
Monthly Report - April 2020

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

2.57 -3.30 1.32 3.57 4.30

2.49 -3.51 0.41 2.65 3.37

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 31 March 2020
3 months 0.47%
6 months 0.93%
1 year 1.79%
3 years. p.a. 1.70%

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

1.89 -3.17 -1.70 0.29 2.17 SCH12
2.00 -4.04 -2.28 -0.17 2.33 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 April 2020

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 Fund (Managed Fund) (ASX: GROW) returned 2.5% (post -fees) in April, taking 
the rolling one-year return to 0.4% (post-fees). While the 1-year return is below our target of real 5%, this 
compares to a fall of 9.1% in the ASX 200 over the same period. The fund was well positioned and 
managed to absorb most of the volatility experienced so far in 2020. Volatility and downside risk remain 
low and consistent with the fund’s objectives.

Largest contributors
The strong rally in equity markets through April was the largest contributor, contributing about 2.7% to 
overall portfolio returns. The tightening of credit spreads also helped returns by about 0.4%, while the 
portfolio’s duration exposure outside of Australia added moderately to returns. After underperforming 
in March, the portfolio’s US breakeven RV trade was another positive contributor.

Largest detractors
With the AUD performing strongly through April, the portfolio’s FX exposure, which was a strong 
contributor through the first quarter, was the primary detractor to returns in the month – detracting by 
about -1.1% to overall returns. At the asset class level there were no major detractors.

Market Outlook
What a difference a month makes. Uncertainty reigned supreme in March as economies around the 
world were heading into lockdown, unemployment was starting to skyrocket and the full force of the 
virus was still unknown. March 2020 saw the fastest bear market on record, with the US S&P 500 falling 
more than 20% in 15 trading sessions (ultimately falling 34% over 22 days). Only 10 days later, April 2020 
entered the history books as the fastest bull market since the 1920s and ultimately rallied 29% off the 
March lows in 18 days. Economies are reopening, the full force of monetary and fiscal policy are on 
display and we may have ways to treat the virus going forward.

The narrative has now shifted from how bad things will get to how soon we can recover. The economic 
data for March is horrendous. Just focusing on the US – industrial production is down 5.4% (worst 
reading since WWII), retail sales fell 8.7% (GFC only saw -2%), unemployment is expected to hit 20% (GFC 
10%, Great Depression 25%) and GDP is already down 4.8%. However, this has been countered by 
extraordinary monetary and fiscal support. The Federal Reserve’s balance sheet has jumped by US$2.5tn 
in two months (QE1 during the GFC was US$1tn) and the government has approved a fiscal package 
worth 11% of GDP (a similar size to the combined New Deal). As at the time of writing, policy makers 
around the world have provided a total of US$7tr of QE, US$6tr of fiscal policy, and US$4tr in loan loss 
guarantees. This brings hope that we can stimulate our way through the downturn until lockdowns are 
lifted and the world gets back to work.

The price action of the S&P 500 would indicate that the market is pricing in a V -shaped recovery. 
Economic activity is expected to bounce in the second half of the year and the market is looking through 
any potential hit to corporate profits. This is still seen as a 1-2 quarter event. However, V-shaped 
recoveries are extremely rare. Based on the last 6 recessions, it takes on average 5 years for real GDP to 
return to its prior peak (4 years ex-GFC). Similarly, looking at the past 7 bear markets, it takes typically 4 
years to make new equity market highs. Despite huge stimulus, the GFC took even longer. If we have 
already seen the equity market low of this recession (22 days in), it would be an historical outlier. On the 
other hand, strong bear market rallies (where the bounce retraces around 50% of the prior fall), is a fairly 
common occurrence.

In our view the recent market rally across most risk assets has been the result of a removal of liquidity 
risk from the system. Equities were collapsing, credit spreads were widening, and you couldn’t even 
trade government bonds with ease. Thanks to the swift and dramatic response from central banks 
globally, this liquidity crisis was averted. It is, however, too early to say whether we have managed to 
avert a solvency crisis. Corporate debt remains extremely high, but debt serviceability has not been an 
issue over the past few years. However, the longer economies remain shut, the longer revenues of 
corporates stay depressed and the more questionable that debt serviceability becomes.

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.
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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 April 2020

#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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$39,151,423

August-2016
$3.5831

GROW

0.98%

Market Outlook continued
While the rest of the world appears to be getting past the worst of their health crisis, the US appears to be lagging. Trump is now favouring re-opening the economy versus 
flattening the curve. While overall figures in the US appear to be stabilising, this is predominantly due to the tapering of the case count in New York, whose figures dominate 
the country’s total. Excluding New York, the US case count is still growing exponentially. As Trump looks to ‘liberate’ states from lockdown, there is a growing risk of a second 
wave of infections. For reference, the Spanish Flu took over a year to pass and experienced three waves in the US. Similar to the Anti-Mask League protests of 1918, 
dissatisfaction with government policies seems to have successfully pushed health advice aside in favour of pleasing voters. Ultimately strict policy was reimplemented in 
1918, but only after the devastation of the second wave was upon them. Any second wave now would prolong the economic damage and ultimately increase the risk of 
corporate defaults.

That said, things look more promising outside of the US. Australia, Europe and North Asia have all managed to flatten their curve and look to start reopening their economies 
with potentially less risk of a second wave. These markets also refrained from the significant rally seen in the S&P 500. For example, Europe and Australia remain more than 
10% below the US since end of February. Even within the US, value stocks have underperformed the broader index by 5%. The rally has mostly revolved around US tech 
stocks.

Equity
While we remain cautious at current more elevated levels in equities, our valuation framework saw significant improvements in expected returns at the end of March. This 
resulted in us moving from 21% equities in February to just over 27% equities today, with a bias towards Australian equities given our concerns over the stretched optimism 
in the US. As we expect further weakness, we will be looking to increase our risk allocations if this were to occur. While it is a fool’s errand to pick a bottom, we have 
constructed a roadmap to add to risk on weakness. For now, we remain highly liquid and ready to deploy as opportunities arise.  We also used the elevated volatility still on 
offer at the start of April to sell more out of the money put options to collect a premium.

Regionally, we maintain our preference towards Australia on the back of more favourable valuations and higher expected returns, and it is primarily in the Australian market, 
where we have increased our equity exposure over the last few weeks. While we do see the concentration of the Australian market in banks as posing a degree of risk, the 
overall containment of Coronavirus has been more effective in Australia compared to other developed markets. In comparison, the US is still in the midst of the crisis while its 
equity market is effectively trading back at levels it did through Q3 2019, with an elevated forward P/E of over 22 times.

Fixed Income
Global bond yields remain anchored to low levels, on the back of weak economic data and central bank QE programs, which have continued to help restore liquidity in bond 
markets. With further rate cuts in Australia and the US effectively limited by the zero lower bound, balance sheet expansion is now playing its part. The Fed’s balance sheet 
was sitting at just over US$4 trillion at the start of March, and in the space of seven weeks this has expanded by roughly US$2.5 trillion to over US$6.6 trillion. Similarly in 
Australia, the RBA’s balance sheet has increased from about $180 billion to $260 billion.

In credit markets, investors were buoyed by the Federal Reserve effectively acting as a backstop for US corporate debt. Global spreads tightened through the month both in 
High Yield and Investment Grade, while Australian IG spreads remained steady. While the shorter-term liquidity concerns have somewhat abated, the medium to longer term 
solvency issues linger - which we do not believe are fully priced into markets. 

We have used this as an opportunity to take some profit on our long duration trades. We reduced our duration by 0.25 years to 2.16 years at the fund level.

Currency
The Australian Dollar rebounded strongly during April as the rally in defensive currencies such as the USD and JPY stalled out. 

While we took some profits on our FX positions in March as the AUD fell below US$0.60, we have since added back some FX exposure following the AUD’s rally back towards 
fair value. While we initially favoured the USD, we have since switched some of this exposure to JPY. USD remains our largest currency exposure, and we think shorter term 
support remains strong, particularly in an environment of global uncertainty, but we do think that the upside over the longer term is limited by the lack of valuation support.

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


