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ROYAL LONDON GLOBAL HIGH YIELD BOND FUND
Royal London Gl obal High Yi eld Bond F und

Executive summary


The fund returned 5.42% during the first quarter, compared with the 6.33% return from the BofA Merrill Lynch BB-B
Global Non-Financial High Yield Constrained index, 100% hedged to sterling. Fund performance figures are gross of tax and
management charges.



The global high yield market had a strong start to the year, rebounding from weakness in the fourth quarter in 2018, with
positive returns that were broad based and witnessed across regions, ratings and sectors. This was despite economic data in
the US, China and the eurozone disappointing relative to expectations. The market was supported by the combination of a
subdued level of new corporate bond issuance and a continuation of investor inflows. Overall, yields in the market were
lower, due to tighter credit spreads and lower underlying government yields.



In terms of sector exposures, Media was the largest source of relative performance, while Energy was the greatest detractor.
By region, contributions to relative performance against the benchmark were outperformance in Europe and
underperformance in the US, the ‘Rest of World’ and the UK.



The fund yield stood at 4.9% (yield to worst) at the end of March (versus 5.5% for the index), and its duration was shorter
than that of the index.

Performance
Fund (%)

Benchmark¹ (%)

Relative (%)

Q1 2019

5.42

6.33

-0.91

Year-to-date

5.42

6.33

-0.91

Rolling 12 months

4.28

3.95

0.33

3 years p.a.

5.51

6.61

-1.10

5 years p.a.

4.32

4.26

0.06

Since inception p.a. 15.02.2013

5.12

4.76

0.36

Past performance is not necessarily a reliable indicator of future performance. The value of investments and the income from them is
not guaranteed and may go down as well as up and investors may not get back the amount originally invested.
All performance figures stated gross of fees and tax unless otherwise stated.
Source: RLAM. Based on the Z share class. Performance for the fund is calculated on a mid basis with income re-invested. The fund returns in
the table above are gross of standard management fees.
¹Benchmark: ICE BofAML BB-B Global Non-Financial High Yield Constrained,100% hedged to GBP.

Fund price and yields

Fund data
Distribution yield¹

Fund

4.98%

Source: RLAM and State Street. Based on the Z share class.
¹Net of standard management charges.
² Benchmark: ICE BofAML BB-B Global Non-Financial High Yield
Constrained,100% hedged to GBP.
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Duration
No. of stocks
Fund size
Launch date

Fund

Benchmark²

3.1 years

3.7 years

133

2,410

£792.0m

-

15.02.2013

-
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Fund strategy


The fund’s objective is to achieve a combination of capital growth and income. The fund seeks to achieve its investment
objective by outperforming its benchmark, the BofA Merrill Lynch BB-B Global Non-Financial High Yield Constrained index,
100% hedged to sterling, by 1% per annum over rolling three year periods.



The fund mitigates stock specific risk by holding a diversified portfolio of investments, so that no individual investment can,
in isolation, have an excessive adverse impact on overall fund performance. Currency risk associated with holdings of bonds
is hedged through the use of forward currency transactions.



We expect bouts of market volatility due to changing market expectations surrounding monetary policy worldwide. As such,
we believe bonds with near-term catalysts, which mitigate market risk, are an important attribute underpinning investment
performance over the medium term.

Fund commentary


Yields on benchmark 10-year government bonds fell in most developed markets during the quarter, as weakened economic
data led central banks to undertake more dovish policy stances. The Federal Reserve reduced its expected 2019 interest rate
hikes from two to zero, while the European Central Bank announced a rollover of its bank lending programme and changed
its interest rate hike guidance from “through the summer” to “through the end of 2019”. In the high yield market, BB rated
bonds underperformed B rated debt, with respective returns of 6.10% and 6.67%. Outside the reference index, the High
Yield CCC & Lower index returned 7.04%. Longer maturity issues outperformed shorter dated counterparts.



By sector, media remained the fund’s principal exposure and its biggest overweight against the benchmark index, while
energy and basic industry were the leading underweights. Media made the quarter’s greatest contribution to performance
against the benchmark; energy and real estate were the leading detractors.



The US is the fund’s main regional holding, with a significant allocation to Europe and smaller positions in ‘Rest of World’
and the UK. Exposure to Europe was reduced substantially during the quarter, though the fund remains overweight relative
to the benchmark index. The fund’s underweights in the US and ‘Rest of World’ were maintained, while the fund’s exposure
to the UK is broadly in line with the benchmark index.



By credit rating, the fund has a preference for B and BB rated issues, with holdings that are overweight and underweight,
respectively, relative to the benchmark.



The fund held no defaulting companies during the first quarter.



The largest contributor to fund performance during the quarter was European media company Altice, which added about
21 basis points (bps). The main detractor was the Caribbean telecommunications business Digicel, which detracted
approximately 10 bps.



New issuance activity was markedly subdued in the quarter compared with a year earlier. The fund remained selective in its
approach to investment, differentiating between high and low quality debt. Purchases included senior notes of Luxembourgbased telecommunications business Millicom International Cellular; a stable business with a reasonable credit profile.
The fund bought an attractive senior secured issue of the Caribbean telecommunications business Digicel International
Finance and also senior unsecured notes of African oil and gas company Kosmos Energy.



Away from new issues, the fund instigated an attractive new short-dated position in Israeli multinational Teva
Pharmaceutical Industries due to its improving credit story. It bought senior secured bonds of debt issuing vehicle
Intelsat Jackson Holdings, attracted by its good asset coverage, adding risk to its first lien tranche to reflect the
manager’s credit view. The fund bought bonds of midstream energy corporation Targa Resources in order to reduce its
underweight in energy relative to the benchmark. The fund added exposure to its existing holdings in broadband cable
providers Unitymedia GmbH and UPC Broadband; both of which are owned by multinational telecommunications
company Liberty Global. The fund sold its holding of cinema operator Vue International, taking advantage of strong
liquidity, and took profits on its position in communications provider GCI Liberty. The fund reduced its exposure to
consumer discretionary firm Eagle Intermediate Global Holding due to the manager’s view on market liquidity.

Outlook


We continue to believe that global high yield bonds are attractive on a spread basis and that they overcompensate for default
risk, while their level of income generation is also appealing on a relative basis.



The current growth and rate environment provides a moderate default climate with ongoing refinancing opportunities.
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ROYAL LONDON GLOBAL HIGH YIELD BOND FUND
Sector breakdown

Source: RLAM.

Maturity profile

Credit breakdown

Source: RLAM. Maturity breakdown is the final maturity. Figures
exclude the impact of cash held.

Source: RLAM. Figures exclude the impact of cash held.

Ten largest bond holdings
Weighting (%)
CSC Holdings Corporation 7.5% 2028

1.8

IHS Netherlands Holdco 9.5% 2021

1.6

VTR Finance 6.875% 2024

1.6

UPC Holding 5.5% 2028

1.6

Softbank Group Corporation 5% 2028

1.6

Nielsen Finance 5% 2022

1.5

SIRI 5% 2027

1.5

Davita Healthcare Partners Inc 5% 2025

1.5

BWAY Holding 5.5% 2024

1.5

CBS Radio Inc 7.25% 2024

1.5

Total

15.9

Source: RLAM. Percent of fund is based on security’s fund base value over total fund base value less cash and FX hedging.
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IMPORTANT INFORMATION
For professional clients only, not suitable for retail investors. The views expressed are the author’s own and do not constitute investment advice.
This document is a financial promotion. It does not provide, and should not be relied on for, accounting, legal or tax advice, or investment
recommendations. For more information concerning the risks of investing, please refer to the Prospectus or Key Investor Information Document
(KIID), available via the Fund Price pages on www.rlam.co.uk.
Past performance is not a reliable indicator of future results. The value of investments and the income from them is not guaranteed and may go
down as well as up and investors may not get back the amount originally invested.
Portfolio characteristics and holdings are subject to change without notice. This does not constitute an investment recommendation. For
information purposes only, methodology available on request. Information derived from sources other than Royal London Asset Management is
believed to be reliable; however, we do not independently verify or guarantee its accuracy or validity.
All rights in the FTSE All Stocks Gilt Index, FTSE Over 15 Year Gilts Index, FTSE A Index Linked Over 5 Years Gilt Index and FTSE A
Maturities Gilt Index (the “Index”) vest in FTSE International Limited (“FTSE”). All rights in the FTSE 350, FTSE All Share, FTSE 100, FTSE
250, FTSE 350 Higher Yield and FTSE Small Cap (the “Index”) vest in FTSE International Limited (“FTSE”). “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE under licence. The Royal London Funds (the "funds") have been developed
solely by Royal London Asset Management. The Index is calculated by FTSE or its agent. FTSE and its licensors are not connected to and do
not sponsor, advise, recommend, endorse or promote the fund and do not accept any liability whatsoever to any person arising out of (a) the
use of, reliance on or any error in the Index or (b) investment in or operation of the fund. FTSE makes no claim, prediction, warranty or
representation either as to the results to be obtained from the Funds or the suitability of the Index for the purpose to which it is being put by
Royal London Asset Management.
All confidential information relating to any Royal London Group company must be treated by you in the strictest confidence. It may only be used
for the purposes of assessing the proposal to engage Royal London Asset Management Limited (RLAM). Confidential information should not be
disclosed to any third party and should only be disclosed to those of your employees and professional advisers who are required to see such
information for the purpose set out above. You should ensure that these persons are made aware of the confidential nature of such information
and treat it accordingly. You agree to return and/ or destroy all confidential information on receipt of our written request to do so.
Issued by Royal London Asset Management Limited, Firm Registration Number: 141665, registered in England and Wales number 2244297;
Royal London Unit Trust Managers Limited, Firm Registration Number: 144037, registered in England and Wales number 2372439; RLUM
Limited, Firm Registration Number: 144032, registered in England and Wales number 2369965. All of these companies are authorised and
regulated by the Financial Conduct Authority. Royal London Asset Management Bond Funds Plc, an umbrella company with segregated liability
between sub-funds, authorised and regulated by the Central Bank of Ireland, registered in Ireland number 364259. Registered office: 70 Sir
John Rogerson’s Quay, Dublin 2, Ireland.
All of these companies are subsidiaries of The Royal London Mutual Insurance Society Limited, registered in England and Wales number
99064. Registered Office: 55 Gracechurch Street, London, EC3V 0RL. The Royal London Mutual Insurance Society Limited is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The Royal London
Mutual Insurance Society Limited is on the Financial Services Register, registration number 117672. Registered in England and Wales number
99064. FQR RLAM EM 0550.
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