
Monthly Report - February 2020

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

-0.80 0.33 5.99 5.09 5.26

-0.87 0.10 5.04 4.15 4.32

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 December 2019
3 months 0.43%
6 months 0.84%
1 year 1.57%
3 years. p.a. 1.69%

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

-0.41 0.45 1.43 4.67 3.52 SCH12
-1.02 -0.09 1.42 4.66 3.96 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 February 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
February was a volatile month in markets. The Schroder Real Return Fund (ASX: GROW) absorbed much of this 
volatility and while the net outcome for February was a return of -0.87% (post-fees), this was against a backdrop of 
sharp falls in equity markets, widening credit spreads and heightened volatility. The drawdown was also modest by 
most yardsticks. Importantly, after a strong January, returns for 2020 so far remain positive (+0.45%, post -fees). For 
the 12 months to February the strategy returned +5.0% (post -fees).

Largest contributors
The biggest contributors to returns in February were portfolio duration and FX. Duration had been raised to a 
strategy “high” of around 2.7 years to help protect the strategy in this type of situation and in February this 
contributed over +0.8% to the return. Similarly, our FX positions, which favour defensive currencies like the USD and 
the JPY, also performed strongly, contributing just over +0.4% to the return. I’d also highlight here that the relatively 
defensive asset allocation positioned the strategy well for this volatility.

Largest detractors
With equity markets plunging, particularly in the last week of the month, this was clearly the biggest detractor, 
costing the portfolio around -1.8%. The extent of the decline was mitigated by the strategy’s relatively low equity 
weight which we reduced significantly over the month to around 21% (from just over 25%). The strategy’s exposure 
to credit assets, while moderate and concentrated more at the higher quality end of the credit curve, was also a 
modest detractor from returns..

Market Outlook
In our recent market outlook, we argued that 2020 would be very different to 2019. This reflected a starting point of 
extended valuations which placed significant onus on companies, economies and policy makers to deliver. There 
was little room for error and investors generally were far too complacent about risk. We argued that if a recession 
unfolded (for whatever reason) then central bank assistance alone may not be enough, and a material re -pricing of 
risk was possible. Recessions and bear markets are highly correlated and valuations leave risk asset prices 
vulnerable. We also wrote that investors should not be fooled by the strong outcomes across the board in 2019. 
Historically, some of the best years for investors are very late in the investment cycle (eg, 1999). 

It is through this lens that we view the latest developments in markets on the back of COVID -19.  

COVID-19 is a “shock” to the global economy, with implications on both the supply side and the demand side. While 
its long-term implications are uncertain, the impact on supply chains, travel and tourism and confidence is material 
and will take some time to be clarified. Factories in China have been reopening but still suffer from a severe 
shortage of workers. Apple has already stated they will miss their revenue guidance this quarter due to iPhone 
supply being temporarily constrained. In fact, almost 38% of S&P 500 companies mentioned the Coronavirus during 
the Jan-Feb earnings season, although many are still themselves uncertain of the impact it will have on their 
earnings. The disruption so far will have a pronounced impact on Q1 growth outcomes globally and will likely extend 
beyond this period with limited evidence to date that this crisis is abating. It could be enough to tip key economies 
into recession – at the very least, this risk is elevated. 

We were surprised by the positive equity market moves in the initial phases of the virus as investors assumed the 
positive benefits of Chinese stimulus with little of the downside risks.  Many comparisons to the 2003 SARS outbreak 
and market rebound were made.  Our view was, and remains so, that China’s role in global supply chains is much 
more critical today than before and that we are starting from a much weaker position in terms of both economic 
fundamentals globally and monetary dry powder.

Central banks (and governments) will almost certainly respond. The US Fed has already indicated its support and the 
RBA is likely to cut in March or April. We will also likely see a fiscal response in Australia as the government deals 
with a series of shocks impacting the local economy. While the playbook of late has been for markets to respond 
favourably to central bank support, the headwinds may be a bit stronger this time around with the pronounced yet 
uncertain economic and social implications of COVID -19 yet to be fully understood. 

We were relatively well positioned for the COVID-19 outbreak and its spill-over into markets, not because we had any 
special insight or forewarning, but rather because our investment process had been clear on the point that 
valuations were stretched and risk premia narrow. This made markets vulnerable to any shock that pushed the 
economy off its narrow and optimistic path, even if the timing was impossible to predict. Against this background, 
we had broadly looked to keep overall risk levels moderate, skew the portfolio to those areas we felt offered the best 
risk adjusted rewards (say, in our preference for Australian equities over the US), reduce our exposure to developed 
market corporate (especially US) credit risk and pre-position for recession without actually adopting the recession 
portfolio (our own version of “Doomsday-Preppers”). 

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 February 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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0.98%

Market Outlook continued
In environments like late February, there are often few places to hide so asset allocation matters a lot, particularly with the overall balance between risk asset exposure and more defensive risk 
hedges being the key driver of performance outcomes. 

At the start of February, our exposure to equities was close to 25% of the portfolio. This is a position we have cut further and by month end this was closer to 21%. This did drag returns down 
with equity markets falling over 10% in most regions. Likewise, we’d been cutting back our corporate credit risk and more recently looking to switch from global investment grade credit (where 
we perceive the upside to be limited) towards a combination of equity and sovereign bonds. Note we’d held off on the equity l eg given the level of equity markets and concern about equity 
valuations.

However, our risk hedges worked effectively to mitigate much of this drag. The most effective of these has been the managemen t of duration. We have been building up portfolio duration over 
the last 18 months (from a low of around 0.63 years in mid-2018 to over 2.7 years at present (including some additional duration added in late January and February 2020). With US 10 Year bond 
yields dropping 0.5% during February, this contributed significantly to performance. The second important contributor to the mitigation of the downside risk was the short AUD position, largely 
reflected in being long the USD. The sharp decline of the AUD in January and February has helped support returns and offset t he weakness in both equity and credit markets.  

“Where to next?”, however, is the critical question. While equity markets are down around 10-12% from elevated peaks, we think there is still more downside given the near-term uncertainty 
around the COVID-19 outbreak and its economic and policy ramifications. At the of end February, we believe markets had yet to fully reflect these risks and restore adequate / attractive risk 
premia to markets. This leaves us cautious and on the sidelines with respect to risk assets. Context is important and for many equity markets, despite the sharp drops in recent days, price levels 
are only back to the levels of the first half of 2019. A clear improvement in market valuations (lower prices) or signs that the risks around COVID-19 are being managed and dropping would be 
the most obvious catalysts for re-entry into equity markets. 

On the defensive / risk hedging side, it’s possible that aggressive central bank action could ensue which would drive treasury yields down further (we know 0% is not necessarily the lower 
bound) meaning we will hold our elevated duration positioning for now. We are also holding (broadly) our currency positions f or now. 

The next few weeks and months will provide further tests of the difference between diversification and hedges. We have alread y witnessed some alternative asset classes move in tandem with 
equity markets whilst others have trended sideways.  We have not, however, observed wholesale positive breakouts.

Equity
After an OK start to the month, equity markets plummeted in the last week of February to post big losses across the board. Most of the major global indices fell between -8% and -10%. While EM 
and Asia recorded better outcomes, this was somewhat distorted by the impact of the Chinese market. From a sectoral basis, energy and materials sectors were hard hit (as commodity prices 
also fell sharply on demand concerns), few areas were unscathed. From a style perspective “growth” continued to outperform “value”.

As noted above, it’s important to put recent falls into context. The extent of the falls, while large in percentage terms, on ly reverses the gains made late last year, leaving key indices trading at 
levels recorded in H1 2019. Despite the falls, equities aren’t cheap, particularly when we consider the likely impact on earn ings of the disruption to supply chains, demand and growth trends 
more broadly.

Likewise, our market preferences haven’t yet shifted significantly. Australia still looks the most attractive market notwithstanding the economy’s vulnerability to China, trade and tourism 
disruption. At the other end of the spectrum, the US looks most vulnerable, particularly given its starting point and the pol itical risks.

Fixed Income
The fixed income landscape has shifted markedly. The flight to safety coupled with and implicit belief in central bank action saw sovereign yields globally plunge. In the US for example, 10 year 
treasury bond yields at the time of writing had dropped below 1% (a decline in yields of over 1/3) amid growth concerns and expectations about the end point for central bank policy. Locally, 
sovereign yields have also fallen sharply with the RBA moving to cut rates to a record low of 0.5% in early March.

While credit spreads have widened, the extent of the widening is arguably still modest in view of the move in other assets and the broader risks to the economy. 

We are retaining our long duration bias for now and remain cautious on credit.

Currency
The move in currencies in February was not surprising in light of developments in the economy and risk assets more generally. Safe havens (like the USD and the JPY) performed well whereas 
the AUD (our preferred short) fell sharply. In light of current conditions, we think these trends are likely to continue and we are broadly holding steady.

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


