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Total return % 1 mth 3 mths 6 mths 1yr 3yrsp.a. Inception p.a.
Schroder Absolute Return Income (Managed Fund) (post-fee) 0.65 1.16 3.93 5.56 1.98 2.09
RBA Cash Rate 0.36 1.07 2.13 4.14 2.1 1.54
Relative performance (post-fee) 0.29 0.09 1.79 1.41 -0.12 0.55

Portfolio inception 19/11/2019, 4 years and 4 months
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Portfolio statistics
Duration 1.03 yrs
Yield to maturity 5.08%
Average credit rating A
Number of securities 2074

*Please note numbers may not total 100 due to rounding

*The Portfolio may have a sizeable exposure to securities, including cash instruments, issued by

each of the four major Australian banks.

*Unless otherwise stated figures are as at the end of Mar 2024
*Benchmark is the RBA Cash Rate

Past performance is not a reliable indicator of future performance. Returns over 12 months are annualised.

Market review

Global equities gained in March, with developed markets outperforming emerging markets. Government bond yields fell
in the month.

US equities made gains in March. The energy sector was boosted by rising oil prices while materials and utilities also
performed well. Economic data continued to prove largely resilient with the ISM manufacturing PMI rising to 50.3, after
47.8 in February. Eurozone shares also gained in March. Financials continued their good recent run while energy and real
estate were also among the top performing sectors. Japanese shares advanced in March. Gains came despite the Bank of
Japan starting to normalise monetary policy by announcing the end of negative interest rates. Emerging market (EM)
equities advanced in March, although the MSCI EM index lagged the MSCI World. Technology stocks in Taiwan and South
Korea delivered strong returns due to optimism about the semiconductor cycle and Al enthusiasm.

In March, government bond yields in major markets (the US, the UK, and the eurozone) fell, with US 10yr yields 6bps
lower, German 10yr yields 11bps lower and Australian 10yr yields outperforming declining 17bps. Japanese bond yield
rose modestly and mostly for shorter maturities as the Bank of Japan raised rates, ending negative interest rates. The US
Federal Reserve is still expected to cut rates, despite a buoyant economy, but rates market have reduced the total size of
rate cuts to be in line with Fed projections. The European Central Bank is expected to start cutting rates in June as inflaton
trajectory for the Eurozone economy remains on target. Corporate bonds outperformed government bonds, driven by
strong activity data and narrowing corporate margins. Credit spreads tightened due to robust investor demand, with US
and European investment grade spreads reaching a two-year low.

The Bloomberg Commodity Index was higher in March. Precious metals and energy were the bestperforming
components of the index. Cocoa prices were significantly higher in the month due to rising demand and shortages in West
Africa, where more than half of the world's cocoa beans are harvested. Gold prices continued to benefit from strong
institutional demand and Chinese retail buying. The oil price continued to rally, with Brent closing $4.00 higher at $87.5 as
supply constraints increasing and OPEC+ maintaining their reduced production quotas. The USD index was marginally
stronger, mostly against the Japanese Yen and Euro, as it benefited from a reduction the markets rate cut expectations.
The Australian dollar traded in a narrow range between 0.65 and 0.66 US cents and closed the month marginally higher.

Portfolio review

The Schroder Absolute Return Income Fund delivered a return of 0.65% (net of fees) for the month and 5.56% (net) over
the 12 months to March, which is 1.41% over the RBA cash rate for the past year. Over 3 years, the fund has returned, net
of fees, 1.98%p.a. which is 0.12%p.a. below the RBA cash rate.

Largest contributors

The largest contributors for performance over the month were allocations to Australian corporates, both investment grade
(+0.25%) and higher yielding issuers (+0.10%), including Australian bank sub-ordinated debt. Securitised credit was another
significant contributor adding 0.12%

Largest detractors

No detractors over the month.

Outlook and strategy

An interesting outcome from the March US Federal Reserve (Fed) meeting; the Fed revised up both its inflation and
growth projections but strengthened the dovish tilt to its policy stance by reaffirming expectations to cut 75 basis points
over the course of 2024. This, combined with the slowing down of their balance sheet reduction via quantitative
tightening, signalled their willingness to accept higher inflation for longer. Markets reacted to this growth-friendly news
by buying equities and gold (often seen as an inflation hedge), driving both US equity markets and the gold price to
record highs. Surprisingly, long maturity bond yields fell, however bonds with coupons linked to inflation outperformed
their nominal counterparts, which makes more sense. Easier monetary policy is a win/win as long as inflation and
inflation expectations remain contained; from an investment perspective the risk of higher inflation has increased along
with a decline in the risk of recession.

Schroders
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Outlook and strategy continued

One of the key outcomes of our 2024 Strategic Investment Conference was an expectation that central banks
would tolerate inflation above the strict 2% target, at least in the short term. The post-GFC period was
dominated by disinflation and low growth. With inflation stubbornly below the targets, central banks adopted
unconventional policies (negative rates, yield curve control, quantitative easing and forward guidance) in an
unsuccessful program designed to reignite inflation and growth. Central banks will be very keen to avoid
inflation overshooting to the downside again, where conventional policy becomes ineffective. The other
potential reason for this shift in emphasis is the growing level of US government debt. With fiscal discipline
not on the horizon from either presidential candidate, and increased spending requirements for energy
transition, defence, infrastructure and social security, the level of US federal debt is expected to continue to
rise from 120% of GDP currently. The need to have a higher level of sustainable debt is becoming more
necessary. Higher levels of growth and marginally higher inflation enables the US economy to run higher
levels of debt. Following the outcome and messaging of the latest Fed meeting, we may consign March 2024
FOMC meeting as the day when the “doves” downed the “hawks” and the start of the shift away from strict
inflation targeting.

In Australia, the Reserve Bank left interest rates unchanged at their March meeting, as broadly expected.
Australian bond yields continue to range trade between pricing in a 25 basis point cut and a 50 basis point cut
by the end of 2024. With domestic household spending in the doldrums, we think the next RBA move will be to
cut rates but with inflation well above the recently affirmed target of 2.5%, we expect the RBA will remain
cautious. With the recent outperformance of US bonds and between 40 to 50 basis points of cuts factored into
current yields, we have reduced Australian duration risk. In US yields, we also cut duration early in March and
mostly avoided the negative impact of the rise in yields ahead of the higher than expected February inflation
data. As part of the duration reduction, we switched from nominal bonds and increased inflation protection by
adding 2.5% exposure to US inflation-linked bonds, which is now at 7.5% of the portfolio. Most of our duration
exposure remains in Europe, where more progress is being made on inflation and growth remains weak. We
expect the European Central Bank (ECB) to start cutting rates in June and expect more cuts than in Australia
and the US over the course of 2024. As at month end, the duration of the portfolio was at 1 year, down from
1.8 years a month ago. Rather than take significant duration risk in Australian rates, which we view as fully
priced, we have increased the portfolio’s exposure to foreign currency to 4%, by selling the Australian dollar
against the US dollar and Japanese yen. We believe the AUD can depreciate further if the RBA cuts by what is
currently factored into rates markets.

In credit markets, we have started to reduce risk and continue to rotate exposures away from expensive US
corporate exposures. Having captured the high yield (HY) spread compression from over 500 basis points, we
hedged the portfolio’s exposure to global high yield bonds with US high yield (HY) spreads now being priced at
the most expensive quintile (below 320 basis points). Whilst we do not see a catalyst for US HY spreads to re-
widen, with BB-rated US corporates offering only 200 basis points extra yield, we prefer to own higher quality
Australian subordinated bank debt at 175 basis points extra yield. At current pricing, we don't believe the
additional yield on offer in HY is adequate compensation for the additional credit risk. We also continued to
reduce exposure to the global investment grade corporate strategy, mostly due to valuation concerns on US
corporates (which dominate the global IG strategy) where spreads are also in the most expensive quintile. We
reduced global investment grade corporates by 4%, and rotated 2% to a more focused strategy in European
investment grade corporates, where valuations are far more attractive. We also added 2% to Australian
mortgage-backed securities, where pre-pandemic vintages with attractive loan-to-valuation metrics and
weighted-average life below two years are still yielding 100bps over swap. After a frantic February, the new
issue market was quieter in March and we were mostly inactive in the primary market.

The Schroder Absolute Return Income Fund remains close to fully invested with cash levels below 10% and the
yield to maturity close to 5.20%. We have reduced interest rate risk considerably over the past two months,
particularly in Australian and US rates, where pricing is broadly aligned to our expectations for central bank
rate cuts. We are also concerned about the recent stalling in progress on US core inflation, with goods
inflation no longer declining and services inflation remaining stubbornly high. This is making us more cautious
on interest rate exposure overall particularly if, as we suspect, the US central bank has made a subtle tilt to a
more pro-growth stance and will tolerate higher inflation for longer. Credit should continue to perform,
particularly if growth remains robust, but we are rotating out of expensive US corporate exposures and being
more focused into Australian and European investment grade and US securitised assets where there is more
value for the credit risk. In addition, we have increased the inflation protection in the portfolio by adding more
US inflation-linked bonds.
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Fund Objective

To outperform the RBA Cash Rate after fees over the medium term
while aiming to avoid negative returns over any rolling 12-month
period.

Key Features

— Reliable monthly income: Predictable and stable monthly income assists
investors with planning their retirement income needs.

— Global diversification: Provides diversification across broad global fixed
income markets with flexibility to respond to changing market conditions.
— Strong risk management: Actively managed to provide strong risk
management, helping to avoid losses and preserve capital, should markets
fall.

— Competitively priced: Competitive management fee of 0.54% p.a.

— Easily accessed via one trade: Contact your broker, financial planner or
invest via your online trading account using the Chi-X code: PAYS.

— Brought to you by Schroders: A leader in fixed income, with an
experienced local team backed by specialists in 12 locations around the
world.

Fund details
Cboe Code: PAYS

Fund size (AUD) $51,960,100
Redemption unit price $9.3997
Fund inception date November-2019
Management costs 0.54%
Distribution frequency Monthly

Top ten holdings %

TREASURY (CPI) NOTE 0.875 15-JAN-2029

AUSTRALIA (COMMONWEALTH OF) 2.75 21-APR-2024 Reg-S

TREASURY (CPI) NOTE 0.5 15-JAN-2028

TREASURY (CPI) NOTE 1.25 15-APR-2028

MACQUARIE BANK LTD AT1-P 6.125 31-DEC-2079 Reg-S (CAPSEC (BTP))
COMMONWEALTH BANK OF AUSTRALIA 5.0 13-JAN-2028 Reg-S (SENIOR)
WESTPAC BANKING CORP 5.5772 11-NOV-2027 (SENIOR)

AUSTRALIA AND NEW ZEALAND BANKING 5.5492 04-NOV-2027 Reg-S (SENIOR)
SUNCORP METWAY LTD 5.1315 25-JAN-2027 (SENIOR)

MEDL_15-1R-A1R 5.2007 23-APR-2047

Total
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Holdings by composite broad credit rating %
AAA

AA

A
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Cash and Equivalents
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Portfolio

3.6
3.2
2.1
2.1
1.7
1.3
1.2
1.2
1.2
1.2
18.7

Portfolio
36.7
30.9

9.4
10.9
4.0
8.2

Portfolio
68.5
31.6

0.0

Portfolio
60.0
30.9

5.5
1.6
0.1
1.9

Portfolio
12.2
16.7
19.3
33.6
74
9.1
1.7

Credit ratings are scales by which the future relative creditworthiness of a security is measured and express an opinion about the
vulnerability of default. Credit ratings may be issued by an independent credit rating agency, or represent internal ratings prepared
by Schroders. A change in a published credit rating can impact the price and liquidity of the security(ies) being re-rated.

Investors should not rely on credit ratings in making investment decisions or view them as assurances of credit quality or the
likelihood of default. The ratings issued included in the monthly report are intended to be used by wholesale investors as a guide only
and should not be relied on by retail investors when making a decision to buy, hold or sell any securities or make any other investment

decisions.

Unless otherwise stated figures are as at the end of March 2024
Figures may not total 100 due to rounding

Regional exposure is expressed by currency pre-hedging

This Report is intended solely for the information of the person to whom it is provided by Schroders. It should not be relied on by any person for the purposes of making investment decisions. Total returns are calculated using exit price to exit price, a fter
fees and expenses, and assuming reinvestment of income. Gross returns are calculated using exit price to exit price and are g ross of fees and expenses. The repayment of capital and performance of the Fund is not guaranteed by Schroders or any
company in the Schroders Group. Past performance is not a reliable indicator of future performance. Unless otherwise stated t he source for all graphs and tables contained in this report is Schroders. Opinions constitute our judgment at the time of issue
and are subject to change. This report does not contain and is not to be taken as containing any financial product advice or financial product recommendation. For security reasons telephone calls may be recorded.This Report is intended solely for the
information of Wholesale Investors as defined under the Corporations Act. You agree not to pass on any credit rating and/or r elated research to a party who is not a Wholesale Investor.

Contact
E-mail: web.queries@computershare.com.au

Schroder Investment Management Australia Limited ABN 22 000 443 274 Australian Financial

Services Licence 226473 Level 20 Angel Place, 123 Pitt Street, Sydney NSW 2000 Phone: 1300 136 471

Fax: (02) 9231 1119
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