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1 mth 3 mths Inception p.a.

0.91 -2.06 -1.18
0.02 0.10 0.25
0.89 -2.17 -1.44

Portfolio inception 19/11/2019, 0 years and 5 months Market review

Asset allocation %

Portfolio review

Duration 1.80 yrs
Yield to maturity 1.97%
Average credit rating A
Number of securities 2127

Outlook and strategy

*Please note numbers may not total 100 due to rounding

*Unless otherwise stated figures are as at the end of Apr 2020

*Benchmark is the RBA Cash Rate

Post-fee performance of the underlying Schroder Absolute Return Income Fund, offered by Schroders as a Unit Trust

1 mth 3 mths 6 mths 1 yr 3 yrs p.a. mFund Code
0.91 -2.03 -1.02 1.32 2.63 SCH55Schroder Absolute Return Income Fund - Wholesale Class^

For more information about the Fund visit www.schroders.com.au/pays

Total return %
Schroder Absolute Return Income (Managed Fund) (post-fee)

RBA Cash Rate

Relative performance (post-fee)

Portfolio statistics

*The Portfolio may have a sizeable exposure to securities, including cash instruments, issued 
by each of the four major Australian banks.

^The fund on offer is unlisted. An application into this fund 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 Absolute Return Income Fund (Wholesale Class)  is 0.54%.
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April was a month of weak economic data and strong risk seeking by investors. Business surveys 
collapsed around the world as ‘social distancing’ saw some sectors of economies grind to a halt. This was 
accompanied with surging unemployment – in the US 20 million people claimed for unemployment 
benefits in the month and early indicators suggest a potential doubling of the unemployment rate here in 
Australia. An aggressive response from policy makers, with fiscal expansion around the world totalling 
more than $US6 trillion and quantitative easing by central banks of approximately $US 7 trillion, 
combined with a flattening of the COVID-19 curve by some of the worst affected countries, led to large 
rises in the price of risk assets. The month also saw turmoil in oil markets, with demand collapsing as 
airplanes were grounded and little driving as people stayed home, combined with storage capacity 
stretched to the limit. West Texas Intermediate crude oil briefly traded at negative prices, the first time in 
history, seeing producers and traders paying other market participants to take oil off their hands.

Global equities returned 10.6% in local currency terms, while the Australian market “underperformed” 
posting an 8.8% return over the month. Global government bond yields generally moved a little lower 
during April, in the US 10-year yields fell by 0.03% to end the month at 0.64%. 10-year yields fell by 0.12% 
in Germany and by 0.05% in Japan. Australian bonds moved against the global trend, with 10-year yields 
moving higher by 0.13%, to end the month at 0.87%. Credit spreads tightened strongly over the month 
across both global investment grade and high yield, with the US investment grade corporate spread 
posting its largest fall since May 2009.

The Schroder Absolute Return Income (Managed Fund) delivered 0.91% (post-fees) over the month or 
0.89% (post-fees) above the RBA Cash Rate. Returns in April and for longer timeframes that include the 
April month are impacted by the changes in the sell-side spread we imposed on the Fund. These changes 
reflect the fluctuating transaction costs associated with the varying levels of market liquidity and is 
intended to preserve fairness amongst unitholders. COVID-19 continues to dominate the market’s 
attention as investors focus on the economic impact and the size and effectiveness of government 
stimulus measures. Geopolitical tensions appear to be rising which also creates a level of concern.

Over the month risk assets appeared well supported.  Credit performed well as spreads tightened to 
reflect greater liquidity in markets as a result of government stimulus and the expectation this would 
lead to a better outlook with respect to defaults. Duration was a small detractor as bond yields rose 
slightly but remained well behaved and range bound given central bank targeting of yield curves. 
Currency exposures detracted as the AUD strengthened against the USD.

It would appear the worst of the health crisis is behind us although the human toll has and continues to 
be substantial. The growth rate of the virus globally has been slowing and the worst-case scenario and 
possible overwhelming of medical systems appears to have been averted. Different countries are clearly 
at different stages. Those that locked down early appear to have had the most success in slowing the 
growth rate whilst those who were late to the lockdown or had less stringent rules would appear to have 
been less successful. Whilst the growth rate has slowed, the virus has not been eradicated and until a 
vaccine is delivered, it would appear to be an ever-present threat. New outbreaks are possible as social 
distancing rules are relaxed and people move back to some level of “normal” life.

Whilst the picture around the health aspect of the crisis is somewhat clearer, the economic outlook 
remains clouded. The depth of the recession and the duration is uncertain. Predicting the shape of the 
recovery, be it a “V” “W” or a “Nike Swoosh”, is difficult. The massive stimulus has provided a large sugar 
hit to the economy and the liquidity crisis that led to dislocations across credit rates and equity markets 
have been calmed, at least for now.
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However, our concern is that we move from a liquidity crisis to a solvency crisis and that 
markets are under-pricing risk. Corporates went into this crisis with elevated levels of debt. 
Leverage was high as a result of an extended period of cheap and freely available debt funding 
which meant that corporate balance sheets were susceptible to a change in circumstances. 
Leverage is not an issue when earnings and margins are elevated however it quickly becomes 
a challenge when earnings reverse and, in some cases, go negative. The focus moves from the 
ability of a corporate to service their debts to the level of asset coverage that lenders have. 
Companies with insufficient asset coverage many not be able to roll existing debt or raise more 
capital and hence will begin the path to default.

Injecting liquidity into the system does not remove the solvency issues, and in some cases may 
exacerbate them as companies take on more debt. Injecting liquidity does not pay down debt 
and repair balance sheets. Profit and cash flow are required for deleveraging to occur and 
given the uncertainly around earnings the profile of this appears unclear. In short, there will be 
winners and losers. Companies that cannot generate enough cash flows will have to default. It 
is our job to avoid the losers and pick the winners.

The investment challenge for income investors persists and if anything has become more 
complicated. Some of the Australian banks have deferred their dividends which will further hit 
investors that rely on the dividend income stream. Combine this with cash rates close to zero 
as well as low government bond yields, and the ability to earn income is further challenged.

The temptation to move out the risk curve is strong which we believe remains a dangerous 
strategy at this point. Whilst markets appear to have stabilised and credit risk premiums are 
higher, we do not think that we are in the clear and believe we are in for a challenging phase of 
markets going forward. Our experience during the GFC highlights to us the importance of 
being patient and finding value, particularly as we are still relatively early into this recession.

As such our portfolio posture remains defensive and liquid. Cash remains elevated and despite 
its low level of yield it is capital stable and provides “option” value in that we can quickly and 
easily deploy cash and reposition the portfolio as opportunities present.

In credit markets, spreads have retraced some of the widening and given the outlook on 
earnings we are concerned that the market is failing to price in sufficient risks around the path 
of potential defaults and downgrades. In high yield, the challenges in the energy sector are at 
least partially priced however outside energy they are still not yet at extreme levels as occurred 
in the global financial crisis (GFC). The high yield market also has the potential challenge of 
having to absorb downgrades from the US investment grade market which given the size 
differences could also cause digestion issues. We retain our short position.

The US investment grade credit market has also seen spreads retrace some of the widening 
and arguably is not pricing in ratings migration risk as the true extent of balance sheet 
damage becomes clear. The Fed stepping in to buy corporate bonds as part of its quantitative 
easing (QE) program to ensure the flow of funding to companies may be partially responsible 
for this return to a more orderly market. However, the market has not yet had a shock from 
defaults, and we think it may move to price this in the near term and push spreads wider. At 
this stage, we are holding our position.

The Australian investment grade credit market has also regained its composure and trading 
has become more orderly. The RBA has not included corporates as part of QE at this stage 
however the broader response from the government has been large and reasonably swift. We 
expect stress in the broader company landscape, though we view the corporate bond market 
as being sufficiently robust in terms of balance sheet strength to work through the difficult 
landscape ahead. We have retained our position after increasing the size last month.

The Australian hybrid market has steadied, and yields are off their highs as stress in the 
banking system is being addressed through capital raises and deferring dividends. Hybrids are 
still reasonable value although liquidity can be challenging.

Our exposure to AAA RMBS as a source of high quality yield continues to serve its purpose. 
Holding senior positions in the capital structure, these bankruptcy remote structures, in our 
view, currently have a very low risk of capital loss based on our punitive stress tests on the 
housing market. We have retained our position and at this stage are allowing it to amortise to 
a lower level.
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We have retained our EMD Absolute Return exposures, which continue to provide both 
diversification and risk managed exposure to emerging markets. We also retain our US 
securitised credit exposures which provide diversification from corporate credit. The pressures 
coming through this market appear to have eased, however we will continue to monitor the 
flow through effect of the fiscal stimulus in the US.

On the currency side, our key positions are long USD and Yen versus the AUD. Over the month 
we did reduce our USD position by 1% to 5.25% in the portfolio and we added a 2% position to 
the Yen. We believe the AUD can go lower on risk asset weakness although a stabilisation in 
the environment could see the AUD move higher. A such we have altered the composition of 
the position.

Our duration position remains at 1.8 years. With the RBA entering into QE then arguably the 
short end of the curve remains somewhat tethered. We continue to see duration in Australia as 
less useful as either a source of yield or for risk management. As such, we are looking to 
reduce overall duration and position further out the curve where there is more potential for 
yield compression in risk off phases. In the US, our duration position is also unchanged at 
month end although we are also looking to position further out the US curve given higher 
yields and greater risk management capability.

Overall, we remain defensive, liquid and diversified. The active approach, broad opportunity 
set and our global capability provide us with the tools to access a diverse range of assets that 
will allow us to set up for the next phase of the cycle. As the balance between risk and reward 
continues to shift in favour of the buyers of risk premiums, we will look to more constructively 
position the portfolio.



Top ten holdings % Portfolio

TREASURY NOTE 2.625 15-FEB-2029 1.7%
AUSTRALIA COMMONWEALTH OF (GOVERN 2.0 21-AUG-2035 Reg-S 1.6%
AUSGRID FINANCE PTY LTD 3.75 30-OCT-2024 (SECURED) 1.5%
TREASURY NOTE 1.75 15-NOV-2029 1.5%
BHP BILLITON FINANCE (USA) LTD T2 6.75 19-OCT-2075 Reg-S (SUB) 1.4%
APT PIPELINES LTD 4.2 23-MAR-2025 Reg-S (SENIOR) 1.0%
SYDNEY AIRPORT FINANCE COMPANY PTY 3.625 28-APR-2026 Reg-S (SECURED) 1.0%
SANTOS FINANCE LTD. 4.125 14-SEP-2027 Reg-S (SENIOR) 1.0%
MACQUARIE BANK LTD 3.9 15-JAN-2026 Reg-S (SENIOR) 1.0%
IDOLT_19-1-A 1.09 12-JAN-2051 0.9%
Total 12.7%

Maturity Profile % Portfolio
0-3 Years 38.8
3-5 Years 20.0
5-7 Years 13.4
7-10 Years 13.4
10-15 Years 1.5
15+ Years 12.9

LAWCTR_LXXBenchmark Security profile % Portfolio

Fixed rate 61.4
Floating rate 38.1
Other 0.5

Regional exposure % Portfolio
Australia 60.4
USA 31.6
Europe ex UK 4.1
UK 1.3
Asia inc Japan ex EM 0.0
Emerging Markets 2.6

Fund details
Chi-X Code: PAYS Holdings by composite broad credit rating % Portfolio
Fund size (AUD) AAA 15.3
Redemption unit price $9.7227 AA 5.6
Fund inception date A 26.9
Management costs 0.54% BBB 39.8
Distribution frequency Monthly Below BBB 6.5

Cash and Equivalents 5.4
Not Rated 0.5

Unless otherwise stated figures are as at the end of April 2020

Figures may not total 100 due to rounding

Regional exposure is expressed by currency pre-hedging

Credit ratings are scales by which the future relative creditworthiness of a security is measured and express an opinion about the 
vulnerability of default.  Credit ratings may be issued by an independent credit rating agency, or represent internal ratings prepared by 
Schroders. A change in a published credit rating can impact the price and liquidity of the security(ies) being re-rated.  

Investors should not rely on credit ratings in making investment decisions or view them as assurances of credit quality or the likelihood of 
default. The ratings issued included in the monthly report are intended to be used by wholesale investors as a guide only and should not be 
relied on by retail investors when making a decision to buy, hold or sell any securities or make any other investment decisions.  

Schroder Absolute Return Income (Managed Fund)
Monthly Report

$25,263,364

November-2019

April 2020

Contact www.schroders.com.au
E-mail: web.queries@computershare.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

This Report is intended solely for the information of the person to whom it is provided by Schroders. It should not be relied on by any person for the purposes of making investment decisions. Total returns are calculated using exit price to exit price, after 
fees and expenses, and assuming reinvestment of income. Gross returns are calculated using exit price to exit price and are g ross of fees and expenses. The repayment of capital and performance of the Fund is not guaranteed by Schroders or any 
company in the Schroders Group. Past performance is not a reliable indicator of future performance. Unless otherwise stated t he source for all graphs and tables contained in this report is Schroders. Opinions constitute our judgment at the time of issue
and are subject to change. This report does not contain and is not to be taken as containing any financial product advice or financial product recommendation. For security reasons telephone calls may be recorded.This Report is intended solely for the 
information of Wholesale Investors as defined under the Corporations Act. You agree not to pass on any credit rating and/or r elated research to a party who is not a Wholesale Investor.

Fund Objective
To outperform the RBA Cash Rate after fees over the medium 
term while aiming to avoid negative returns over any rolling 
12-month period.

Key Features
The benefits of investing in the Fund include the following:

– Reliable monthly income: Predictable and stable monthly income 
assists investors with planning their retirement income needs.
– Global diversification: Provides diversification across broad global 
fixed income markets with flexibility to respond to changing market 
conditions.
– Strong risk management: Actively managed to provide strong risk 
management, helping to avoid losses and preserve capital, should 
markets fall.
– Competitively priced: Competitive management fee of 0.54% p.a.
– Easily accessed via one trade: Contact your broker, financial 
planner or invest via your online trading account using the Chi-X 
code: PAYS.
– Brought to you by Schroders: A leader in fixed income, with an 
experienced local team backed by specialists in 12 locations around 
the world.


