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Portfolio Review 
 

The Schroder Absolute Return Income Active ETF delivered a return of 0.9% (net of fees) for June and 5.2% (net) 
over the 12 months to June 2026, which is 1.3% over the RBA cash rate for the past year. Over 3 years and 5 
years the Fund has returned, net of fees, 6.1% p.a. and 3.6% p.a. which is 1.9% p.a. and 0.5% p.a. over the RBA 
cash rate, respectively.  
 
At the end of June, the Fund has a yield to maturity of 6.1% and a duration of 1.4 years. 
 
Largest contributors 

Most sectors contributed positively to returns over the month. The largest contributors were Australian 
investment grade and higher yielding corporates. Our FX positioning was a contributor to performance over 
the month as the Australian dollar fell against other major currencies. Emerging market debt and the Fund's 
direct subordinated debt holdings also contributed to excess returns. 
 

Largest detractors 

No sectors significantly detracted from returns this month, with only minor detraction from the Fund's 
holdings in US inflation-linked bonds and Australian semi-government bonds. 
 
Market Review 

Most assets took a breather over the month, despite the US and Iran signing a Memorandum of 
Understanding (MoU) and the reopening of the Strait of Hormuz. Global equities were flat over the month but 
were up an astonishing 13.5% in local currency terms over the quarter. US equities fell over the month, with 
the S&P 500 down 1% in US dollar terms. Interestingly, the equal weight S&P was up over 2% for the month, 
showing a potential rotation away from technology-related stocks. Given the reopening of the Strait, it was no 
surprise to see those most impacted by the oil crisis rally the most, with Europe leading the way followed by 
Japan, which were up 3% and 1% respectively in local currency terms. Over the quarter, emerging markets 
were the clear winners, up 24% in US dollar terms, thanks to a rally in Korea and Taiwan, but fell 1.4% over the 
month as technology took a breather.  

Bond yields were relatively flat over the month, with Australia outperforming with 10-year yields coming in 11 
basis points. The front end of the US sold off the most after Warsh came out more hawkish than the market 
anticipated, with US 2-year yields rising 17 basis points. Over the quarter, Australia was still the best performer, 
with 10-year yields coming in 25 basis points, whereas Germany saw yields come in 14 basis points and the US 
saw yields rise 15 basis points. Credit spreads were mostly rangebound this month, with both investment 
grade and high yield spreads widening 3 basis points, whereas Australia outperformed, tightening 4 basis 
points. Over the quarter credit did exceptionally well, with US investment grade tightening 44 basis points, US 
high yield coming in 123 basis points, which was outperformed by emerging market corporates which came in 
even more. Australian credit lagged over the quarter, with spreads widening 7 basis points. The US dollar 
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continued to rally, up over 2% this month, with the Euro and Japanese yen falling 2% each, and the Australian 
dollar underperformed by falling 3.7%. Over the quarter, the US dollar rallied just over 1%, with the Australian 
dollar mostly flat, but the Euro and yen falling 1% and 2% respectively. 

 

Market Outlook 
 

Australia: RBA set for extended hold 

The Reserve Bank of Australia (RBA) held the cash rate at 4.35% at its June meeting, pausing after three 
consecutive 25 basis point (bp) hikes delivered in February, March and May. While the hold itself was widely 
anticipated, the accompanying statement retained an explicit tightening bias, and the May Consumer Price 
Index (CPI) release gave the Board good reason to keep it there. Headline CPI eased to 4.0% year-on-year from 
4.2% in April, but trimmed mean inflation - the RBA's preferred underlying measure - rose to 3.6% from 3.4%, 
its highest reading since September 2024. Services inflation also accelerated to 3.7% from 3.5%. The 
composition of the data matters: a softer headline print driven by decelerating fuel costs masks underlying 
price pressure that remains sticky and broad-based. We read the RBA's posture as on hold for now, with the 
bar for a further hike lower than the market's central case but firmly above zero. 

The growth outlook has shifted markedly weaker over the past month, though hard evidence of an actual 
slowdown remains scarce. Expectations have been revised down largely in response to the budget’s housing 
measures discussed in our May commentary, rather than because of data confirming the economy has already 
turned. The April household spending weakness we flagged at the time has since proven to be largely an 
Easter-related seasonal distortion: May spending rebounded 1.3% month-on-month (including and excluding 
transport), more than double the 0.5% consensus, with annual growth at 5.5% and discretionary spending up 
2.1% month-on-month - its strongest annual pace since 2023. There is limited evidence in the hard data that 
the consumer is actually pulling back, supported by solid income growth, strong savings buffers and a labour 
market that has held up well, with unemployment easing to 4.4% in May. Business investment is also picking 
up sharply: Q1 capital expenditure rose 6.5% quarter-on-quarter, more than six times consensus, driven by 
data centre equipment spending tied to the global AI build-out. We think this consumer resilience matters for 
the inflation outlook, as it suggests businesses retain the ability to pass through costs without unduly 
damaging demand. We expect house price declines and falling turnover to weigh on spending with time, but 
for now we remain constructive on growth overall, even as the RBA stays alert to downside risks building in the 
housing-sensitive parts of the economy. 

Putting the pieces together, our base case is for an extended pause from the RBA rather than either an 
imminent resumption of hikes or an early pivot to cuts. Sticky underlying inflation and a resilient consumer and 
labour market argue against easing prematurely, while the prospective drag from weaker house prices and 
tighter investor lending argues against further tightening. We expect the Board to hold through the 
September quarter at a minimum, watching the housing data in particular for signs that the budget-driven 
slowdown is broadening beyond the property sector before making its next move in either direction. 

United States: Warsh's Hawkish Debut 

The US economy continues to outperform expectations, supported by AI-driven investment in data centres and 
semiconductors, early signs of reshoring-led manufacturing revival, and fiscal stimulus from the One Big 
Beautiful Bill (OBBB) tax cuts. The offset is persistent inflation: core PCE is running at 3.4%, well above the Fed’s 
2% target, while May CPI reached a three-year high of 4.2%. The June FOMC meeting, the first chaired by Kevin 
Warsh, sent a hawkish signal. The Committee held rates at 3.50%–3.75% in a unanimous 12-0 vote, but the dot 
plot shifted materially, with the median 2026 projection rising to 3.8% from 3.4% in March - moving from an 
implied cut to a hike-leaning path - and nine of eighteen participants now pencilling in at least one hike. The 
Committee also removed forward guidance from its statement, consistent with Warsh’s longstanding criticism 
of the practice. In his first press conference, Warsh said plainly that the Fed has “missed” on inflation for five 
years and intends to correct course. 

We view this hawkish stance as typical of a new Fed chair seeking to establish their inflation credibility, rather 
than as a definitive guide to the Fed’s true reaction function. New chairs have often used their first meeting to 
demonstrate “hawkish bona fides”. Markets have taken his comments at face value and repriced sharply: Fed 
funds futures now imply roughly an 80% chance of a hike by December, up from about 25% a month earlier. 
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The 2-year Treasury yield rose to around 4.15%, while the curve flattened as the 10-year yield fell to roughly 
4.37%–4.40%, a seven-week low. This reflected a softer-than-expected May core PCE print and lower oil prices, 
which pushed breakeven inflation rates down even as the Fed’s rhetoric turned more hawkish. The result was a 
bull flattening, with long bonds outperforming as lower energy prices contained near-term inflation 
expectations, while the front end sold off on the prospect of further hikes. 

Our view is that talk is cheap, and it remains to be seen whether the Fed actually delivers on the hawkish 
messaging. A couple of factors make us wary, even though our Taylor Rule-based US cash rate models,  
suggest at least 2 hikes over the balance of the year. First, the political environment matters. The White House 
nominated Warsh explicitly in pursuit of lower official rates and the timing is especially difficult given the 
November mid-term elections already look fraught for the Republicans. Secondly, Warsh’s five taskforces are 
not expected to deliver recommendations until year end, buying time for inflation to (hopefully) resolve itself 
and thirdly higher short-term rates will clash with the US Treasury’s funding strategy which has concentrated 
new issuance in T-bills adding additional pressure on the Fed to avoid a prolonged tightening phase. 

 

Portfolio update 
 

June was an active month for rates positioning across our three core markets, while currency positioning was 
tactically adjusted as the Australian dollar weakened and credit changes were comparatively modest. 

Rates: 
In Australia, with the RBA hold fully priced, we reduced Australian duration exposure in maturities under three 
years, as yields in this part of the curve fell below the 4.35% cash rate. We anticipate materially lower volatility 
in Australian rates over coming months as the RBA settles into an extended hold, waiting for clearer signals on 
the growth and inflation mix before its next move in either direction.  

We have taken the opposite approach in Europe. The European Central Bank (ECB) raised its deposit rate by 25 
basis points to 2.25% on 17 June, its first hike since 2023, with a further increase expected in July even as the 
economy slows -  a policy error in the making, in our view. The flash June composite Purchasing Managers’ 
Index (PMI) recovered only marginally to 49.5 from a 30-month low of 48.5 in May, with services still firmly in 
contraction at 47.7. Hiking into a services-led contraction, as oil prices decline and the energy shock that 
justified the move fades, raises the risk the ECB over-tightens. We have extended duration in European rates, 
concentrated at the front end of the curve, which we see as most exposed to a reversal once growth data 
forces the ECB’s hand. 

In the US, we added to front-end duration exposure as 2-year Treasury yields rose to approximately 4.20% in 
the wake of the hawkish June FOMC outcome. We view this level as adequately compensating for the risk of 
one hike while offering attractive carry if the Fed ultimately fails to deliver on its dot plot, consistent with our 
concerns. We have also introduced a new 6% position in US Treasury Inflation-Protected Securities (TIPS), 
where the 2-year breakeven inflation rate has fallen to approximately 2%, crushed lower by the combination of 
declining oil prices and the Fed’s hawkish rhetoric. We see this breakeven level as too low given the elevated 
starting point for inflation and the risk that inflation (ex-energy) rebounds as businesses, buoyed by strong 
earnings, regain pricing power. The position is structured to benefit from any reacceleration in inflation 
compensation from current depressed levels. 

Currency:  
During the month, we increased our AUD short position from 5% to 7.5% of the Fund, expressed predominantly 
against the US dollar (USD). This position was on the view that the AUD would decline as the interest rate differential 
with major peers had narrowed with the softening in domestic growth expectations. The position performed well, 
benefiting from USD strength, particularly following the hawkish FOMC outcome described above. We have since 
taken profits, reducing the AUD short back to 5%, reflecting both the gains already captured and the more balanced 
near-term outlook for AUD now that the RBA hold is fully priced. We remain short AUD against emerging market 
currencies, mostly Brazilian real, South African rand and Mexican peso. 

Credit:  
We were considerably less active on credit positioning this month. We cut the Fund’s holding in longer-dated (>10 
years) Australian semi-government bonds from 5% to zero, having benefited from the contraction in spreads over 
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recent months. While the trade has been profitable, we are increasingly concerned about the medium-term impact 
on state government revenues of softer house prices and lower property transaction volumes, both of which are 
direct sources of state revenue. We also reduced exposure to US securitised assets by 2.5%, using the proceeds 
(along with the sale of semi-government bonds) to fund the new TIPS position described above. Lastly, we continued 
to add to our AUD subordinated major bank holdings, increasing the position by 2% to 10%, concentrated in 
securities with call dates within two years, where spreads to the cash rate remain above 120bp. We see this as very 
attractive compensation for credit risk that we view as well contained, given the resilience of major bank balance 
sheets. 

In summary:  

Taken together, this month’s changes reflect three core views. In Australia, with the RBA on what we expect to be an 
extended hold, we have trimmed front-end AUD duration where the reward for holding it has diminished, while 
continuing to add carry through subordinated bank debt where we are well compensated for credit risk we consider 
manageable and reducing the AUD currency short position. In Europe, our scepticism that the ECB can keep 
tightening into a services-led contraction has led us to add front-end duration, positioning for the rate reversal we 
expect once growth data forces the Governing Council’s hand. In the US, our doubts that a new Fed chair’s hawkish 
debut will translate into actual hikes have shaped both our duration and inflation positioning, adding front-end 
exposure at yields we think already compensate for the risk of one further move, and buying inflation protection at 
break-evens we view as too low given the starting point for core inflation. The common thread is a willingness to 
position against the market’s response to central bank’s recent guidance where the underlying growth and inflation 
data do not yet support it, while staying disciplined on credit risk and funding new ideas by trimming positions where 
most of the gains have been captured. 
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Important information: This document is issued by 
Schroder Investment Management Australia Limited 
(ABN 22 000 443 274, AFSL 226473) (Schroders). 

This document does not contain and should not be 
taken as containing any financial product advice or 
financial product recommendations.  This document 
does not take into consideration any recipient’s 
objectives, financial situation or needs.  Before making 
any decision relating to a Schroders fund, you should 
obtain and read a copy of the product disclosure 
statement available at www.schroders.com.au or other 
relevant disclosure document for that fund and consider 
the appropriateness of the fund to your objectives, 
financial situation and needs. All investments carry risk, 
and the repayment of capital and performance in any of 
the funds named in this document are not guaranteed 
by Schroders or any company in the Schroders Group.  
The material contained in this document is not intended 
to provide, and should not be relied on for accounting, 
legal or tax advice. 

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

 To the maximum extent permitted by law, Schroders, 
every company in the Schroders plc group, and their 
respective directors, officers, employees, consultants 
and agents exclude all liability (however arising) for any 
direct or indirect loss or damage that may be suffered 
by the recipient or any other person in connection with 
this document.  

Opinions, estimates and projections contained in this 
document reflect the opinions of the authors as at the 
date of this document and are subject to change without 
notice. “Forward-looking” information, such as forecasts 
or projections, are not guarantees of any future 
performance and there is no assurance that any forecast 
or projection will be realised. Past performance is not a 
reliable indicator of future performance. All references 
to securities, sectors, regions and/or countries are made 
for illustrative purposes only and are not to be 
construed as recommendations to buy, sell or hold.  

Telephone calls and other electronic communications 
with Schroders representatives may be recorded. 
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