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1 mth 3 mths 6 mths 1 yr Inception p.a.

0.16 0.34 0.52 3.64 2.36
0.01 0.03 0.05 0.16 0.29
0.15 0.31 0.47 3.48 2.07

Past performance is not a reliable indicator of future performance. Returns over 12 months are annualised.

Portfolio inception 19/11/2019, 1 years and 6 months Market review

Asset allocation %

Portfolio review

Duration 0.63 yrs
Yield to maturity 1.61%
Average credit rating A-
Number of securities 2952

Outlook and strategy

*Please note numbers may not total 100 due to rounding

*Unless otherwise stated figures are as at the end of May 2021

*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
0.15 0.33 0.52 3.62 3.27 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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Financial markets are weighing up whether the uptick in US inflation is likely to be transitory or 
structural, after a higher than expected CPI data resulted in US core inflation increasing to 3.0% on a year 
on year (YoY) basis, while headline inflation jumped to 4.2% YoY. The current messaging from the US 
Federal Reserve suggests that it is still broadly comfortable with its current accommodative policy setting 
in spite of the recent inflation data. However, globally some central banks such as the Bank of Canada 
and the Reserve Bank of New Zealand, have started to indicate a slightly more hawkish stance. Other 
data coming from the US was mixed, with a weaker than expected payrolls figure, while manufacturing 
data remained strong. Locally, the federal budget highlighted that fiscal policy is likely to stay supportive 
over the coming years, while credit data showed continued credit growth in the housing sector, primarily 
driven by owner occupiers but also accompanied by an uplift from investors.

Global equities returned 1.0% in local currency terms during May, while the Australian market 
outperformed with a return of 2.3%, with banking stocks leading the way. Longer end government bond 
yields moved moderately lower in Australia and the US, with Australian 10-year bond yields falling by 
0.04% to end the month at 1.71%, while US bond yields fell by similar amount to end the month at 1.59%. 
Bond yields in Germany and Japan were relatively unchanged through May. In credit, spreads in both 
high yield and investment grade were also relatively flat over the month, while emerging market debt 
spreads tightened slightly. Commodities continued their run of strong performance, with iron ore prices 
surging through $200 during May on some benchmarks, before a moderate pullback in the latter stages 
of the month.

The Schroder Absolute Return Income (Managed Fund) returned 0.16% (after fees) over the month and 
3.64% (after fees) over one year which was 3.48% (after fees) above the RBA cash rate for the 12-month 
period.

Credit positioning continues to be a key component of returns. The carry from the coupons and some 
credit spread tightening benefited the portfolio. Being diversified globally allows us to access a wide 
range of credit risk premia that can provide returns in excess of cash. 

The return contribution from duration was flat over the month. Bonds have been range bound recently 
and the low level of portfolio duration currently means the portfolio has low exposure to interest rate 
movements. Currency exposures also provided some benefit as the Australian dollar (AUD) finished 
marginally lower verses the USD over the month.

Inflation is currently the hot topic for discussion and front of mind for many investors. In May we 
witnessed a large spike in inflation as consumer prices in the US rose 4.2% year-on-year to April (beating 
expectations of 3.6%) driven largely by pent-up demand and supply-side constraints.

Whilst the market reaction to the inflation data was subdued, one could argue it had already been 
somewhat priced into bond markets. The recent rise in bond yields had been pricing higher inflation risks 
and as such the inflation data was a validation of the market moves to date. That’s not to say all is calm 
under the surface. The question is whether we are facing a structural lift in inflation or is it transitory in 
nature. Have central banks finally been able to generate inflation following a 30-year disinflationary 
trend?
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Those suggesting more transitory inflation argue the supply-side constraints are temporary 
and will be resolved through a supply response as supply chain issues are resolved and 
workers return to the workplace. The spike in demand will also be temporary and will fade 
after the initial rush for holidays and eating out is satiated. The disinflationary forces for the 
past 30 years will re-assert.  

Those arguing for sustained inflation suggest that emergency monetary policy settings 
combined with large amounts of fiscal stimulus being pumped directly into the economy will 
continue to stoke demand and increase consumption. This combined with supply side 
constraints and rising labour costs mean price pressures are inevitable. These factors could be 
exacerbated by the Fed allowing the economy to run hot and being slow to increase interest 
rates when required.

At this stage it is not clear whether the lift in inflation will be transitory or structural and this 
may take some time to play out. What we do know is that from this starting point many 
markets look fully valued. Alongside inflation there are other factors, including China-US 
tensions or a growth scare, that can cause market to reprice and volatility to spike. Ultimately 
this is important across different interest rate, credit and FX markets, and the relativities 
between them.

Our portfolio positioning remains defensive. On the interest rate side, we maintain a low level 
of duration and hence the portfolio has low interest rate sensitivity should we start to see 
markets price in rate hikes. We have 0.35 years in Australian duration exposure, and 0.11 years 
in the US along with some emerging market bond duration. Specifically, regarding inflation 
exposure, we initiated a trade to take advantage of some mispricing on the yield curve for 
inflation-linked bonds. We sold 0.25 years of inflation exposure at the 5 year maturity, which 
based on our analysis, is over-valued and should contribute to the portfolio should we see 
medium-term inflation expectations fade.

On the credit front, we are mindful that valuations are moving into expensive territory across 
many markets and that we are in the carry phase of the current cycle and have low 
expectations for further credit spread compression. This, however, is not an immediate trigger 
to reduce current exposures. High levels of liquidity in the market, low funding costs, 
manageable leverage and default rates appearing to have peaked all suggest credit spreads 
can move sideways. We have seen this in the past where in the absence of a catalyst in or shift 
in the cycle markets remain benign.

Our corporate exposures are at 64% of the portfolio and diversified across global markets. We 
continue to access risk premia across Australia, Europe, US, Asia and emerging markets. We 
hold investment grade and some sub-investment grade bonds as well as securitised exposure 
and subordinated hybrids. Over the month we did increase our hybrid exposure at the margin 
and reduce investment grade credit.

We made no material adjustment to currency positions over the month and retain a small long 
position in the US dollar and Japanese yen for downside risk protection.

Overall, we remain defensive with an investment grade average rating. We are carrying low 
interest rate sensitivity and our foreign currency positions are moderate. We remain liquid but 
importantly active and alert to opportunities as markets move forward.



Top ten holdings % Portfolio

AUSNET SERVICES HOLDINGS PTY LTD 3.1351 06-OCT-2080 Reg-S (SUB) 1.4%
TREASURY NOTE 2.625 15-FEB-2029 1.3%
TREASURY NOTE 1.75 15-NOV-2029 1.2%
SANTOS FINANCE LTD. 4.125 14-SEP-2027 Reg-S (SENIOR) 1.1%
SCENTRE GROUP TRUST 2 5.125 24-SEP-2080 Reg-S (SUB) 1.0%
BRISBANE AIRPORT CORPORATION PTY L 3.9 24-APR-2025 Reg-S (SECURED) 1.0%
QPH FINANCE CO PTY LTD 2.85 29-JAN-2031 (SECURED) 0.9%
WCX M4 FINCO PTY LTD 3.15 31-MAR-2031 Reg-S (SECURED) 0.8%
SYDNEY AIRPORT FINANCE COMPANY PTY 3.625 28-APR-2026 Reg-S (SECURED) 0.8%
AUSGRID FINANCE PTY LTD 3.75 30-OCT-2024 (SECURED) 0.8%
Total 10.2%

Maturity Profile % Portfolio
0-3 Years 35.7
3-5 Years 21.2
5-7 Years 14.0
7-10 Years 16.8
10-15 Years 2.5
15+ Years 9.7

LAWCTR_LXXBenchmark Security profile % Portfolio

Fixed rate 60.4
Floating rate 36.8
Other 2.9

Regional exposure % Portfolio
Australia 59.1
USA 30.7
Europe ex UK 5.9
UK 2.3
Asia inc Japan ex EM 0.1
Emerging Markets 1.9

Fund details
Chi-X Code: PAYS Holdings by composite broad credit rating % Portfolio
Fund size (AUD) AAA 10.0
Redemption unit price $9.8637 AA 5.6
Fund inception date A 10.4
Management costs 0.54% BBB 43.1
Distribution frequency Monthly Below BBB 10.5

Cash and Equivalents 19.3
Not Rated 1.0

Unless otherwise stated figures are as at the end of May 2021

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

$44,795,392

November-2019

May 2021

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

– 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.


