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Market Review
Despite broadly encouraging global economic data, credit markets underperformed government bonds during February as geopolitics and artificial intelligence (AI) related news dominated the headlines.   
In Europe, credit spreads widened across the investment grade and high yield markets, with sectors viewed as most vulnerable to the potentially disruptive impact of AI, notably technology (particularly software companies), financial services and insurance, exhibited the most significant spread widening. The technical backdrop remained broadly supportive with new issuance being well absorbed in February although primary book attrition rates have been increasing, indicating some investor pushback with spreads close to historical lows. 
Government bond markets rallied with the benchmark 10-year US Treasury yield ending the month 30bps lower at 3.94%, the largest monthly decline in a year. In the eurozone, the 10-year German bund yield declined by 20bps to 2.46% while the French 10-year OAT yield fell to 3.21% with spreads over Germany remaining at levels similar to mid-2024 (before President Macron’s unexpected announcement of parliamentary elections).
Eurozone economic indicators released during February were supportive, with headline inflation declining to 1.7% in January, below the European Central Bank’s (ECB) 2% target, as lower energy costs and a stronger euro combined to ease inflationary pressures. Core inflation, which excludes volatile food and energy prices, fell to its lowest level for four years. 
As expected, the ECB left interest rates on hold at 2%, after fourth quarter GDP growth for the eurozone came in above economists’ expectations with officials highlighting the favourable backdrop of low unemployment, increased public investment in infrastructure and defence spending, and a resilient corporate sector.

Drivers of Fund Performance
The Fund posted a positive total return, outperforming the reference benchmark during February. 
Security-specific developments were the key driver of returns over the month. Exposure to eurozone government bonds was beneficial for performance over the month. Avoiding software companies was additive, as the sector sold off on concerns over the impact of generative AI on business models. 
The holding in Ineos rebounded on reports that the UK specialty chemicals group is considering asset sales and a potential refinancing of bonds that are due to mature next year. 
Transport group Mobico, owner of the National Express in the UK and ALSA coaches in Spain, was another contributor as annual results were better-than-expected boosted by revenue growth in its Spanish business.  
Holdings in UK gaming group 888 and glass and metal packaging specialist Ardagh were additive, with the latter reporting fourth quarter earnings ahead of forecasts having completed a refinancing towards the end of last year. 
The holding in recruitment firm House of HR detracted as employment markets are perceived as vulnerable to the impact of AI, particularly in services industries.

Portfolio Activity
In the technology sector, we added new issues from US data centre operators APLD Compute and Wulf Compute, both of which operate leases to high quality tenants. These issues are BB-rated and following recent market weakness are on an attractive credit spread over US Treasury bonds. 
In the telecoms sector, we added a new short-dated issue from French satellite operator Eutelsat, part of a refinancing programme to support longer-term investment in satellite operations. The business is viewed as a beneficiary of increased defence and infrastructure spending in Europe.  
We also acquired a holding in legacy UK digital broadcaster Arqiva, which has a growing smart meter business. The issue had weakened following an equity writedown by a major investor as the business faces regulatory uncertainty on digital broadcasting renewal, which provided an attractive entry point as the company is deleveraging while prospects for short-term revenues appear more stable.    
On the disposals side, we sold the holding in European ammunition manufacturer Czechoslovak Group, acquired in the primary market during December, following an upgrade to investment grade status. 
Outlook/Positioning
We remain moderately positive on the economic outlook for the eurozone. There are signs that the fiscal spending is having a positive impact on economic activity, leading to an improvement in the manufacturing sectors. Moreover, in contrast to the rise in unemployment in the US, eurozone unemployment has equalled all-time lows in recent months. Inflation measures suggest an underlying trend that is broadly in line with its 2% target. 
Notwithstanding geopolitical developments, we also expect corporate fundamentals in the eurozone to remain stable and the default rate to stay relatively low in comparison with the US. 
However, we are mindful that credit spreads in euro high yield, at index level measured over government bonds, are expensive relative to historic levels. Accordingly, we continue to place a greater emphasis on higher quality credit, with an element of exposure to cash and sovereign debt awaiting investment opportunities in the euro credit markets. We continue our barbell approach, with off-benchmark exposure to BBBs and overweight positions in Bs and CCCs.
Nevertheless, the technical backdrop for European credit markets should remain favourable with investors continuing to absorb high volumes of new issuance. Notably, despite concerns over substantial capital expenditure required to fund AI-related infrastructure, leading technology companies have had little difficulty so far in raising capital through the credit markets. 
We remain focused on identifying idiosyncratic opportunities that can provide strong total returns in a variety of market environments, which should prove to be a fertile hunting ground for active investors over the coming months. 
Calendar Yearly Performance (%)
Past performance does not predict future returns.
	Period
	A Acc
	I Acc
	Target

	2025
	4.9
	6.2
	5.1

	2024 
	10.9
	12.3
	8.6

	2023 
	11.8
	13.1
	12.0

	2022 
	-13.9
	-12.9
	-11.5

	2021 
	4.5
	5.8
	3.3

	2020 
	4.2
	5.6
	2.7

	2019
	9.8
	11.1
	11.2

	2018
	-5.5
	-4.4
	-3.6

	2017
	6.7
	8.0
	6.7

	2016
	10.0
	11.4
	9.1



[bookmark: _Hlk208599288]Source: Schroders, Morningstar, as of 31 December 2025. Performance shown is based on the currency of the share class shown and is net of fees. Please see factsheet for other share classes. The value of investments and the income from them may go down as well as up and investors may not get back the amount originally invested. Exchange rate changes may cause the value of investments to fall as well as rise. Performance data does not take into account any commissions and costs, if any, charged when units or shares of any fund, as applicable, are issued and redeemed. 
Benchmark refers to ICE BofA Euro High Yield Constrained Index.
Risk considerations
ABS and MBS risk: The fund may invest in mortgage or asset-backed securities. The underlying borrowers of these securities may not be able to pay back the full amount that they owe, which may result in losses to the fund.
Capital risk / distribution policy: As the fund intends to pay dividends regardless of its performance, a dividend may represent a return of part of the amount you invested.
Contingent convertible bonds: The fund may invest in contingent convertible bonds. If the financial strength of the issuer of a contingent convertible bond falls in a prescribed way, the value of the bond may fall significantly and, in the worst case, may result in losses to the fund.
Counterparty risk: The fund may have contractual agreements with counterparties. If a counterparty is unable to fulfil their obligations, the sum that they owe to the fund may be lost in part or in whole.
Credit risk: A decline in the financial health of an issuer could cause the value of its bonds to fall or become worthless.
Currency risk: The fund may lose value as a result of movements in foreign exchange rates. 
Currency risk / hedged share class: The hedging of the share class may not be fully effective and residual currency exposure may remain. The cost associated with hedging may impact performance and potential gains may be more limited than for unhedged share classes.
Derivatives risk: Derivatives may be used to manage the portfolio efficiently. The fund may also materially invest in derivatives including using short selling and leverage techniques with the aim of making a return. A derivative may not perform as expected, may create losses greater than the cost of the derivative and may result in losses to the fund.
Emerging and less developed markets: The fund may invest in emerging and less developed markets. Investing in emerging and less developed markets is subject to greater risks than investing in securities of developed countries such as ownership and custody risks, political and economic risks, market and settlement risks, liquidity and volatility risk, legal and regulatory risks, execution and counterparty risk, and currency risk, which may adversely affect the net asset value per share of the fund and investors may as a result suffer losses.
High yield bond risk: High yield bonds (normally lower rated or unrated) generally carry greater market, credit and liquidity risk.
IBOR risk: The transition of the financial markets away from the use of interbank offered rates (IBORs) to alternative reference rates may impact the valuation of certain holdings and disrupt liquidity in certain instruments. This may impact the investment performance of the fund.
Interest rate risk: The fund may lose value as a direct result of interest rate changes.
Liquidity risk: In difficult market conditions, the fund may not be able to sell a security for full value or at all. This could affect performance and could cause the fund to defer or suspend redemptions of its shares.
Market risk: The value of investments can go up and down and an investor may not get back the amount initially invested.
Operational risk: Operational processes, including those related to the safekeeping of assets, may fail. This may result in losses to the fund. 
Performance risk: Investment objectives express an intended result but there is no guarantee that such a result will be achieved. Depending on market conditions and the macro economic environment, investment objectives may become more difficult to achieve.
Sustainability risk: The fund has environmental and/or social characteristics. This means it may have limited exposure to some companies, industries or sectors and may forego certain investment opportunities, or dispose of certain holdings, that do not align with its sustainability criteria. Therefore, the fund may underperform other funds that do not apply similar criteria. The fund may invest in companies that do not reflect the beliefs and values of any particular investor.

Important information
Marketing material for professional clients only. 
This document does not constitute an offer to anyone, or a solicitation by anyone, to subscribe for shares of Schroder International Selection Fund (the “Company”). Nothing in this document should be construed as advice and is therefore not a recommendation to buy or sell shares. An investment in the Company entails risks, which are fully described in the prospectus. 

[bookmark: _Hlk110864325]Subscriptions for shares of the Company can only be made on the basis of its latest Key Investor Information Document and prospectus, together with the latest audited annual report (and subsequent unaudited semi-annual report, if published), copies of which can be obtained, free of charge, from Schroder Investment Management (Europe) S.A. These documents may be obtained in English, free of charge, from the following link: www.eifs.lu/schroders. 

Information for Switzerland: Schroder Investment Management (Switzerland) AG is the Swiss representative («Swiss Representative») and Schroder & Co Bank AG is the paying agent in Switzerland of the Luxembourg domiciled Schroder International Selection Fund. The prospectus for Switzerland, the key information documents, the articles of association and the annual and semi-annual reports may be obtained free of charge from the Swiss Representative. 

For Luxembourg, these documents can be obtained in English at www.schroders.lu. 

For the UK, these documents can be obtained in English, free of charge, from the Facilities Agent Schroder Investment Management Ltd, 1 London Wall Place, London EC2Y 5AU or at www.schroders.co.uk. Schroders may decide to cease the distribution of any fund(s) in any EEA country at any time but we will publish our intention to do so on our website, in line with applicable regulatory requirements. 

The fund has environmental and/or social characteristics within the meaning of Article 8 of Regulation (EU) 2019/2088 on Sustainability-related Disclosures in the Financial Services Sector (the “SFDR”). For the UK only: This product is based overseas and is not subject to UK sustainable investment labelling and disclosure requirements.

Any reference to sectors/countries/stocks/securities are for illustrative purposes only and not a recommendation to buy or sell any financial instrument/securities or adopt any investment strategy.

Past Performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not get back the amounts originally invested. Exchange rate changes may cause the value of investments to fall as well as rise. 

Schroders has expressed its own views and opinions in this document and these may change.

Schroders will be a data controller in respect of your personal data. 

For information on how Schroders might process your personal data, please view our Privacy Policy available at www.schroders.com/en/privacy-policy/ or on request should you not have access to this webpage. A summary of investor rights may be obtained from https://www.schroders.com/en/lu/professional-investor/footer/complaints-handling/. 

For your security, communications may be recorded or monitored. Distributed in the UK by Schroder Investment Management Ltd, 1 London Wall Place, London EC2Y 5AU. Registration No 1893220 England. Authorised and regulated by the Financial Conduct Authority.
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