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Portfolio Review 
 
The Schroder Real Return Fund returned 0.2% (pre-fees) for the month, taking the quarterly return to 2.8% and the 
one-year return to 12.6% (pre-fees). 
 
Largest contributors  

The Fund’s foreign currency exposure was the primary contributor to performance over the month (+0.5%) as the 
Australian dollar fell against other major currencies. The Fund’s allocations to investment grade fixed income, higher 
yielding fixed income and emerging market debt contributed positively (+0.4%) as we continue to trade around 
pockets of better relative value and take carry even as spreads remain tight. Our active approach to managing 
interest rate exposure through overlays also added 0.1% to performance. 

Largest detractors  

The Fund’s alternatives exposure, specifically gold and broad commodities, detracted from performance as oil prices 
declined following the signing of a Memorandum of Understanding between Iran and the US and the reopening of 
the Strait of Hormuz. Equities also detracted, primarily due to the Fund’s exposure to gold miners.  

 

Market Review 

Equity markets delivered mixed results over the month, despite the US and Iran signing a Memorandum of 
Understanding (MoU) and the reopening of the Strait of Hormuz. While risk assets, initially reacted positively to these 
developments, as the month progressed, the market shifted its focus from geopolitics back towards ongoing 
concerns about excessive AI related capital expenditure, and the potential of an unwind in the rally of tech and tech-
related stocks. From an economic perspective the outlook for the US economy remains strong, with the labour 
market remaining tight, and the expected GDP growth for Q2 remaining resilient after taking out transitory impacts 
from net exports and changes in inventories. On the monetary policy front, Kevin Warsh’s first FOMC meeting as the 
new Federal Reserve (Fed) chair, and his subsequent remarks were more hawkish than the market had anticipated, 
thereby opening up the potential for US rate hikes in the second half of the year. Elsewhere, the European Central 
Bank and Bank of Japan also raised their policy rates during June.   

Global developed equity markets took a breather in June, delivering flat returns for the month, however this masked 
regional divergence, with the S&P 500 falling by -1% for the month, while the Euro Stoxx and Nikkei delivered strong 
returns respectively of 3.7% and 5.7%. Australian equities produced a marginal positive return of 0.7% in June, while 
emerging markets underperformed with a return of -1.4% in US dollar terms. Over the second quarter, equity 
markets produced very strong returns, with global equities returning 14%, and emerging markets returning 24%, 
driven by very strong performance from the tech heavy Korean and Taiwanese markets, which returned 68% and 
45% respectively for the quarter in local currency terms. Australian equities, despite having a reasonable return of 4% 
for the quarter, significantly underperformed global counterparts. 

In fixed income, bond yields continued the divergence which we initially saw in May, with US and Japanese bond 
yields underperforming, while Australian, German and UK bonds continued to rally, albeit to a smaller extent in 
comparison to May. The Australian 10 year bond yield fell by -0.11% in June, to finish the month at just over 4.7%, 
while the US 10 year bond yield moved marginally higher to finish the month at just under 4.5%. German and UK 10 
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year bond yields also fell by -0.08% and -0.05% respectively, while Japanese yields moved marginally higher. We saw a 
similar trend over the quarter, with Australian and German 10 year yields falling by -0.25% and -0.14% respectively 
over the quarter, while US and Japanese 10 year yields increased by 0.15% and 0.33% respectively. We saw a similar 
move in the front end of the curve, with the exception of Japan, as the market moved to price out additional hikes 
from the Reserve bank of Australia, and to price in hikes for the Fed. Credit spreads were broadly flat in investment 
grade but widened marginally in high yield for the month. Over the quarter, credit spreads were tighter across 
markets. 

In currencies, the DXY Index rallied by 2.3%, driven by resilient US growth and higher US bond yields against other 
developed markets. The Australian dollar underperformed in June, falling by almost -4% against the US dollar and 
close to -2% against other major developed market currencies for the month. Over the quarter, the Australian dollar 
ended up broadly flat relative to the US dollar, and moderately higher against the Euro and Japanese Yen. 
Commodities underperformed over the month and quarter, with the Bloomberg Commodity index falling by over -
8% over the month and quarter. Brent oil futures continued to fall sharply in June, returning -21% during the month 
and -24% over the quarter. Gold was another underperformer, falling by -12% in June, and -14% over the quarter. 

 
Market Outlook 
 

Investors breathed a sigh of relief as Iran and the US signed a Memorandum of Understanding (MoU), effectively 
starting a 60-day ceasefire. While it has been somewhat wobbly, with the two resuming kinetic action over most 
weekends, for now we are seeing increased transit through the Strait of Hormuz, although not yet back to pre-war 
levels. According to Iran’s Speaker of Parliament, Iran itself has exported over 40 million barrels of oil since the US 
blockade was lifted. While it is hard to verify these numbers and the situation remains fragile, the oil price has fallen, 
with Brent crude futures dropping from a high of US$118 at the peak of the crisis down to around US$73 at month 
end. This essentially means crude oil is back to levels last seen before the Strait was closed. That is not to say gasoline 
prices at the pump have returned to normal, with shortages of refined products keeping crack spreads elevated, but 
this is a very welcome reprieve.  

Chart 1: Blue-water commercial cargo tankers exiting the Strait of Hormuz (Vessel count, from 2025) 

 
Source: Deutsche Bank, dbDataInsights. Note: estimates do not include dark fleet activity. 

It is fair to say that, unless hostilities return, the market is moving on from Iran. President Trump is still flexing that 
he may return to a full-scale war if the negotiations do not yield results, but for now the market sees this as typical 
Trump bluster. Countries that were most impacted by the war, Europe and Japan for example, have seen their equity 
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markets enjoy a relief rally. For now, the market has returned its focus on more ‘normal’ issues, such as AI earnings, 
AI token costs, DRAM prices, and the new Federal Reserve chair.  

The US economy continues to outperform expectations, with US Q1 GDP being revised higher from 1.6% to 2.1%, 
mainly from an increase in imports. This high demand for AI-driven investment in data centres and semiconductors is 
estimated to contribute around 1% to US GDP. There are early signs of a reshoring-led manufacturing revival, with 
manufacturing PMIs beating expectations, coming in at 55.7 this month. Non-farm payrolls continue to exceed 
expectations showing an increase in worker demand. On the flip side, we’ve seen private demand be revised lower, 
likely due to the impact of higher oil prices. With the US economic surprise index so high, it is prudent to expect some 
mean reversion over the coming months, but for now the economy appears rock solid. 

Chart 2: US growth revised up on imports, but demand has been revised down 

 
Source: Schroders, Macrobond, 25 June 2026. 

With such strong growth, markets are anticipating that the US Federal Reserve will hike rates this year. May CPI 
reached a three-year high of 4.2%, with core inflation remaining well above the Fed’s target of 2%, coming in at 3.4%. 
The first meeting chaired by Kevin Warsh sent a hawkish shockwave through the market, stating that the Fed has 
missed on inflation and intends to course correct. The dot plot implied a shift from a cutting cycle to a hiking cycle, 
with half the members expecting at least one hike. Most new Fed chairs come in with a hawkish tilt to establish 
credibility (Yellen and Powell did similarly), so we will wait and see if the Fed delivers. Our models suggest two rate 
hikes is about right (market is currently pricing in 1.5), but we believe Warsh will fail to deliver given political 
pressure. He has bought himself time with his five task forces, which likely won’t have their recommendations until 
after the mid-terms. This will allow Trump to enter the campaign with an easing bias and for the Treasury to issue T-
bills in the coming months at more attractive levels.  

 

Portfolio Changes 
 

Equities 

We have upgraded our view on equities to positive. Oil has fallen, corporate earnings remain strong, equity 
positioning has improved and bond yields have mostly stabilised. While we are positive, it is too early to say we are 
bullish. There is still plenty of uncertainty around how quickly the Strait can normalise and the truce remains fragile. 
There is also concern around market concentration, AI capex spend, AI providers cutting their token costs, a deluge 
of IPO issuance and potential rate hikes from the US Federal Reserve. That said, equities still provide upside where 
other asset classes are less attractive on a relative basis. Earnings remain strong with expectations continuing to 
improve in the US and globally. Investor positioning in US equities has washed out, falling from over 2 standard 
deviations overbought, to a more moderate sub-0.7 standard deviations. While this is too early to sound the all-clear, 
it is a far healthier back drop. Our main concern remains the potential for the Fed to hike rates, but with more than 
one hike priced for 2026 and US 10-year yields stabilising below 4.5%, we believe it is time to move more positive. 

We have upgraded US and emerging market equities from neutral to positive and moved Japan and Europe from 
negative to neutral. We remain negative on Australia at the index level, given expensive valuations and subdued 
earnings, although certain sectors and companies look attractive from an active stock picking perspective. Under the 
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surface we have taken profit on our US technology preference and shifted back to our S&P equal weight trade which 
we had on before the Iran crisis started. S&P earnings ex the Big Tech names continued to grow, not only 
outperforming expectations but reaching a post-Covid high. US positioning remains stretched in Technology and to a 
lesser extent communication services, with most other sectors being under owned. Given the recent tech euphoria, 
and potential for retail selling to fund SpaceX, OpenAI and Anthropic listings, we prefer to broaden out our US 
exposure with the S&P equal weight.  

We increased our equity allocation by 7% over the month, ending at 34% delta-adjusted. We added across the board 
but mostly increasing those countries most at risk from the potential oil crisis. We added 2% to Europe, 1.5% to broad 
emerging markets, 1% to Japan and 1% to gold miners on the belief that gold will stabilise after the fall and that 
miners will benefit from the falling energy price. The remainder of our increase came from US equities. Beneath the 
surface, we took profit on our remaining 1% long US technology trade and our 0.5% allocation to US energy equities. 
We added 2% to the S&P equal weight, essentially taking profits on the strong AI run to capture the broadening out 
theme within the US. We continue to hold a 5% notional position in August S&P 500 7300-6550 put spreads to protect 
us in case the war resumes or Warsh continues to be hawkish. 

Credit 

Spreads are extremely tight across the board, especially in US and Europe, causing us to downgrade investment 
grade credit. There continues to be strong issuance from the hyperscalers to build out their AI capex. While this is a 
concern, the credit rating of the hyperscalers is better than the index, so you could make the argument that this 
issuance is improving the quality of the overall index, justifying lower spreads. However, off balance sheet financing 
remains a concern and free cashflow from these hyperscalers is collapsing. We are not sounding the alarm bells, 
these companies remain profitable with robust balance sheets, but we find the spread unattractive. Valuations are no 
better in high yield, but we have held off downgrading given we can still take carry, although we have been reducing 
our positions. Australian investment grade credit spreads have lagged their global peers, providing a relative value 
opportunity. We remain positive on Australian investment grade credit, including the higher yielding BBB corporates 
and subordinated debt. We also remain positive on US securitised credit given the relative valuation but have been 
trimming positions. We have upgraded emerging market debt from negative to neutral given the more positive 
developments in the Iran crisis and the ability to provide some diversification, when everything else looks stretched. 
EM credit provides relative value, lower duration and better technicals versus developed markets. Given tight 
spreads, we sold 2.5% from Australian investment grade and 2% from US high yield. 
 
Duration 

We remain neutral on duration but have changed our relative views over the month. We remain negative on US 
duration given our view that the economy is strong, and investors should be worrying more about inflation than 
growth. ISM services prices paid continues to increase, along with supply chain pressures. Offsetting this is very short 
positioning in US bonds, which could cause a short-squeeze on any weaker than expected inflation or economic data. 
We would like to see at least two rate hikes priced before dabbling in the short-end. We remain neutral on US curves, 
having removed our front-end positions. We further reduced our position in the US front end by selling 0.2 years 
from US 2-year bond futures, bringing our overall duration down from 2.2 years to 2.0 years. We instead prefer to 
take break-evens in the US front-end, where 2-year breakevens are an attractive 2.0%. We believe this is a good 
inflation hedge based on our view of higher inflation in the US, but also to protect from any continued pressure on oil 
from the Middle East. We have added 0.25 years to this trade.  

We have downgraded Australian bonds from positive to neutral. We believe the Reserve Bank of Australia is done 
hiking for now. Markets have repriced to reflect this view, with no more rate hikes being priced. The terminal rate has 
dropped from 4.7% to 4.5% and the Australian 3-year bond yield is now at 4.4%. We have therefore taken profit on 
the Australian front-end and removed our steepening bias. We sold 0.2 years’ worth of Australian 3-years and 
reinvested in Australian 10-years. We have downgraded Australian inflation-linked bonds from positive to neutral. 
Real yields on Australian 10-year ILBs dropped from 2.8% to 2.3%, causing us to take profit and sell our 0.15 year 
position.  

We have upgraded both European bonds from neutral to positive. The market continues to price hikes from the ECB 
despite the weakening economic environment. We prefer the front-end and have added 0.12 years to 2-year Bunds. 
We have upgraded emerging market local currency bonds from neutral to positive. Real yields remain attractive 
across local currency bonds and with the Strait reopening, inflation pressures in both energy and agriculture should 
likely subside. The US dollar will also face less upward pressure given the ceasefire. We have increased our emerging 
market duration by 0.1 years. 
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Currency & Commodities 

We remain positive on the US dollar (USD), but more of a hedge in this environment than an outright directional call. 
Now that a US Iran deal seems to be in place, and with lower demand for safe haven currencies and for oil, this could 
act as tactical headwind for the USD, in conjunction with already stretched long positioning. However, it remains an 
attractive hedge if things go awry. We upgrade the Euro (EUR) back to neutral after a period of weakness. The 
ceasefire could relieve some of the stagflationary pressures in the Eurozone. While the growth backdrop remains 
weak, we could see a relief rally, while our fundamental EDGE model has also turned more positive recently. We have 
therefore increased our EUR position by 4% over the month, increasing our overall foreign currency position 4% to 
19%. We stay neutral on the Yen (JPY). While valuations remain attractive, we do not see a strong catalyst for the Yen 
to rally unless there’s a material increase in the likelihood of a recession. We remain negative on GBP given its poor 
longer-term outlook with restrictive fiscal policy and benign growth. We continue to like select high yielding 
emerging market currencies and have increased our exposure by 2.5% over the month, funded by reducing our USD 
position. 
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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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