
Monthly Report - January 2020

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

1.41 2.14 8.84 5.50 5.62

1.33 1.91 7.87 4.56 4.68

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

0.94 1.53 1.92 6.46 3.74 SCH12
1.24 1.84 2.27 7.83 4.42 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 January 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 strategy (ASX Code: GROW) returned 1.3% (post-fees) in January, taking the rolling 
one-year return to 7.9% (post-fees). While the 1-year return is now well above our target of real 5%, the 3-year 
return is still lagging its objective. Volatility and downside risk remain low and consistent with the strategy’s 
objectives.

Largest contributors
The fund’s active currency positions were the largest contributions to returns for the month as concerns 
around the impact of Coronavirus saw growth sensitive currencies like the AUD weaken significantly and safe 
haven currencies like the JPY and USD strengthened.  Our exposures to sovereign bonds and investment 
grade credit were also contributors to returns followed by contributions from Australian equities.

Largest detractors
With the exception of Australian equities, most major equity markets fell in January with the largest detractor 
from performance coming from Emerging Market equities which were particularly hit on the back of the 
Coronavirus outbreak.

Market Outlook
The strength in equity markets from 2019 followed through into the start of 2020. Risk assets continued to 
rally on the removal of geopolitical risks (the US-China trade deal and a decisive outcome of the UK election), 
increased central bank liquidity (the US Federal Reserve’s standing repo facility and European Central Bank’s 
resumption of Quantitative Easing) and signs of green shoots in the global economy (bottoming Purchasing 
Manager Indices (PMIs) and earnings). However, once the market had successfully priced the passing of the 
geopolitical “known unknowns”, January reminded us that the true risks come from “unknown unknowns.” 

The first of these unknowns erupted at the start of the month with a sudden escalation in tensions between 
the US and Iran after the assassination of Soleimani. Despite intraday moves in equities and oil, the fear of 
world war 3 quickly subsided and the market marched higher. This was then replaced with a new unknown 
originating from the province of Hubei, China. Home to the world’s largest dam, the province now boasts the 
world’s largest quarantine centre, with over 50 million people in lock down to help stop the spread of 2019-
nCoV ‘Coronavirus’, which has already infected over 40,000 people in China and led to over 900 fatalities at the 
time of writing.

While the impact on the Chinese and global economy will likely be transitory, the current unknown is how 
substantial the slowdown will be and how long it takes to be worked through. China has spent enormous 
effort to pivot its economy towards consumption, which will be precisely where this slowdown will hurt. On 
the industrial side, factories remain shuttered and we still don’t know when they will restart. 

The world is not immune from this slowdown either. Cyclical materials have plummeted – copper, iron ore and 
oil have all fallen between 10-20%, shipping rates have fallen even more. Companies like Starbucks and Nike 
have been closing their stores and factories, which will have a negative impact on their quarterly earnings. 
Chinese tourism is collapsing internally and overseas. The risk is that the downturn could be enough to knock 
over the nascent recovery, potentially reviving fears of a global recession.

Australia may be particularly vulnerable. China accounts for 33% of Australia’s total exports and buys 82% of 
its iron ore. China represents 25% of all foreign students in Australia and the largest number of tourist arrivals 
at 15%. Tourism is already under pressure as bushfires caused many visitors to cancel their trips during peak 
season, when tourist-oriented businesses typically earn the lion’s share of their yearly income and employ a 
large portion of temporary workers. The longer travel restrictions remain in place, either officially or 
psychologically, the further downside risk to the economy. 

The counter balance will be that this crisis will ultimately force China to stimulate more aggressively than 
originally expected. Monetary and fiscal support has been muted as the country has been preoccupied with 
deleveraging. However, the outbreak will likely provide the trigger needed to support short term growth over 
longer term stability.

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 January 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. 

 Normally twice yearly - June and 
December 

$53,448,569

August-2016
$3.7135

GROW

0.98%

Market Outlook continued
Since the outbreak, the People’s Bank of China announced the largest single day injection since 2004 of over USD$170bn. Perhaps even more important is their relaxing of their war 
on shadow banking, which will provide a lifeline to private companies who do not have access to traditional bank financing. On top of the immediate fiscal spend required to help curb 
the spread of the virus (such as building two hospitals in 10 days), it is likely that the government will be forced to do far more in the coming months to help stimulate the economy. 

We had added equities at the start of January given the improving fundamentals and removal of geopolitical risk but added 0.25 years of duration as protection as the news of 
Coronavirus  unfolded. At the time of writing, developed equity markets are already back within a hair’s breadth of their all-time highs and credit spreads have resumed their 
tightening. We will use this as an opportunity to reduce risk while we wait and see how the shutdown of the world’s second largest economy affects global growth. While we believe 
the impact will likely be transitory, we look for a better entry point to re-risk, which will likely occur when the first impact of the virus shows up in the economic data. Ultimately the 
stimulus from China should be supportive, but we prefer to stay defensive for now.

Equity
Global equities started 2020 strong, with the MSCI All Countries World delivering +2.5% in the first 18 days. However, this was quickly unwound as fears of Coronavirus spread and the 
index ended down over 0.5% for the month. Australian equities were the best performing major market over the month. While they fell on Coronavirus fears, they still delivered 5% in 
January. Outside of Australia, almost every major market fell into negative territory for the month in local currency terms, besides the US which was virtually flat. China fell over 10% 
over the month given the outbreak, which dragged down the rest of Asia and the emerging market complex with it.

At the start of the month, the Fund added to equities as three of our main pillars of concern started to improve. Global central banks turned on the liquidity tap, global PMIs were 
bottoming and our earnings model suggested there was potential for a recovery. We added to the US and Europe and reduced Japan given the strong performance of the Nikkei and 
the improving data coming out of the US and EU. We trimmed modestly at the onset of the Coronavirus in January but used the rebound in the early days of February to trim further. 
At this stage we remain cautiously positioned until we have more information on what impact the virus will have on global growth.

Fixed Income
The improving economic outlook and rebound in manufacturing PMIs saw bond yields rise from their October lows. We used this as an opportunity to increase our fund duration by 
an additional 0.25 years in January, bringing the overall fund duration to 2 years. This was implemented predominantly through Australian government bonds. As the Coronavirus 
places downside pressure on global growth, we believe duration remains a suitable hedge at this time and prefer sovereign duration over credit.

Within credit, spreads widened marginally over the month. Given tight spreads relative to risk, there remains little upside apart from the duration component. The credit market took 
the initial news of the virus in its stride. We halved our exposure to global high yield credit by reducing our allocation by 2%. While we remain defensively positioned for now, any pro-
risk allocation would favour equities over credit given the upside optionality versus limited performance from already very tight spreads.

Currency
After rallying significantly towards the end of December, the AUD reversed all of its gains in January. The AUD fell around 5% versus the USD and the JPY. Surprisingly, the AUD even 
weakened against the CNY and CNH by over 4%, as traders use the AUD as a proxy for China weakness. We maintain a long GBP trade, which rallied over 4% against the AUD over the 
period. We took the strength in the JPY to reduce our position in favour of the USD.

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


