
Monthly Report - November 2020

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

3.95 4.04 4.83 5.02 5.39

3.89 3.83 3.92 4.09 4.45

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 30 September 2020
3 months 0.41%
6 months 0.28%
1 year 1.19%
3 years. p.a. 1.48%

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

2.91 3.21 4.86 3.71 3.68 SCH12
3.49 3.71 5.10 3.18 3.73 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 November 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 (ASX: GROW) returned 3.9% (post -fees) in November, taking the calendar 
year to 4.3% (post-fees). Over the 1 year to November the fund delivered a 3.9% (post-fees) return, while 
the annualised return for the 3 year period was 4.1% (post-fees). The volatility and 
drawdown remains consistent with our objectives..

Largest contributors
Equities were the largest positive contributor in November, adding 3.6% to overall portfolio returns, with 
close to equal contributions with Australian equities contributing 1.8%, and global equities contributing 
1.8%. Credit markets also performed well and a tightening of credit spreads added an additional 0.6% to 
returns.  In addition, our relative value trades and equity option positions also made moderate positive 
contributions. Stock selection in Australian equities was another positive.

Largest detractors
The main detractor to returns in November was foreign currency positioning as the Australian dollar 
continued to appreciate.   This detracted -0.6% for the month. Stock selection in global equities was also 
a negative.

Market Outlook
In October we documented our concerns around the challenges to returns posed by the low interest rate 
environment. Somewhat ironically, November’s return of 4.0% on the back of a record monthly gain in 
equity markets was the highest monthly return since inception of the Schroder Real Return Fund (ASX: 
GROW) in 2016. In the face of this it’s fair to ask are we being too cautious about the future challenges 
for returns? We don’t think so. The strong rise in equity markets reflected, in our view, 3 broad factors. 
The first is optimism around the vaccines and the potential return to a more normal pre -COVID 
economic environment in 2021 and beyond as the vaccine roll-out gathers pace globally. Secondly, policy 
settings remain firmly pro-growth and pro-markets. With bank deposits and bonds offering little or no 
interest, investors are buying the idea that central banks (and to lesser extent governments) want robust 
asset markets to underpin confidence in the recovery story.  Therefore, investors are looking to equities 
as providing both income and some optionality for growth. Finally, the real economy sectors where 
returns lagged for some time, are now benefiting from the renewed optimism in a broader economic 
recovery as investors are rotating from technology to industrials. 

While the above may endure in short run, there are some limits to how far equities can provide such 
strong returns without evidence of strong earnings growth. Just as investors started buying equities in 
the depths of the uncertainty around COVID-19, it is possible that optimism is close to peaking and 
markets are more prone to disappointment. Secondly, valuations will matter at some point and multiples 
(particularly in the key US market) are historically expensive and require the delivery of strong earnings 
growth to be validated. Broader valuation metrics show a growing misalignment between the real 
economy and the equity market. In essence, there are plenty of companies that need to grow into their 
lofty valuations. Finally, the idea that equities will continue to re-rate in a zero-rate world is not 
supported by history. There is clearly more upside potential in equities than bonds, but it is not 
unlimited.

The challenge facing investors who have a more defensive orientation is simpler and highlighted by data 
from Bank of America Securities showing that less than 30% of the global fixed income market yields 
more than 1% and only around 10% of the global fixed income market yields more than 2%. While 
looking backwards, fixed income returns have been reasonable, this largely reflects a pulling forward of 
future returns as capital values have increased as market yields for sovereign and corporate issuers have 
declined towards zero, in the case of sovereigns. 

We have been responding to the challenge in several key ways. 

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 November 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 

$40,583,392

August-2016
$3.7568

GROW

0.75%

Market Outlook continued
Firstly, the return of market volatility has provided some more opportunities to modify our asset allocation more frequently. Indeed, we’ve been significantly more active in 2020 then we have 
been for some time. Secondly, we have become more targeted in where we’re investing. Our research has identified key segments of the fixed income universe where better returns are 
available and we are targeting these areas with more concentrated exposures. For example, Asian corporates and securitised cr edit (lending to consumers rather than corporates) all offer 
better yields for their underlying risks compared to investment grade corporates or sovereign bonds. Consistent with this theme, we have been diversifying into quality but higher yielding debt 
investments. We’ve also increased our equity exposure, back to pre-COVID19 highs, which helped us capture more of the November rally. Within equities, patience has to some extent been 
rewarded with the rotation back towards stocks that rank highly on valuation metrics value and away from stocks that score highly on growth metrics, particularly from our active Australian 
equity portfolio. If this normalisation between value and growth stocks continues we expect it will be positive for the fund’s returns.

In summary, we have and continue to be transparent around the challenges for investors in this environment (even if months li ke November can leave us a touch red-faced). While many things 
are uncertain, there are some realities that complicate the challenge of delivering consistent stable real returns to clients going forward. At the top of this list is the fact that 90% of debt 
securities globally are yielding close to zero or negative in real terms. Australia is no exception to this as anyone who has tried to roll a bank term deposit can attest.

Equity
With a transition to a Biden presidency now underway and positive vaccine announcements from Pfizer, Moderna and the Astrazeneca/Oxford consortium, global equity markets surged in 
November. As the market priced in a quicker return to normality in 2021, some of the underperformers through this year rebounded more strongly during the month, with value stocks 
performing particularly well (the MSCI World Value Index was up 15.1% for the month), while European and UK markets were the standout performer from a regional perspective. Despite the 
strong market performance, this is happening against a backdrop of several European nations remaining in lockdown, while COVID-19 cases are continuing to rise in the US, which may impact 
on Q4 equity earnings.

Early in the month, we increased our equity weight by 3.5% to target 31%. Regionally we added to broader Australian and globa l equities exposures. In additional we preferred to add additional 
exposure towards emerging market equities and smaller capitalisation companies in the US, as we believe these sectors will benefit most from a broader economic recovery underpinned by 
successful distribution of vaccines. We also reduced some of our December S&P 500 put option protection strategy prior to the election. Equity market volatility was very elevated in the lead-up 
to the US election and this enabled us to capture very favorable option pricing to exit. After the election and when it became clear a “Blue-Wave” (i.e. Democrats holding the House, Senate and 
Presidency) was unlikely, volatility subsequently declined sharply and we re-entered a new S&P500 put spread strategy for the first half of 2021. This provides us with some downside protection 
for a more moderate fall in equity markets in the first quarter of 2021.

Fixed Income
Global bond markets were mixed with the Australian market selling off slightly as ten-year yields increased moderately over the course of November. This is on the back of a positive macro 
environment, with strong employment figures, rising business and consumer confidence, and a rebounding housing market, in add ition to the vaccine news. These factors offset the RBA’s 
quantitative easing program and a rate cut to 10 bps that we saw earlier in the month.  Credit spreads were also buoyed by the news on the vaccines as credit spreads tightened across 
investment grade (IG), high yield (HY)and emerging market debt. Australian IG spreads ended the month at multi -year lows, while HY spreads on US corporates tightened by almost 100 bps for 
the month.
During November we made a few changes to our fixed income positions, though overall portfolio duration remains at 1.95 years. We also added to our holdings in securitised credit by 1.5%. In 
US treasuries we closed our position that benefited from a steepening in the US yield curve, where longer dated maturities underperform shorter dated securities. This position tends to reduce 
the impact of long duration which we want to maintain for downside protection.

Currency
The US dollar sold off during the month as a rally in commodities like iron ore, copper and oil meant that commodity currencies like the Australian dollar, Canadian dollar and Norwegian krone 
performed very well. Our overall foreign currency exposure remains unchanged, but we did switch some of our Japanese yen expo sure into emerging market currencies. Nevertheless, we are 
still maintaining some USD and JPY exposure as a portfolio hedge as we expect them to perform well against the Australian dol lar during periods of equity market stress.

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

Discontinuation of the London Interbank Offered Rate
This notification is to inform you of the changes that will arise due to the discontinuation of the London Interbank Offered Rate (and other similar rates) by the end of 
December 2021 and its impact on our funds. For more details, please refer to our policies & notices page on our website www.schroders.com.au


