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

-4.96 -4.39 0.11 3.04 3.67

-5.03 -4.61 -0.79 2.12 2.75

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

-4.57 -4.07 -3.45 -0.47 1.75 SCH12
-4.95 -4.76 -4.09 -0.77 1.95 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 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
March was a wild ride on a range of fronts and fortunately now behind us. The Schroder Real Return Fund (ASX: 
GROW) was relatively well positioned and was able to absorb some, but not all, the volatility. The March outcome of -
5.0% (post fee) was against a background of tumbling equity markets (for reference the ASX 200 was down 20.7%) 
and a dramatic sell-off across credit markets. For the quarter, the Strategy has returned -4.6% (post fee) (for 
reference against a 23% decline in the Australian sharemarket).

Largest contributors
The key driver of returns has been asset allocation, with the fund’s relatively low exposure to equities significantly 
moderating the impact of the dramatic collapse in risk asset prices and the record levels of overall asset market 
volatility.

In terms of specific contributors, the biggest positive contribution to returns in March was our FX position – with our 
short AUD positioning (especially against the USD) contributing around +0.5% to returns in March and around 
+1.75% to performance in the quarter. While March was a volatile month for interest rates as the RBA and other 
central banks cut rates and stepped up their quantitative easing (QE) programs, duration made a small positive 
contribution to returns in March but around +1.6% to returns during the quarter.

Largest detractors
Most asset prices tumbled in March with equities and higher yielding / higher risk credit performing poorly. While 
our exposures were relatively modest to both, the extent of the falls in the underlying markets dragged returns 
down. In March, the decline in equities was the biggest detractor, contributing around –4.4% to the return. The 
dramatic widening in credit spreads cost another -1.5%. Credits’ problems in March were compounded by the 
collapse in the oil price which put additional pressure on the energy component of the key global credit indices 
(especially high yield). In addition, pressure from investors to generate portfolio liquidity saw distressed selling in 
some segments (including sovereign bonds) which exacerbated price falls intra month. It was a similar story for the 
quarter, with equities dragging returns down -6% and credit down around -1.9%. 

From a security selection perspective, performance was mixed against respective benchmarks. Australian equity 
returns ended close to index while the global credit and global high yield strategies underperformed.

Market Outlook
While I count this as the 4th major market crisis of my investment career (the ’87 crash, the bursting of the tech 
bubble and the GFC), due to the nature of the shock, it’s the first to be associated with such significant broad scale 
social disruption and cost in terms of human life. What’s also different, is that the pace and scale of change has been 
unprecedented. This applies to the spread of the Covid -19 virus, the adjustment to asset prices, the response of 
policy makers (in terms of monetary, fiscal and social policy), and to how we’ve adapted to work in this extraordinary 
environment.  

We went into this crisis well placed, primarily because we thought markets were complacent and priced for 
perfection. Our valuation framework (which has not been without its critics) did what it does best and highlighted 
the embedded vulnerability of markets. However, as we’ve said consistently, price and value aren’t the same thing. 
While prices are lower across most assets, it’s less clear as to the extent to which value has been restored. 

There are 3 critical issues to understand here. 

Firstly, the extent of the economic downturn and the profile of the recovery are difficult to predict. The nature of the 
shock, its differential impact across the global economy, the likely long -term destruction in some segments of the 
economy, and the extent to which substantial fiscal and monetary policy stimulus must interact with social and 
health initiatives, makes forecasting the recovery profile even more difficult. While we’d all like a “V” shaped and 
uniform economic recovery, our baseline is more likely a “U” or a “W”.

Secondly, and related to the point above, from an investment perspective the key will be the impact on corporate 
health and corporate profitability. Our modelling suggests that profits globally could be down 30 -40% this year (and 
potentially more) and this will lead to corporate failure – particularly in highly levered businesses (or at the very least 
some significant downgrades). We are concerned that deteriorations in credit standards, and the mispricing of 
credit risk generally through the various global QE programs will hit home as profits collapse. The cuts to dividends 
in some areas may help but are unlikely to fully absorb the impact.  

Finally, and like most people, we’d like to see evidence the Covid -19 virus is getting under control. We’re watching 
the Covid-19 curves closely to get a stronger sense of the impact but also the pace at which key economies can be 
taken off ice. While there are some positive signs in Australia in terms of flattening the curve, the experience in the 
US and parts of Europe is more concerning and unlikely to be linear. Also, the potential for waves of infections needs 
to be considered.

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 March 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
Our investment framework seeks to guide us, reflecting our preference to own those assets that make the most sense to own, wi th a preference for low risk entry points to those markets. Low risk in this context 
means assets where the downside risks are largely reflected in the price, and, as an investor, I feel confident that I’m accessing good quality assets with an adequate risk premium to skew the likely outcomes in 
my favour. On balance we don’t believe we’re there yet. We believe market pricing reflects temporary recession, not a broader or more protracted and difficult environment where a high equity risk premium is 
ultimately required. Volatility remains high (big daily gains, big daily falls) and we think will for some time.

That said, there are some interesting areas that we are exploring. These are areas that have been hit hard and are potentially discounting a more severe downturn. We’d include infrastructure and REITs as well 
as some parts of the credit landscape. 

On balance we are treading cautiously but nonetheless have started to take advantage of the volatility in markets. During March we made a number of changes. 

After cutting equities to 21% in late February, we added back to our equity position in mid-March, adding about 3.5% to equity weights. This was on the basis that the extremes in volatility saw the market 
tactically oversold. 

With some market participants selling good quality assets to raise liquidity, we stepped into the market to accumulate some h igher yielding Australian bank (T1) paper at yields of around 9 -10%. While supply of 
securities was limited this was a good example where we could use our cash holdings to provide liquidity and access good qual ity assets at discounted prices. Spreads have narrowed significantly subsequently.

A key position for us has been our long USD position v AUD. With the AUD falling to below USD 0.60 temporarily amid the volat ility, took some profits on this position, but overall remain long USD. 

With the RBA cutting rates and joining the global QE club, announcing it was targeting a yield of 25bps on the 3-year part of the yield curve, we looked to extend our duration further out the curve. 

Finally, these periods reaffirm my belief in the importance and role of flexible asset allocation approaches where the investment decisions are aligned with the underlying objectives of the investor (including 
liquidity – something you don’t need until you do!). The order of returns matters, and investors have the potential to generate good outcomes (and sleep better at night) without the same level of risk as equity 
heavy approaches. We’ve written and spoken about this a lot, but this message gets lost when markets are on the up.

Equity
Equity markets plunged in March albeit ending the month well off their lows. Australia was a relatively poor performer during the month (-20.7%). The US market posted losses of around 12.5%, while markets in 
Asia (including Japan) posted significant but more modest losses. Volatility was extreme during the month. The key VIX index peaked at 82 in March, at the same point the S&P index was 25% below where it 
started the month. For reference this was above the levels recorded during the GFC. By month end volatility had moderated but remained at an elevated 55.  

From a sectoral perspective the weakest performers in the Australian market were energy (reflecting OPEC tensions and the col lapse in global oil demand), real estate (reflecting the impact of the shut-downs on 
property demand and rents) and financials, with the banks’ exposure to bad loans and expectations regarding repayment deferra ls. Growth as a style factor outperformed value in March. 

While overall value (and prospective returns) across the equity universe has improved, the impact on corporate earnings make the extent to which value has improved unclear. Notwithstanding this Australia 
remains our preferred market, partly because it has underperformed, but partly because we are seeing more positive signs around the containment of Covid-19.

Fixed Income
Central banks globally adopted the “whatever it takes” mantra in March cutting rates and embarking on renewed QE programs to inject liquidity and confidence back into markets. Notably, the RBA was amongst 
the most aggressive Central Banks, cutting rates by 50 bps to 25 bps and commencing QE through direct bond purchases and yield targeting (predominately at the front end of the curve). While front ends 
rallied, there was significantly more volatility at the back end of curves as investors also sought liquidity in the sovereign market.

From a credit perspective it was clearly a very tough month. Credit had appeared to lag equities during the last week of Febr uary but caught up quickly. Adding to weakness in credit has been the collapse in the 
oil prices which has put substantial pressure on energy producers who are well represented in the global high yield bond mark et.

We are starting to see some opportunities in credit and have started to adjust our position accordingly. That said, we are ye t to see the distressed pricing that would accompany the downside risks to global 
growth resulting from the global shutdowns which would make credit generally a more compelling proposition.

Currency
Currency volatility was also extreme in March as the safe haven attraction of the USD dominated. The AUD fell sharply (at one point briefly falling below USD 0.56) before recovering towards month end. 

We’ve been long USD v AUD for a while now. While we did take some profit on this position, it remains a position we continue to hold. While fair value based on our PPP calculations is estimated to be in the mid 
to low 60s, with rates now low in Australia and aligned with global rates, the RBA now doing QE (like the other Central Banks ) and large fiscal deficits (and high public sector debt) for the foreseeable future, we 
still think the pressures remain down. We think the AUD could drop below USD 0.50 before this cycle’s over.

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


