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Royal  London Gl obal Equity Strategies  

Executive summary 

 The global equity strategies delivered good performance in the fourth quarter as equity markets pushed on from regaining 

the ground lost in February and March to reach new highs for the year as a whole. Our pooled funds delivered net returns of 

+9.29% for the RL Global Equity Select Fund and +7.66% for the RL Global Equity Diversified Fund, compared to 

+7.78% for the benchmark (MSCI World Net Total Return in sterling). For the 12-month period, the funds have returned 

+16.51% and +10.86%, respectively, against +12.32% for the benchmark (fund returns net of fees, for M Acc share classes). 

 Covid-19 cases generally increased over the quarter with a more transmissible variant spreading quickly in parts of the UK, 

South Africa and other countries, leading to tighter restrictions. However, strong efficacy data in early November and 

subsequent regulatory approval allowed vaccination programmes to start. As a result, investors looked through the short-

term challenges to the possibility of a strong economic recovery in the second half of 2021. Political issues were also 

prominent. Financial markets responded positively to the expected combination of a Biden presidency with a Republican 

Senate, even though two seats in Georgia required a runoff in early January. Congress finally agreed a $900bn (4% GDP) 

fiscal deal. The UK also agreed a trade deal with the European Union. 

 As with previous quarters, the market recovery may seem surprising given the ongoing Covid-19 crisis and the economic 

impacts of lockdowns and other restrictions. Indeed, the pandemic has had clear negative impacts on corporate 

performance, which in some cases look to be structural rather than a shorter, cyclical hit. However, the monetary and fiscal 

responses have been equally dramatic, and have driven down fixed income yields to very low levels and equity discount rates 

to over 20-year lows. Although positive vaccines developments helped global markets, most were already up year-to-date 

before that news broke. While more transmittable strains of Covid-19 represent a near-term challenge with the need for 

tighter lockdowns, a number of other risks have lifted, including whether vaccines could be developed, US political risks and 

the UK-EU trade talks. While the first half of 2021 could be particularly volatile, governments and central banks remain 

committed to supportive monetary and fiscal policies, and we believe that equities will outperform bonds over the year with 

a strong economic recovery in the second half. 

 We are conscious, however, that following the remarkable recovery of global equity markets from their lows in late March, 

valuations are less compelling. Using some valuation metrics, equities are the most expensive for several decades, and are 

approaching valuation peaks reached in the dotcom boom in 1999/2000. Nonetheless, relative to bonds, while clearly more 

expensive than at points in 2020, equity valuations are still not extreme and are actually lower than in 2018. We also believe 

earnings momentum will remain favourable. We believe sectors will be a key point of volatility risk, with the rotation into 

more cyclical/Covid-recovery stocks in the autumn showing the potential for positive and negative effects on performance. 

We are addressing this risk by minimising factor exposure to sectors and focusing on stock-specific risk. 

 Our preference is to own wealth creating companies with suitable balance sheets for their underlying business and a 

conservative approach to credit diversified across regions, countries, industries and Corporate Life Cycle categories. No 

single model or analysis is a magic bullet for investing, but our Corporate Life Cycle model helps us to understand the world 

as management teams see it and identify those that are actively responding to the crisis. Owning companies that merely 

survive the pandemic won’t deliver significant outperformance. We are looking for the ‘Accelerators’ that are increasing 

investment to take full advantage of the current environment, and ‘Slowing & Maturing’ or ‘Turnaround’ companies that are 

doubling down on restructuring with an attractive valuation pay-off opportunity. 

Market overview 

 Major global stock markets delivered a strong fourth quarter. The  rose +7.8% in sterling terms. MSCI World Index

Remarkably, despite the pandemic, 2020 as a whole posted positive returns (+12.3%). All major markets rose during the 

quarter with the dispersion in returns resulting more from sector rotation. Among the major regions, emerging markets, 

Asia Pacific excluding Japan and the UK were the stronger markets, whereas Japan, Europe excluding the UK and the US 

were slightly more pedestrian. 

 Companies that had been struggling because of Covid-19 tended to perform well on the Pfizer vaccine news, while several 

sectors rose on the prospect of a more traditional US president and gridlock in the legislative bodies preventing extreme 

policy decisions. Unlike prior quarters, it was not technology that led sectors (+6.8% in sterling terms during quarter), but a 

strong recovery in energy (+20.3%) and financials (+17.4%), which had previously underperformed. For the full year, 

however, energy was still down -36.3%.  

 The Bank of England (BoE) has continued to neutralise the impact of government bond issuance through asset purchases, 

which were extended in the quarter. The Federal Reserve (Fed) and European Central Bank (ECB) are operating similar 

quantitative easing programmes. In addition, the removal of roadblocks to the dispersal of the €750bn EU Recovery Fund 

was a significant positive for European economies.  
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 With renewed lockdowns in many countries and activity remaining below normal levels, yields on benchmark 10-year 

government bonds fell over the quarter in most major developed markets, apart from the US, Canada, Sweden and Japan. 

The yield on 10-year gilts decreased 3 basis points (bps) to 0.20% and shorter-dated government bond yields remained 

negative, although the BoE continued to eschew the policy option of negative base rates. 

 Credit spreads tightened further reflecting increased economic activity and central bank support for struggling companies. 

The average sterling investment grade spread (the average extra yield available from a corporate bond compared with 

government debt of equal maturity) ended the quarter a further 30bps tighter at 0.99%, which compares with an average 

spread of 1.14% at the end of 2019. This is a remarkable turnaround considering that the average spread was as wide as 2.25% 

at the peak of the market sell-off in March.  

 Sterling was among the stronger major currencies over the quarter, strengthening another 5.4% against the US dollar 

following the recent decision by the Fed to alter its inflation targeting methodology. It also strengthened marginally against 

the euro and against the yen. This strength tempered the returns for sterling investors in global equities. 

 Oil prices recovered strongly in the quarter as global economy continued to grow and Saudi Arabia announced production 

cuts. The price of Brent crude oil rose by +26.5% to over $52 a barrel. Copper continued to strengthen as economic activity 

strengthened in China, rising +15.8% over the quarter. Gold fell -0.2% to $1,933/oz., although this masked its volatility 

across the quarter as some investors sought a safe haven on renewed fears about Covid-19 and political risks. 

Performance and activity 

Global Equity Select Fund only: 

 The RL Global Equity Select Fund strongly outperformed its benchmark over the quarter and 12-month period. 

Semiconductors stocks (Samsung, Micron and Taiwan Semiconductor (TSMC)), Safran and Anglo American contributed 

strongly to returns over the quarter. Samsung, which is in the ‘Turnaround’ category of the corporate Life Cycle, and 

Micron (‘Slowing & Maturing’) are closely aligned as DRAM chips are a key component of their sales. Both companies 

benefitted from an upturn in the DRAM market – while not a perfect indication of the contract part of the market, spot 

prices for standard chips have increased +28% from their recent lows in August. Crucially, the manufacturers also stayed 

profitable across the cycle, which has not been the case in previous DRAM price cycles. As well as this structural boost, there 

is a long-term demand story as 5G phones require more RAM and the ongoing trend to digitisation, which has been boosted 

by increased remote working in the pandemic, is increasing the demand for data centre servers. The strong performance of 

TSMC (‘Compounding’) was related to the decline of Intel. TSMC has achieved such an IP advantage in core and graphical 

processors that Intel has announced a strategic review and is considering outsourcing the manufacture of its processors to 

TSMC. This transformative shift would be a major boost for TSMC. As an example of its leadership, TSMC is producing the 

M1 chip that is integral to new Apple MacBooks. French aircraft engine manufacturer Safran (‘Slowing & Maturing’) 

performed well across the quarter. Following the lifting of some European travel restrictions in October, the broader hope of 

successful vaccine rollouts was very positive for travel-related companies. The company’s valuation remains attractive and it 

is well placed to benefit from a recovery in the airline industry. Anglo-American (‘Mature’) also benefitted from the 

general positive shift in sentiment. While metals have been more resilient than oil through the crisis, the possibility of a 

‘return to normal’ next year, still boosted prices. As an example, copper rose +15.8% in the quarter to reach its highest level 

since early 2013.  

 Detractors from performance included Church & Dwight, Verizon Communications and Progressive Corporation. Having 

been an outstanding performer last quarter, US household products company Church & Dwight (‘Slowing & Maturing’) 

paused as the market shifted with the optimism around successful rollouts of vaccination programmes. The company’s 

defensive qualities had served it well through the recent challenging period with demand for its staple products holding up 

or even increasing despite the impact of the Covid-19 pandemic as well as the positive impact of a lower rate on its cashflows. 

It naturally underperformed as both factors reversed. The same applied to Progressive Corporation (‘Accelerating’). The 

US auto insurance specialist had performed particularly well earlier in the year as its revenue is particularly defensive – 

insurance is a legal requirement and paid in advance, so is far less vulnerable to consumer discretion in a downturn. Given 

the early lockdown greatly reduced miles driven and accident claims, this led to a period of supernormal profit. As activity 

returned to more normal levels later in the year, this effect unwound. However, even with the quarter’s weaker performance, 

Church & Dwight and Progressive each returned roughly twice the level of the broad market over the full year. While we 

have taken some profits, both stocks remain key components of our diversified portfolio approach. Verizon 

Communications (‘Mature’) was similarly affected by the rotation into ‘Covid-recovery’ stocks as the defensive cashflows 

of mobile telecoms were less prized by investors. In addition, its revenues were impacted by lower international roaming 

activity (for which the charges are onerous for US consumers) and the launch of the new Apple iPhone 12, which delayed 

handset upgrades. Nonetheless, we remain positive on the rollout of 5G in the US, particularly as the company hopes to 

capitalise on this by offering 5G at home as a broadband connection. 
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 Volatile market conditions and the rotation away from highly-rated growth companies to ‘Covid-recovery’ stocks provided 

opportunities to add to some holdings at attractive prices. In the run up to the US elections, the valuation of HCA was 

attractive as its prospects as the largest-scale provider of hospitals across the US are compelling. Following a sector review, 

we added to South Korean bank KB Financial and separately added to Safran and Bridgestone. We felt the market 

reaction to Reliance Steel’s results provided an opportunity to add to this high-quality metal services company. Against 

these trades, we took some profits in a number of defensive stocks that have performed strongly through the crisis, 

including TSMC, Church & Dwight, McCormick and car insurers Progressive Corporation and Admiral. We also 

reduced Japanese stationary supplier Kokuyu, feeling there are better opportunities elsewhere. 

Global Equity Diversified Fund only: 

 The RL Global Equity Diversified Fund performed broadly in line with the benchmark. Stock selection was notably 

strong in semiconductors, where the holdings in Taiwan Semiconductor Manufacturing (TSMC) and Micron 

performed strongly. Whereas Micron was driven by the industry-wide recovery in DRAM prices (with spot prices rising +28% 

from their August lows), the strong performance of TSMC was specific to the decline of Intel. TSMC has achieved such an IP 

advantage in core and graphical processors that Intel has announced a strategic review and is considering outsourcing the 

manufacture of its processors to TSMC. This transformative shift would be a major boost for TSMC. As an example of its 

leadership, TSMC is producing the M1 chip that is integral to new Apple MacBooks. Combined with not owning Intel, this 

was a strong contributor to performance. Otherwise, Trade Desk, which is a digital advertising marketplace, rose +46% 

over the quarter following strong results and improving competitive landscape – the stock was a relatively recent purchase 

for us. French aircraft engine manufacturer Safran performed well across the quarter. Following the lifting of some 

European travel restrictions in October, the broader hope of successful vaccine rollouts was very positive for travel-related 

companies. The company’s valuation remains attractive and it is well placed to benefit from a recovery in the airline 

industry. Otherwise, not owning Salesforce, Nvidia and SAP was beneficial for performance as these index constituents 

notably underperformed. These outperformers were offset to some extent by weakness in Consumer Staples holdings, like 

Church & Dwight and McCormick, and other stocks perceived to have defensive cashflows, such as Verizon 

Communications, the mobile network operator, and car insurer Progressive Corporation. 

 Volatile market conditions and the rotation away from highly-rated growth companies to ‘Covid-recovery’ stocks provided 

opportunities to add to some holdings at attractive prices. In terms of strategy, we increased the balance towards the more 

leveraged stocks in the fund, such as financials, chemicals and energy stocks. We also initiated positions in Nvidia (at the 

end of the quarter, following underperformance), where the wealth creation potential is strong and not fully discounted, 

funded by reducing exposure to Tesla; and Pinterest, which we funded by reducing Alphabet. Otherwise, we conducted a 

review of the medical equipment and technology sector, reducing Thermo Fisher Scientific, Medtronic and Danaher 

to initiate positions in Intuitive Surgical, Idexx Labs, Mettler-Toledo and Carl Zeiss Meditec, and add to Stryker. 

We also decided to sell down Omnicom, feeling there are better opportunities elsewhere, and continued selling PCCW on 

governance concerns following a corporate action. 

Outlook 

 While new, more transmittable strains of Covid-19 represent a near-term challenge with the need for tighter lockdowns, a 

number of other risks have lifted, including whether vaccines could be developed, US political risks and the UK-EU trade 

talks. While the first half of the year could be particularly volatile, governments and central banks remain committed to 

supportive monetary and fiscal policies, and we believe that equities will outperform bonds over the year with a strong 

economic recovery in the second half. 

 We are conscious, however, that following the remarkable recovery of global equity markets from their lows in late March, 

valuations are less compelling. They are challenged in many areas and using our global discount rate methodology are 

approaching the extremes seen in the Tech Bubble. Nonetheless, relative to bonds, while clearly more expensive than at 

points in 2020, equity valuations are still not extreme and are actually lower than in 2018. We also believe earnings 

momentum will remain favourable. We believe sectors will be a key point of volatility risk, with the rotation into more 

cyclical/Covid-recovery stocks in the autumn showing the potential for positive and negative effects on performance. We are 

addressing this risk by minimising factor exposure to sectors and focusing on stock-specific risk. 

 There will be challenging periods in the year ahead. At a macro level, a reversal in the bond markets similar to 1994 would 

impact equity returns as would a change in perception around central bank support. In this respect, the sustained rallies in 

oil, copper and other commodities could create a headwind to the expectations of lower rates for longer as higher input 

prices could feed through to inflation if they’re not absorbed by manufacturers. This may challenge the current low rate 

environment orthodoxy, which has been a contributor to the outperformance of growth stocks. There are also signs of 

increasing costs elsewhere with container rates from China to the Los Angeles having more than doubled since the start of 

2020. Other than these risks, there will no doubt be stock-specific hits from earnings releases or trading statements for 
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companies that fail to meet the high expectations of analysts and investors. Some technology stocks that pulled forward 

demand in lockdown could be vulnerable once we move to more normal conditions. 

 The benefits of our disciplined investment approach – a focus on stronger business models combined with robust portfolio 

risk controls – enable superior stock wealth creation and valuation to drive long-term performance. As vaccination 

programmes roll out and economic conditions normalise, we see opportunities for the underlying stability of many of the 

businesses to be better reflected in valuations. We believe that active equity managers, in particular, will perform well in the 

recovery from the pandemic. The crisis will result in strong companies (high returns, strong balance sheets and good ‘moats’) 

getting stronger as they are better able to take advantage of opportunities, whether through new areas of demand or having 

better balance sheets to navigate through lower levels of cash generation in most industries. 

Further insights from the Global Equity team 

 To find out more about our investment approach to investing in global equities and our current thinking, please visit 

rlam.co.uk. 

 Talks from the online RLAM Investment Series that was held in September/October 2020 can be viewed on 

BrightTALK.com; including Will Kenney’s The growth vs. value debate: is it real or relevant anymore? and James Clarke’s 

and Carlota Garcia-Manas’s Responsible global equities. Each presentation lasts for 30 minutes, including Q&A. 

 You can find more of our thoughts on the opportunities and risks in the year ahead in our RLAM Outlook 2021 document. 

 

 

https://www.brighttalk.com/webcast/14511/437617?utm_source=brighttalk-portal&utm_medium=web&utm_content=RLAM&utm_campaign=webcasts-search-results-feed
https://www.brighttalk.com/webcast/14511/437612?utm_source=brighttalk-portal&utm_medium=web&utm_content=RLAM&utm_campaign=webcasts-search-results-feed
https://www.rlam.co.uk/globalassets/media/literature/brochures/2020/outlook-paper-2021-final-web.pdf
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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 on the fund or the risks of investing, please refer to the fund factsheet, Prospectus or Key Investor 
Information Document (KIID), available via the Fund Information page 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 0982. 

       

 


