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Schroder Multi-Asset Income Fund  
 
Portfolio review  

 
The Schroder Multi-Asset Income Fund delivered 0.44% (pre-fees) over the month bringing the 12 month 
return to 5.21% (pre-fees), which was 5% above the RBA cash target. 
 
Positions in equities were the major positive contributor to performance over February, adding 0.46% 
Performance was negatively impacted by the sharp increase in yields,  despite holding low levels of duration 
at 1.0 years Credit based assets continued to perform  well and produced a positive result,as credit spreads 
remained well supported, which largely offset the loss  caused by the move in interest rates.  
 
Foreign currency exposures were a net detractor. Whilst we have been reducing our Japanese yen (JPY) 
positions, we maintained our US Dollar (USD) positions.   These currencies depreciated against the Australian 
dollar (AUD) which has remained well supported, despite the increase in market volatility.  
 
Outlook  

 
The reflation trade continued over the month of February amid the positive economic data and continued 
supportive monetary and fiscal policy settings and strong evidence of vaccine effectiveness and broader 
distribution. Expectations for higher inflation was the key driver for higher bond yields.  
If bond yields are moving higher as a result of moving to a more sustainable growth profile, then this is broadly 
a positive story. That said, the move to higher bond yields will likely be painful, delivering negative returns in 
duration-based assets as we have seen in February. 
 
The risk is that any transition becomes more disorderly and markets cease to function effectively for a period 
of time. We have seen examples of this in the past and adjustments such as these rarely occur in a straight 
line. Central banks have committed to low rates for an extended period of time, and at some point the market 
will begin to test this narrative. Even if the rise in yields is orderly the question is when do risk assets like 
equities react poorly. How much of a rise in yields can they sustain and at what pace? Previous yield moves can 
give us some information. Back in 2018 when US 10 year bond yields rose through 3% risk assets volatility 
increased. The current circumstances are somewhat different although it could be argued that with higher 
global debt levels, risk assets could be more sensitive. 
 
From the perspective of investors who are looking to access income the challenges continue. Cash rates are 
essentially zero and if we now see a rise in bond yields then duration based fixed income investments are 
vulnerable and can deliver negative returns. Credit based assets and exposure to equities are most likely to 
remain the key driver for positive returns. For the credit risk component of the portfolio we have been using 
interest rate hedging strategies to reduce the duration risk to dampen the impact of a rise in yields. 
 
In terms of equity positioning, with valuations remaining somewhat stretched, and our expected returns 
remaining low across most equity markets, we reduced our equity weight by 1% in February down to 17%. This 
was implemented primarily through global equities. The 1% was re-allocated to fund an exposure to 
commodities futures, which we expect to continue to perform strongly through a global recovery and also act 
as a potential inflation hedge. We also continued to add out-of-the-money put option spreads to provide some 
protection from small to medium sized market corrections.  
 
In terms of current positioning in the Australian credit market we have kept our Australian investment grade 
credit holdings relatively static, despite credit spreads having compressed into the expensive zone. Our hybrid 
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exposures remain unchanged and provide a good source of income to the portfolio. Australian residential 
mortgage backed securities continue to provide a cash plus yield and are high quality, but allocations decline 
as principal is returned. 
 
In offshore credit markets we retained our tactical tilt to global high yield at 5% of the portfolio which continues 
to provide one of the highest available yields compared to cash. The global high yield market is US domestically 
focused and continues to benefit from the fiscal support from the US government. It is shorter in tenor than 
many investment grade markets and hence steepening of credit curves is less of an issue. 
 
We have also maintained our US investment grade holdings though are cautious around the longer duration 
risk of this market. We are concerned that the rise in yields may lead to a softening in investor demand which 
would likely see a widening in credit spreads. We have retained our US securitised credit exposures which has 
low duration risk and continues to be defensive as our exposures are highly rated and typically senior in the 
capital structure and diversified by sub-asset classes. 
 
Asian credit exposures continue to provide reasonable yields over cash and assist with portfolio diversification. 
We continue to hold exposures to the Schroder ISF Global Credit Income Short Duration Fund which is 
predominantly European in its exposures and provides diversification to the US holdings. Importantly it is also 
shorter in duration risk and hence expected to be less variable should we get more in volatility rates. Our 
emerging market debt exposure continues to be cash plus focused with a risk managed approach designed to 
access value in bonds denominated in US dollar and local currency bonds in emerging markets with less 
outright market exposure than a benchmark aware portfolio. 
 
In terms of interest rate exposures, we have been reducing duration which at month end was at 1.0 years 
compared to close to 2.1 years in November last year. Concerns around the extent of the potential rise in yields 
led us to remove some of that risk. Our remaining exposures are predominantly split between Australia and 
the US. We do retain a small level of duration as we still believe in more negative situations, it will benefit the 
portfolio. 
 
In terms of currency we had previously reduced our USD position and last month we reduced our JPY 
exposures by 0.8%. Concerns around a continuation in the stronger AUD leads us to tactically reduce the 
position. 
 
Overall, we have increased liquidity and are actively managing our exposures with a diversified portfolio and 
maintaining a defensive tilt. As risk assets continue to rally, we expect to begin reducing allocations.  
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Important Information  
Opinions, estimates and projections in this article constitute the current judgement of the author(s) as at the date 
of this article.  They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, 
ABN 22 000 443 274, AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to 
change without notice. 
 
In preparing this article, we have relied upon and assumed, without independent verification, the accuracy and 
completeness of all information available from public sources or which was otherwise reviewed by us. 
 
Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is 
contained in this article. 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 article or for any resulting 
loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of this article or any 
other person. 
 
This article does not contain, and should not be relied on as containing any investment, accounting, legal or tax 
advice. Before making any decision relating to a Schroders fund, you should obtain and read a copy of the relevant 
disclosure document for that fund to consider the appropriateness of the fund to your objectives, financial 
situation and needs. 
 
You should note that past performance is not a reliable indicator of future performance. 
 
Schroders may record and monitor telephone calls for security, training and compliance purposes. 
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