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Portfolio Review 
 

In June, the portfolio returned 1.3% (before fees), ahead of the benchmark by 0.3%. Over one year, the portfolio 
has returned 2.9% (before fees), ahead of the benchmark by 1.4%.  

At June end, the portfolio has a yield to maturity of 5.4% with an interest rate duration of 5.4 years. 

 
Market Review 
 

Cuts are off the table 

June was the month the rate cut narrative died. Inflation is stickier than hoped, central 

banks are talking hikes again, and the question is no longer when they ease - it's whether 

they're done at all 

June was the month central banks stopped talking about cutting rates and started talking about hiking 
them again - here at home and abroad. Inflation has not gone away, and policymakers are not done. A 
striking reversal from where markets stood at the start of the year. 

The catalyst, as it has been all year, is energy. The conflict in the Middle East sent oil sharply higher, and 
even as a ceasefire and peace-deal progress brought prices back down through May and June, the 
inflation impulse had already worked its way into the data. Headline CPI here and offshore sits well above 
target, and underlying measures have proven stickier than hoped - the reason the conversation changed 
this month. 

Policy: the RBA pauses, the rest of the world catches up 

The Reserve Bank of Australia (RBA) held the cash rate at 4.35% on 16 June, a unanimous pause after 
three straight hikes since February. Governor Bullock was clear this was a breather, not a finish line - 
inflation is “too high”, further hikes remain on the table. A soft April jobs print and cooling housing 
market haven't outweighed trimmed-mean inflation still running near 3.6%. 

Offshore, the rest of the world spent June catching up to where the RBA already was. The Federal Reserve 
(Fed) held rates in Kevin Warsh's first meeting as Chair, but the dot plot flipped from a projected cut to a 
projected hike, with nine of eighteen officials now looking for tightening by year-end. The European 
Central Bank (ECB) actually pulled the trigger, hiking 25bp - its first increase since 2023. The Bank of 
England held rates steady but kept tightening via quantitative tightening (QT). Four central banks, one 
message: inflation isn't behaving. 
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Rates: Australian bonds hold their own as US Treasuries reprice 

The 10-year Australian government bond yield actually drifted down toward four-month lows around 4.7–
4.8%. Falling oil prices eased inflation fears even while resilient jobs data kept markets split on whether 
the RBA has one more hike left. Meanwhile US Treasuries repriced hard: the 10-year broke above 4.5%, 
the 30-year cleared 5%, and markets moved to price roughly 75% odds of a Fed hike by September. The 
standout move was the narrowing Australia–US yield premium, as the hawkish US Fed pushed Treasury 
yields up faster than ours - a reminder that our cycle and the global one don't always move in lockstep.  

Credit: a genuinely good story at home 

Global investment grade spreads stayed tight all month - US investment grade (IG) closed June around 
72bp - supported by solid fundamentals, deep demand and a new-issue calendar comfortably absorbed. 
High yield was similarly quiet, with a late-month rally in lower-rated credits as war tensions eased. 

Australian credit had an even better month. Major bank funding spreads over swap have narrowed to 
their tightest since 2022, and issuance has run at decade-average pace despite three RBA hikes.  Order 
books on bank senior deals remain comfortably oversubscribed - real money, local and offshore, still 
wants the exposure. The structural story to watch is APRA's Additional Tier 1 (AT1) phase-out: major 
banks are leaning harder into Tier 2 subordinated debt, generally pricing at a more attractive spread than 
the AT1 it replaces. The big four banks are already ahead of their 2026 targets. Put simply: while the RBA 
tightened and global rates whipped around, Australian credit barely blinked. 

 

Market Outlook 
 

The path from here hinges on whether central banks follow through on the hawkish signals they sent this 
month, or whether slowing growth gives them cover to stay patient. We see four things shaping the next 
quarter. 

The August RBA is the meeting that matters. If trimmed-mean inflation has not clearly turned by then, 
a fourth hike becomes a live possibility rather than a tail risk. Offshore, the Fed's July meeting carries no 
fresh projections - a quieter event -but September, where markets now price a 75% chance of a hike, is 
shaping up as the next major catalyst. 

Australia–US rates: positioned for divergence, not convergence. With the RBA's tightening cycle 
effectively done and the Fed's potentially just starting, we expect the yield gap to keep compressing as 
Australian rates outperform and US rates stay under pressure - the dynamic on full display in June, with 
further to run. 

Europe and the UK don't need to follow the Fed higher. The ECB's hike and the Bank of Egland's (BoE) 
hawkish hold reflect the same energy-driven inflation shock everywhere, but we see no evidence of 
second-round effects - wages chasing prices, expectations de-anchoring - that would justify a genuine 
hiking cycle in either economy. 

Oil remains the swing factor. Further Middle East ceasefire progress would do more to ease inflation 
than anything central banks can engineer; a reversal would quickly resurrect June's hawkish narrative. It 
is the single biggest swing factor for growth and inflation into H2. 

Australian credit looks priced for perfection, but the quality is real. Spreads are tight and margin for 
error is low. However, bank fundamentals, funding access and demand all remain genuinely strong, and 
the cycle backdrop is now more supportive with the RBA done. We continue to like major bank Tier 2 
paper as the AT1 phase-out plays out, while watching offshore hyperscaler issuance as a source of 
dispersion to monitor rather than a domestic risk. 
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Portfolio update 
 

Our positioning reflects the divergence theme above: we are leaning into the gap between where the 
RBA's cycle is and where the rest of the world's is, while staying selective on credit and using inflation and 
currency markets to express related views. 

Rates 

Long Australian rates versus US. Our core rates trade remains long Australia versus short the US, 
positioned for the spread to keep compressing as Australian yields outperform on a completed RBA 
tightening cycle while US yields stay pressured. June's price action - Australian Commonwealth 
Government Bond yields drifting lower even as Treasuries broke out to fresh highs - was exactly the 
dynamic we're positioned for, and we see scope for more. 

Short the US front end. We remain positioned for further Fed tightening rather than cuts. Growth is 
holding up, inflation is moving higher rather than lower, and the labour market shows no signs of 
contracting - all consistent with the hawkish dot plot shift and the market's growing conviction a hike is 
coming. 

Long European and UK rates. In contrast to the US, we see limited need for either the ECB or the BoE to 
extend their tightening. The inflation shock is real but looks like a level shift from energy prices rather 
than the start of a genuine wage-price spiral, and we're comfortable being long duration into any further 
hawkish repricing. 

Long US inflation breakevens. This sits alongside our short front-end view as a hedge on Fed credibility. 
If the Fed does hike, we are short front-end rates; if it instead holds despite the inflation backdrop we're 
seeing, we'd expect breakevens to push higher as the market prices a Fed that has fallen behind the 
curve. Either way we're positioned for the inflation story, not against it. 

Credit 

Australian credit over global. Better valuations and a more supportive cycle now that the RBA's 
tightening is largely behind us make us prefer Australian credit broadly over global. Within Australia, we 
like high-quality short-dated IG, higher yield subordinated debt, and supranational issuers - a 
combination that captures attractive carry without reaching too far down the quality or duration curve. 

European credit over US; US securitised over Australian RMBS. Within global credit, we prefer Europe 
over the US on valuations. In securitised markets we favour US paper over Australian RMBS: pricing is 
more attractive in the US, and we're cautious on Australian housing given the pressure three RBA hikes 
this year have placed on borrowers and recent budgetary announcements.  

Currency 

Long USD versus AUD. A strong performer in June as Fed hike pricing built and Warsh talked tough in his 
first press conference, while the RBA signalled it was largely done. We're watching the US dollar closely 
from here given how far the hawkish Fed repricing has already run, but the structural case - a more 
hawkish Fed against a more dovish RBA - remains intact for now. 

Diversification 

Emerging market debt (EMD) as a diversifier. We continue to like EMD for the genuinely high real 
yields on offer and the diversification benefit it brings against a backdrop of developed-market central 
bank divergence. The US dollar is the key risk to monitor here, given how directly EMD performance is 
tied to the US dollar path. 
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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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