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Portfolio Review 
 
The Schroder Sustainable Growth Fund returned 1.0% (pre-fees) in June, taking the quarterly return to 7.4% and one-
year return to 11.2%. The Fund has underperformed its Strategic Asset Allocation (SAA) benchmark over the month 
but has outperformed over the quarter and over one year. Over the medium to longer term, the Fund has returned 
11.7% p.a. and 7.3% p.a. over three and five years respectively.  
 
Largest Contributors 
With the Australian dollar falling against most major global currencies, notably the US dollar, during June, foreign 
currency exposure was the largest contributor to returns over the month, adding 0.6% to returns. Australian equities 
was another positive driver adding 0.5% over the month, while the Fund’s bond exposure, particularly with its tilt 
towards Australian and German government bonds was another marginal contributor to returns over the month. 
Over the quarter, equities was the primary driver of positive returns, contributing 6.8%, with 5.9% from global 
equities, and less than 1% from Australian equities. Other marginal contributors over the quarter include the Fund’s 
allocation to credit, government bonds and to insurance linked securities. On a benchmark relative basis, the Fund’s 
active allocations within fixed income, and stock selection within Australian equities contributed to active returns for 
the month. Over the quarter, the Fund’s options strategies and its regional equity tilts favouring global markets like 
the US and Japan over Australia, as well as its regional government bond exposure tilts favouring Australia over the 
US, was the primary driver of active returns. 
 
Largest Detractors 
The Fund’s allocation to global equities was the primary detractor in June, impacting returns by -0.3%, followed by its 
allocation to gold which had a -0.2% impact. Over the quarter, the primary detractors were gold, foreign currency 
and stock selection within the Australian equity biodiversity strategy, each having an impact of -0.3% on returns. On a 
benchmark relative basis, the overweight position in alternatives (gold, infrastructure and insurance linked 
securities), as well as stock selection in the Australian equity biodiversity strategy detracted from active returns over 
the quarter. 
 

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 
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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 
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. 

 
Portfolio Sustainability 
 
The portfolio’s weighted average carbon intensity (scope 1 and 2) is over 55% lower than that of the benchmark. The 
portfolio’s SustainEx* score remains positive on both an absolute (+2.0%), and benchmark relative basis (+4.0%), 
indicating a net positive societal impact using our proprietary ESG measure. 
 
*Schroders uses SustainEx™ to estimate the net impact of an investment portfolio having regard to certain sustainability measures in comparison to a 
product’s benchmark where relevant. SustainEx scientifically combines measures of both the harm companies can do and the good they can bring to 
arrive at an aggregate measure of each firm’s social and environmental impact, allowing investors to target their ESG investments effectively. It 
quantifies the extent to which companies are in credit or deficit with the societies to which they belong, and the risks they face if the costs they 
externalise are pushed into companies’ own costs. It does this using third party data as well as Schroders own estimates and assumptions and the 
outcome may differ from other sustainability tools and measures. 

 
 
Individual equity holdings 
 
The application of the Negative Screens is only limited to directly held company-issued public securities that can be 
reasonably screened, such as listed Australian and International equities as well as corporate bonds. Our definition 
of directly held or direct investment means securities held either by Schroder Investment Management Australia Limited 
(SIMAL) or other Schroders Group managed funds that apply SIMAL’s exclusions and where SIMAL has discretion over 
security selection. These Negative Screens do not apply to Indirect Investments, including other Schroders Group 
managed funds that do not apply the Fund’s exclusions. This includes those investments in securities where SIMAL does 
not have discretion over security selection such as those managed by third-party investment firms, such as joint venture 
partners, market indices and externally managed investments such as ETFs, as well as Sustainable Finance Disclosure 
Regulation (SFDR) Article 8 and 9 funds that are managed by Schroders Group. The Fund’s total exposure to these Article 8 
and 9 funds could be approximately 20-40% of the NAV of the Fund. Unless otherwise stated, the thresholds apply only to a 
company’s direct involvement in the excluded activities. More information on the application of Negative Screens can be 
found in the Additional Information to the PDS' booklet (which forms part of this PDS). You can download a copy of the PDS 
and the ‘Additional Information to the PDS’ from Schroders’ website at www.schroders.com.au  
 
The Fund holds securities in the following companies that do not meet our negative revenue screens. We hold these 
securities by exception and provide the rationale below. In aggregate, these holdings have a 0.3% weight in the 
portfolio. The list of securities below includes direct holdings, as well as positions in Sustainable Finance Disclosure 
Regulation (SFDR) Article 8 and 9 funds that are managed by Schroders Group that are held indirectly but does not 
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include derivatives (such as index futures and index options) and ETF positions used for tactical implementation 
and/or portfolio hedging. As the SFDR Article 8 and 9 funds are held indirectly, the negative screens are not 
applicable, but their holdings are included below for greater transparency. 
 
Contact Energy 
Contact Energy is a New Zealand energy generator and retailer, that is working towards having its power generation 
operations being net zero by 2035. It currently operates a number of low carbon geothermal power stations, as well 
as hydroelectric power plants. It is also working on the development of various solar and wind farm projects, as well 
as partnering with Tesla on the development of large scale battery infrastructure. Its climate targets and ambitions 
have been independently certified through the Science Based Target initiative (SBTi) as being aligned to 1.5 degrees 
of warming. Contact Energy is held directly through our allocation to investment grade credit, as well as indirectly 
through one of our Global Credit managers. 
 
Clearway Energy 
Clearway Energy is a leading clean energy company in the US, which operates solar, wind, natural gas and battery 
storage energy projects. Clearway generates the majority of its revenue through its portfolio of renewable energy 
assets, while as of 2024 95% of its power generation is carbon free. It is also on track to achieve net zero on its scope 
1 and 2 greenhouse gas emissions by 2050. Clearway is also involved in various regenerative development projects 
aimed at improving ecosystems, enhancing / conserving biodiversity and sequestering carbon. Clearway Energy is 
held indirectly through one of our Global Credit managers. 
 
Heineken 
Heineken is a Dutch brewing company, that produces a wide range of beers and ciders globally. Heineken has 
committed to reach net zero emissions across its value chain by 2040, while also committing to reduce Scope 1 and 2 
emissions by 90% by 2030 (relative to a 2022 base year), along with targets on circularity and water usage. The 
company has been involved in a significant number of renewable energy projects worldwide to help Heineken 
achieve its climate targets, with management compensation also tied to climate KPIs. Heineken is held indirectly 
through one of our underlying Global Equity managers. 

 

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.  
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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 
markets enjoy a relief rally. For now, the market has returned its focus on more ‘normal’ issues, such as AI earnings, 
AI token costs, RAM 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 
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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. 

 

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 traffic through 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 much more neutral level now. 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.  

We increased our equity allocation by 2% over the month, ending at 68% delta-adjusted (moving to 1% overweight 
relative to the SAA benchmark). The majority of this increase was through a higher allocation to global equities, 
including moving our Nikkei 225 call spread structure higher in order to lock in some profits, while reducing some of 
the downside risk. We continue to maintain our overall preference towards global equities over Australian equities. 

Fixed Income and Credit 

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 that 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 have also 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. We have 
upgraded European bonds from neutral to positive. The market continues to price hikes from the ECB despite the 
weakening economic environment. Within the portfolio, we have increased overall portfolio duration at the margin to 
1.5 years (0.2 years overweight), inclusive of our call options on US 10-year and US 20-year bond futures, which expire 
in August. On a regional basis, we maintain an underweight position in US bonds, while reducing our overweight to 
Australian bonds, and adding to European bonds, reflecting the changes in our regional views over the month. 

Within credit, there were no major changes over the month, with the Fund continuing to maintain a relative 
preference for Australian corporate credit and US securitised credit, while staying negative on global corporate 
credit, owing to relatively more attractive spreads and valuations in these sectors. Given tight spreads, we sold a 
small amount in US high yield, preferring to take risk in equity markets, which offer some optionality to the upside, 
despite their expensive valuations. 
 
Currency 

We remain positive on the US dollar (USD) but view it as 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, 
along with lower oil prices, 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 
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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. 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 the British Pound (GBP) given its poor longer-term outlook with 
restrictive fiscal policy and benign growth. The Fund maintains an overall 22% exposure to foreign currencies (1% 
overweight relative to benchmark), with an overweight to the US dollar and underweight to the British Pound. 
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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. 

 

 SustainEx™ provides an estimate of the potential 
“impact” that an issuer may create in terms of net social 
and environmental “costs” or “benefits” of that issuer. It 
does this by using certain metrics with respect to that 
issuer, and quantifying them positively (for example by 
paying ‘fair wages’) and negatively (for example the 
carbon an issuer emits) to produce an aggregate 
notional measure of the relevant underlying issuer’s 
social and environmental “costs”, “externalities” or 
“impacts”. SustainEx™ utilises and is reliant on third 
party data (including third party estimates) as well as 
Schroders’ own modelling assumptions, and the 
outcome may differ from other sustainability tools and 
measures. Where SustainEx™ relies on data and 
estimates produced by third parties, Schroders seeks to 
ensure that such data and estimates are accurate, but 
Schroders cannot and does not warrant the accuracy, 
completeness and adequacy of such third party data 
and estimates. Like any model, SustainEx™ will evolve 
and develop over time as Schroders continues to assess, 
refine and add to the metrics and their relative 
contributions. Generating SustainEx™ scores involves an 
element of judgment and subjectivity across the 
different metrics chosen by Schroders, and accordingly 
Schroders does not accept any liability arising from any 
inaccuracy or omission in, or the use of or reliance on, 
SustainEx™ scores. As the model evolves, changes made 
to how metrics are applied may result in changes to the 
SustainEx™ score of any issuer and ultimately the overall 
fund/portfolio score. At the same time, of course, the 
issuer’s SustainEx™ performance might improve or 
deteriorate. Schroders’ proprietary sustainability tools 
including SustainEx™ may not cover all of a 
fund/portfolio’s holdings from time to time, in which 
case Schroders may use a range of alternative methods 
to assess the relevant holding. In addition, certain types 
of assets (such as cash and certain equivalent securities) 
are treated as neutral and are therefore not considered 
by our proprietary tools. Other types of assets such as 
equity indices and index derivatives may not be 
considered by our proprietary tools and in such case 
would be excluded from a product’s sustainability score. 
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