of movement in credit spreads during the month, with a small tightening in investment grade spreads, and a small widening in high yield.  

Currency
During March, the safe haven currencies such as the Yen, Swiss Franc and US Dollar were the strongest performers, along with the Australian Dollar which performed strongly on the back of 
higher commodity prices. The GBP fell as the British Parliament was still unable to vote on any sort of Brexit agreement, and the prospect of a hard Brexit becomes more likely. We have a small 
physical position in GBP on longer-term valuation grounds.

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


