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ROYAL LONDON UK GOVERNMENT BOND FUND
Royal London UK Government Bond Fund

Asset split

Fund data
Fund
(%)

Benchmark¹
(%)

Conventional credit bonds²

7.5

0.0

Index linked credit bonds

0.0

0.0

Sterling conventional gilts

88.2

100.0

Sterling index linked gilts

0.0

0.0

Foreign conventional sovereign

1.4

0.0

Foreign index linked sovereign

3.0

0.0

Derivatives

0.0

0.0

Other

0.0

0.0

Duration³
Gross redemption yield⁴
No. of stocks
Fund size

Fund

Benchmark¹

11.3 years

11.5 years

1.06%

1.02%

43

46

£885.0m

-

Source: RLAM, based on the Z share class. Launch date: 30.01.1990.
¹Benchmark: FTSE® Actuaries All Stock Gilts Index.
²Conventional credit bond allocation includes exposure to non-sterling
credit bonds and CDs, where applicable.
³excluding cash
⁴The gross redemption yield is calculated on a weighted average basis

Performance
Fund (%)

Benchmark¹ (%)

Relative (%)

Q2 2019

1.63

1.31

0.32

Year-to-date

5.16

4.74

0.42

Rolling 12 months

5.18

4.90

0.28

3 years p.a.

2.43

1.96

0.47

5 years p.a.

5.43

5.54

-0.11

10 years p.a.

5.43

5.25

0.17

Since inception p.a. 30.04.2010

5.45

5.14

0.31

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.
¹Benchmark: FTSE® Actuaries All Stock Gilts Index.
On 1 May 2012, the Royal London UK Government Bond Fund (Class B) was renamed the Royal London UK Government Bond Fund (Class Z).
The Z share class was launched on 30 April 2010. All performance after this date is for the Z share class. All performance for periods prior to 30
April 2010 is for the Royal London UK Government Bond Fund (Class A).Therefore the performance shown in this table is a merged return
which includes the historical ‘A’ share return for the periods to 30 April 2010, before the Z share existed. If you were invested in the fund prior to
this, your investment was in the A shares. If you require separate performance solely for the Z shares since 30 April 2010, please contact your
Client Account Manager.
Performance for the Royal London UK Government Bond Fund is based on pricing at noon, while index performance is based on pricing at
close of business, preventing direct performance comparison. The significance of this timing discrepancy is likely to be greater for shorter
measurement periods.
As of 6 April 2017, the UK Government announced that funds paying interest distributions will be required to pay those distributions gross of tax.
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ROYAL LONDON UK GOVERNMENT BOND FUND
Sector breakdown

Source: RLAM. Figures in relation to your portfolio exclude the impact of cash held, although they do include the impact of CDs if held within
your portfolio

Maturity profile

Credit breakdown

Ten Largest Holdings
Weighting (%)
UK Treasury 1.75% 2019

20.6

UK Treasury 1.5% 2047

8.2

UK Treasury 4.75% 2020

5.6

UK Treasury 4.5% 2042

5.4

UK Treasury 2.25% 2023

5.4

UK Treasury 1.75% 2037

5.3

UK Treasury 0.75% 2023

3.8

UK Treasury 4.25% 2036

3.0

UK Treasury 4.5% 2034

2.9

UK Treasury 1.75% 2057

2.9

Total

63.1

Source: RLAM. Figures in the table above exclude derivatives where held, subject to rounding.
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ROYAL LONDON UK GOVERNMENT BOND FUND

Yield curve

Duration

Asset allocation

Portfolio review
What we thought

What we did

What happened

Highly-rated sterling
credit bonds offered
attractive yields relative to
conventional gilts.

The fund retained its
exposure to highly-rated
sterling credit over the
quarter, with an emphasis
on AA rated
supranationals.

Investment grade sterling
credit bonds outperformed
UK government bonds
over the quarter.

Off-benchmark exposure
to sterling credit bonds
benefitted relative
performance due to their
higher ‘carry’ and credit
spreads narrowing.

We expected a gradual
increase in UK
government bond yields.

We held a short duration
stance throughout the
quarter, looking for
opportunities to increase
or decrease the position
tactically on market
volatility.

The yield on the 10-year
gilt fell by 17 basis points
to 0.83%, extending last
quarter’s fall.

Strategically, the short
duration position was
negative for performance,
but this effect was
somewhat offset by gains
from tactical positions as
we took advantage of
market extremes.

We believed that the short
end of the curve looked
expensive relative to Bank
of England base rates, and
that maturities beyond 30years were expensive due
to yield curve inversion.

We were underweight up
to five-year gilts, and
maintained a steepening
bias between 30-year gilts
and ultra-long dated
issues.

Gilt yields fell relatively
little at the short and long
ends of the curve, with the
curve inversion beyond
30-year maturities largely
unchanged.

Curve positioning had a
positive effect on
performance, mitigating
some of the impact of the
fall in yields across the
curve.
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ROYAL LONDON UK GOVERNMENT BOND FUND
Fund activity


The fund actively traded its duration positioning within a range of -0.3 years to -0.7 years short versus the benchmark,
ending the quarter around -0.5 years short (including the impact of cash holdings on duration). The fund’s long held
strategic short duration position was negative for performance, although the effect was somewhat offset by gains from
tactical trading as we took advantage of market volatility.



The fund held a bias towards short duration positioning throughout the quarter, based on our view that gilt yields are too
low. Our economist’s view remains that the next move in Bank of England (BoE) base rates will be up, although our
forecast hike has been pushed back a year into the second half of 2020. This view is conditional upon the UK leaving the
European Union with a deal. We would expect gilt yields to rise in such an environment. Yields fell in the second quarter,
however, as UK and global economic data continued to deteriorate and trade tensions escalated. As part of a global rally in
government bonds, the 10-year gilt yield ended the quarter at just 0.83%, having been 1.00% at the end of March.



The fund’s curve positioning provided some protection against the fall in yields as we were short in the weakest performing
areas of the curve. We were short at the front end of the curve, due to the relatively limited capacity for short-dated yields to
fall further given how close they were to BoE base rates. We also held a steepening bias at the long end of the curve, being
overweight 30-year maturities and underweight ultra-long (50-year maturity) gilts.



Trading in overseas markets was positive for performance over the quarter, as the fund tactically traded supply events. We
closed our position in US TIPS and bought and sold German, French and Japanese government bonds. We also bought 10year Spanish government bonds on an outright basis, taking some profits before switching them into the 30-year Spanish
government bond. We moved into the longer-dated issue correctly anticipating that curves would flatten in Europe and that
there would be a grab for high yielding assets.



The fund held no UK inflation exposure over the quarter.



The fund’s modest exposure to highly rated sterling corporate bonds had a positive effect on returns over the quarter,
reflecting their higher carry and credit spreads modestly tightening overall. There were no additions to or sales from the
portfolio during the quarter.

Key views within the portfolio


The portfolio’s duration is -0.5 years shorter than the benchmark. We expect a gradual increase in UK government bond
yields as the year progresses.



The fund is positioned for higher yields, particularly at the shorter end of the curve. In longer maturity bonds the fund has a
preference to be overweight 30 year maturity bonds versus 40 and 50-year maturities, where the yield curve is inverted.



The fund has a small overseas exposure, and we continue to look for opportunities to take such positions on a relative basis.
With the Royal London view that a ‘no deal’ Brexit will be avoided, we would expect UK yields to underperform their global
peers as the BoE moves rates away from emergency levels, helped by continued improvement in economic fundamentals,
and Brexit pessimism recedes.



The portfolio has allocations to longer dated, high quality corporate bonds, which we expect to outperform gilts in a lowyielding environment.



The portfolio continues to tactically trade index linked gilts to take advantage of mispricing opportunities, although held no
inflation positions at the end of the quarter.
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ROYAL LONDON UK GOVERNMENT BOND FUND

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 0628.
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