
Monthly Report - May 2020

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

1.53 -1.03 3.04 4.00 4.62

1.45 -1.25 2.12 3.07 3.68

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 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

1.26 -1.54 -1.10 1.66 2.51 SCH12
1.36 -1.74 -1.82 1.49 2.75 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 May 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 1.5% (post -fees) in May, taking 
the rolling one-year return to 2.1% (post-fees). While the one-year return is below our target of 5% real 
return, this reflects the difficult time in financial markets, with the ASX 200 Australian equities index 
posting a negative 6.7% return over the same period. The fund was well positioned and managed to 
absorb much of the volatility experienced so far in 2020. We expect volatility and downside risk to remain 
low and consistent with the fund’s objectives.

Largest contributors
The strong rally in equity markets in May was the largest contributor, adding about 1.1% to overall 
portfolio returns. The strong performance of the emerging, Asian and higher yield bonds also helped 
returns by approximately 0.7% in the month, while the portfolio’s exposure to Australian debt added 
moderately to returns.

Largest detractors
With the AUD rising strongly through May, the portfolio’s FX exposure was the main detractor in the 
month – detracting by about -0.3% to overall returns. At the asset class level there were no major 
detractors, however stock selection in global and Australian equities provided a drag to performance in 
the month.

Market Outlook
Market participants generally saw the glass as “half full”, as strong equity markets contrasted with 
horrendous economic data. As equities climbed a wall of worry, views on the outlook became very 
polarised: with the argument that the disconnect between markets and fundamentals is unsustainable 
competing with the argument that markets are simply discounting a more positive future.   

It is very difficult to conclude which is the correct view. What we do know is: first, the current price action 
is relatively rare – a “V” shaped recovery that the current rally appears to suggest occurs less than a third 
of the time after historical market collapses, while a “W” shaped recovery occurs approximately 70% of 
the time, a test of the recent lows has historical probabilities on its side - although not a slam dunk. 
Second, the economic impact of the pandemic is still in its early stages, and although the depression -like 
effects of economic shutdowns carried out throughout the world are not likely to be sustained, 
economies will still likely remain very subdued, as large parts of the services sector will likely be 
significantly impacted for a considerable period of time – for example, consider when you will next be 
able to partake in an overseas holiday. Third, while government policy is aiming to bridge the economic 
gap, it is unlikely to fully do so, which can be seen in the steady drip of layoff announcements by 
corporates here and overseas. The consensus view is that unemployment rates will be higher at the end 
of the year compared to the start of 2020. Also, with much of the fiscal stimulus carried out by 
governments being short term in nature, there is a risk that corporate stress may continue to grow, with 
insolvencies potentially becoming an issue later in the year.

However, equity markets generally discount the future and usually hit their trough three to six months 
before the weakest part of the recession. With the current quarter likely to record the weakest GDP 
quarterly growth, the recent low in equity markets is consistent with past experience. Also, positioning 
data and surveys suggest that the predominant view in the market is one of caution, but many market 
participants have missed this rally, which could lead to panic buying as fear of missing the rally 
overcomes the caution. 

Historical recessions are often guideposts that help with this type of dilemma. However, with pandemics 
being, thankfully, very rare, we do not have a lot of history to look to as a guide. There are a couple of 
factors that are keeping us cautious. First, given the speed of recent events, we do worry that the 
implications for corporate health are still to be realized and this may become problematic for markets. 
Second, while valuations have improved, they are nowhere near levels we would consider bargains or 
the levels that are typically found at the depths of recessions. Last, there is a risk of multiple waves of 
infection and the economic damage this may entail does not seem to be priced in by markets.

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 May 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 

$38,864,483

August-2016
$3.6351

GROW

0.98%

Market Outlook continued
Reflecting the above, while we have been adding to our equity exposure we have done so in a measured way.  Having reached a low of 20% of the portfolio, the equity 
exposure has been taken up to 29% over the past two months, still a relatively modest level. We have also taken several other steps to position the portfolio in this time of 
uncertainty. First, in May we added some put protection to the portfolio. To fund this, we took profits on a sold put option position, which we entered in April, and used it to 
purchase September put options with a notional exposure of 4% of the portfolio. Second, we have been progressively selling down our holdings of investment grade credit to 
provide liquidity to be able to aggressively add to our equity exposure when we believe the equity market becomes attractive – for example, if markets retest the lows, or the 
outlook becomes clearer.   

Other changes to the portfolio in May were to add Yen to the portfolio. This is to provide more diversification to the non-AUD currency holdings, but in a currency that is 
cheap on a valuation basis and performs in risk-off periods. We also rejigged the portfolio’s duration, cutting the portfolio duration to 2 years from 2.25 years, and added to 
the long end of the US curve which (as it is less anchored to the cash rate) we consider is likely to provide higher returns in a falling interest rate environment.

Equity
Signs of a global slowing in COVID-19 cases and steps to reopen economies saw sentiment improve and most equity markets rose in May. Brazil’s Bovespa was the strongest 
equity market index in the month, with an 8.6% return. This was closely followed by the NASDAQ, which saw a 6.9% return, lifting the index to a positive return year to date. 
The worst performing equity market index was the Hong Kong’s Hang Seng, which fell -6.3% as China moved to tighten controls. This led to an increase in geopolitical fears. 
The Australian equity market index (ASX 200) posted a positive return of 4.4%, which saw it in the middle of the pack.

While overall value (and prospective returns) across the equity universe have improved, we would prefer to see more valuation support, especially given the uncertainties 
about the paths of economies. To manage this dilemma, we have cautiously added to our equity exposure but have also added in some put protection. 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
Global bond yields remain anchored to low levels, on the back of near-term deflationary forces and central bank QE programs. Government bond yields in Australia and the 
US were flat in the month, with Australian 10-year government bond yields falling 0.01% to 0.89%, and US yields rising 0.01% to 0.65%. German bond yields rose strongly in 
the month, by 0.14% to a still negative -0.45% as the European Commission announced a €750 billion relief plan, which would be jointly funded, a major step toward fiscal 
solidarity and transfers  (although approval by the EU members is still required).

Credit markets, like equities, were well bid in May with global spreads tightening over the month. Higher beta plays like emerging market debt and high yield corporate 
bonds performed strongly. While the shorter-term liquidity concerns have somewhat abated, the medium to longer solvency issues linger - which we do not believe are fully 
priced into markets.

With central banks holding interest rates low, we moved out the yield curve, adding to duration in the long end of the US market which, while influenced by the US Federal 
Reserve, is less than the short end of the curve. We also reduced our duration by 0.25 years to 2.0 years at the portfolio level.

Currency
The Australian Dollar continued to rebound strongly during May against the USD.

While we still favour the USD, we switched some of this exposure to Yen, in both April and May, seeing the Yen exposure rise to 3.0%. 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
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