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This presentation 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). Investment in Schroder Funds may be made on an application form in the Product Disclosure Statement 

(PDS) which is available from the Schroders website www.schroders.com.au.  The information contained in this Presentation is general information only 

and does not take into account your objectives, financial situation or needs.  Before acting on the information contained in this Presentation you should 

obtain a copy of the PDS and consider the appropriateness of the information in regard to your objective, financial situation and needs before making any 

decision about whether to invest, or continue to hold. 

Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is contained in this presentation. Except insofar 

as liability under any statute cannot be excluded, Schroders and its directors, employees, consultants or any company in the Schroders Group do not 

accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in this presentation or for any resulting loss or 

damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of this presentation or any other person. Returns shown are before 

tax and fees and all income is reinvested. 

You should note that past performance is not a reliable indicator of future performance. Opinions constitute our judgement at the time of issue and are 

subject to change. The information and opinions and associated estimates and forecasts contained in this document have been obtained from or are 

based on sources believed by us to be reliable, but no responsibility can be accepted for error of fact or opinion. For security reasons telephone calls may 

be recorded. 

Investment guidelines represented are internal only and are subject to change without notice.  

Third party data including MSCI data, is owned by the applicable third party identified in the presentation and is provided for your internal use only. Such 

data may not be reproduced or re-disseminated and may not be used to create any financial instruments or products or any indices. Such data is provided 

without any warranties of any kind. Neither the third party data owner nor any other party involved in the publication of this document can be held liable for 

any error. The terms of the third party’s specific disclaimers, if any, are set forth in the Important Information  section at www.schroders.com.au   
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The standard portfolio 
Fixed SAA, dominated by Equities  

Source: Schroders, SMART VaR 

* Schroders Balanced Fund as at 31 December 2014 



How has the standard portfolio performed? 
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Source: Schroders, Global Financial Data, Balanced fund is 30% global equity, 30% Australian equity, 30% Australian bonds, 10% cash. 
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Objective based management 
Significantly more flexibility required 

 

Source: Schroders 

*Unable to achieve positive real return in the 1970s due to high inflation environment  even when allocating 100% to equities, the best performing asset 

class 

* 



 Risk and return trade-off is static 

 Valuations don’t matter in the long run  

 Risk is volatility 

 Order of returns doesn’t matter 

 Risk / return trade-off is dynamic 

 Valuations matter  

 Risk is not meeting objectives 

 The path returns take is important  

 

Standard Assumptions Reality 
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Risk return trade-off varies considerably 
Assumptions versus Reality 



Efficient Frontier 1980's Efficient Frontier - 1990's and 2000's 

Valuations matter 
The risk/return trade-off is not static 
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Source: Schroders. Datastream.  

ASX 200 and UBS. A Composite index.  Actual risk (standard deviation) and return for the period 1 Jan 1980 to 31 Dec 1989 and 1 Jan 1990 to 31 Dec 2010. 
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Risk return trade-off varies considerably 

 Last 2 decades better off in bonds than shares 

Source: Schroders. Datastream.  ASX 200 and UBS. A Composite index.  Actual risk (standard deviation) and return for the period 1 Jan 1980 to 31 Dec 1989 and 1 Jan 1990 to 31 

Dec 2010. 
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Starting P/E US Equity Market and Shiller PE 

Valuations Matter 
Average Annualised 10 Year Return – International Equity 
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Source: GFD, 31 Jan 1970 to 31 December 2014 in USD 
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The order of returns matters 
Both pre & post retirement  

 $(100,000) 

 $-  
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A: 8% then 4% 

Source: Schroders, Scenario A: 8% p.a for 10 years then 4% p.a. Scenarios B: 4% p.a for 10 years then 8% p.a. $40,000 p.a. drawdown. 

Account balance after drawdown 

B: 4% then 8% 
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An Australian investor’s perspective 
Annual returns for a range of asset classes 
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Source: Datastream, 12 months to 31 December (1993-2014) 
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A range of Multi-Asset Solutions 
Different solutions for different objectives 
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Source: Schroders 

Schroder Balanced Fund  
Schroder Real Return  

(CPI Plus 5%) 

Schroder Real Return  

(CPI Plus 3.5%) 

Asset Class 
Multi-Asset / Traditional Multi-Asset / Objective Based Multi-Asset / Objective Based  

Benchmark Constrained – 60/40, Peers Flexible Flexible 

Target  performance/risk 

objective 

Max return subject to risk 

constraints 

CPI+5%, min downside risk 

 

CPI+3.5%, min sequence and 

downside risk 

Timeframe 5years + 3 years 3 years 

Strategy 
Active, SAA with TAA overlays Target return / downside risk focus, 

flexible AA 

Target return / downside risk focus, 

flexible AA 

Investment phase 
Accumulation Accumulation, Pre-retirement and 

Pension 

Pre-retirement, Pension, 

Income/Low risk 

Distribution 
Twice yearly Twice yearly Aims to distribute at least the RBA 

cash rate quarterly 

Target Investor 

For investors seeking a balanced 

portfolio combining a diversified 

range of growth and defensive 

assets with strong downside risk 

control 

The fund is designed for investors 

seeking to maximise returns by 

dynamically investing across a 

wide range of risk premia and 

asset classes whilst minimising 

downside risk  

A flexible and diversified portfolio 

for investors seeking to achieve 

targeted returns above inflation by 

investing across a wide range of 

risk premia and asset classes 

whilst minimising downside risk  



Traditional* Objective Based** Objective Based, lower risk*** 

How does this compare to a traditional* portfolio? 
Focusing on client objectives 

*Traditional strategy refers to the Schroder Balanced Fund 
**Objective Based strategy refers to the Schroder Real Return CPI Plus 5% Fund. ***Objective based, lower risk refers to the Schroder Real Return CPI Plus 3.5% Fund 
Please note that these are indicative asset allocation only and may change, subject to market conditions and outlook, and may not add to 100 due to rounding, as at 31 March 2015 
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Aus Equities: ASX 200 Acc Index; Global Equities: MSCI World ex Aus AUD Hedged Net TR Index; REITs: ASX 200 Acc A-REIT Index; Fixed Income: UBS Composite Bond Index; Australian High Yield: Schroder 

Higher Yielding Credit Pool; Global High Yield: Barclays Global High Yield AUD Hedged Index; Cash: UBS Bank Bill Index; Emerging Markets: MSCI EM AUD Hedged Net TR Index, Hedge Funds: Credit Suisse 

Hedge Fund Index Source: Schroders, Bloomberg, Morningstar. Datastream. Expected returns as at 30 April 2015. Historical returns are to 30 April 2015, with the exception of Hedge Funds which for the prior month. 

Historical Return v Volatility Expected Return v Prob. of Loss 
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Core Portfolio 
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Our forecasts  
Low and compressed returns, rising risk 



A false sense of security? 

Quantitative easing 

Source:  Datastream, Schroders 
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Cyclically Adjusted PE Ratios Starting US CAPE v 10 Year Returns 

Key views: Valuations stretched in the US 
Imply moderate future returns 
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Source: GFD, 31 Jan 1970 to 31 December 2014 in USD 
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Equities and REITs

USA
Europe 

ex UK
UK Japan

China 

(USD)

Hong 

Kong

Russia 

(USD)

World 

(DM)
EM (USD)

Asia ex 

Jap
A-REITs G-REITs

Australia -0.1 -0.4 -0.1 0.3 -0.8 -0.2 -0.3 -0.3 -0.4 -0.2 -0.2 -0.9 -0.9

USA 0.3 0.3 0.7 -0.3 0.2 0.2 0.1 0.1 0.2 0.2 -0.5 -0.5

Europe ex UK 0.0 0.4 -0.6 -0.1 -0.1 -0.2 -0.2 -0.1 -0.1 -0.8 -0.8

UK -0.4 -1.1 -0.5 -0.6 -0.6 -0.7 -0.6 -0.5 -1.2 -1.2

Japan 0.7 0.6 0.5 0.4 0.4 0.5 0.5 -0.1 -0.1

China (USD) 0.1 -0.1 -0.1 -0.2 -0.1 0.0 -0.7 -0.7

Hong Kong 0.2 -0.1 -0.1 0.0 0.0 -0.6 -0.6

Russia (USD) 0.2 0.0 0.1 0.1 -0.6 -0.6

World (DM) 0.3 0.1 0.1 -0.5 -0.5

EM (USD) 0.2 0.0 -0.6 -0.7

Asia ex Jap 0.1 -0.7 -0.7

A-REITs 0.8 0.0

G-REITs 0.8

Fixed Income

USTs Bunds JGBs
Global 

Agg
Aus IG Global IG

Aus 

Hybrids

US / 

Global  

EMD (USD 

Sov)

AGBs 1.5 -0.1 -0.4 0.3 -0.1 0.5 0.4 0.7 0.8 0.9

USTs 1.5 -0.4 0.4 -0.1 0.6 0.4 0.7 0.9 1.0

Bunds 1.9 0.7 0.3 1.0 0.8 1.1 1.3 1.4

JGBs 1.2 -0.4 0.2 0.1 0.4 0.5 0.6

Global Agg 1.6 0.7 0.5 0.8 1.0 1.0

Aus IG 0.9 -0.2 0.1 0.3 0.4

Global IG 1.1 0.3 0.5 0.5

Aus Hybrids 0.8 0.2 0.2

US / Global  HY 0.6 0.1

EMD (USD Sov) 0.6

Notes

* Value Signal for 3 year returns as at 28 Feb 2015 are used to calculate relative value

* ŸRelative value is calculated as the difference between value signals on 2 different markets - the value signal for the market in each row (horizontal) minus the value signal for the 

  market in each column (vertical)

* Negative values indicate a more favourable view of the market in the relevant row over the market in the relevant column. A positive value indicates the opposite.

* Shaded cells (red for unfavourable and green for favourable) represent relative value markets above an absolute cut-off based on historical relative value analysis. The cut-offs for the

  different markets are below  and represent ~ 1/3 of all historical periods

  - Equities and REITs: ± 0.63

  - Fixed Income :  ± 0.79

Relative Value
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Key views 
Lots of reasons not to like REIT’s 
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Source: Schroders, Datastream 
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Australian Bond Yield and Duration 

Fixed Income  
Benchmark is not low risk 
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Source: Bloomberg as at 28 February 2015 
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US Investment Grade Spread History US High Yield Spread History 

Expensive for lower quality assets 
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Source: OAS to LIBOR data sourced from City Velocity (Citi Fixed Income Index – AusBIG Index – Corporate Rating Category) and Barclays Global High Yield Index as at 30 April 

2015. Min and max range indications have been trimmed by 5% at both points to remove extremes.  Rock Bottom Spread per Schroders calculation using average term of relevant City 

Velocity data set and Barclays Global High Yield at 6 years average term using Ba3 average rating. 

Credit 



Distribution of Returns against Objective - Real Return CPI + 5% Fund 

Schroder Real Return CPI Plus 5% Fund 
Performance v objectives (risk & return) 
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Real Return 

Target: 5% p.a. 
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Source: Schroders. Returns are for Schroder Real Return CPI Plus 5% Fund (Professional Class, pre-fees) to 30 April 2015. Australian CPI growth for the 3 years to April 2015 is 

assumed to be at the same level as for the 3 years to March 2015 
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Schroder Real Return CPI Plus 5% Fund 
Performance v objectives (risk & return) 
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Performance vs worst 10 months of ASX 200 Acc. Index 

Schroder Real Return CPI Plus 5% Fund * 
ASX 200 Accumulation Index 

Drawdown Objective – Minimise incidence of neg. returns 
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Schroder Real Return CPI Plus 5% Fund (Professional Class) 

CPI**+5% 

Real Return Objective – CPI +5%** 
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Efficiency Objective – Sharpe ratio 
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Rolling 3 year Volatility 

Schroder Real Return CPI 
Plus 5% Fund * 

ASX 200 Acc 

Cash *** 

Volatility Objective – Acceptable level ~ 5% target 

* Performance of the Schroder Real Return CPI Plus 5% Fund Professional Class ** CPI is measured by the RBA Trimmed Mean as published by the ABS.  

*** The proxy for Cash is the RBA Cash Rate. Gross performance is measured as at 30 April 2015. 

Source: Schroders, Bloomberg, Datastream. 
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