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Royal  London UK Equi ty Income Fund 

Asset split 

 Fund (%) 

Astrazeneca 5.5 

British American Tobacco 4.4 

GlaxoSmithKline 4.0 

Rio Tinto 4.0 

Royal Dutch Shell 3.8 

IG Group 3.4 

Signature Aviation 3.4 

Dunelm Group 2.9 

3i Group 2.8 

Close Brothers 2.8 

Total 37.0 
 

Fund data 

 Fund 

No. of stocks 49 

Fund size £1,796.2m 

Launch date 11.04.1984 

Source: RLAM, based on the A share class. 

Performance 

 Fund (%)  Benchmark¹ (%) Relative (%) 

Q4 2020 13.70 12.62 1.08 

Year-to-date -14.30 -9.82 -4.48 

Rolling 12 months -14.30 -9.82 -4.48 

3 years p.a. -0.97 -0.91 -0.06 

5 years p.a. 4.24 5.14 -0.89 

10 years p.a. 8.77 5.57 3.20 

Since inception p.a. 30.06.2000 6.97 4.47 2.50 

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, as at 31 December 2020, based on the A Income share class. 

¹Benchmark: FTSE® All Share Index. 

Sector breakdown 

 
Source: RLAM. Figures in relation to your portfolio exclude the impact of cash held. 
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Fund performance 

 During the fourth quarter, the fund was ahead of the FTSE All Share index, but behind competitor funds. Performance 

benefited from a number of stocks including Signature Aviation, McCarthy & Stone, WH Smith, ITV and Paragon. 

Both Signature Aviation and McCarthy & Stone received bid approaches from private equity during the quarter at significant 

premiums to their prevailing share prices. All these stocks have seen their share prices negatively impacted by the pandemic 

and should benefit from economic recovery post-Covid. 

 Detractors from performance included Dunelm, Hargreaves Lansdown, IG Group, Segro and Pennon Group. In 

general, these stocks performed well in the earlier part of 2020, being seen by the market as quality growth stocks, and were 

vulnerable to profit taking as the market rotated towards perceived recovery stocks during the quarter.  

 2020 has been a disappointing year for performance, negatively impacted by Covid-19. Nevertheless, we still believe that 

our investment philosophy and approach is the right one longer term, and it has served us well over many years. We 

continue to back our convictions and have not allowed our investment style to drift. Ultimately, we believe the stockmarket 

will reflect the intrinsic worth of companies, or else be corrected through takeover activity.  

Fund activity 

 During October, the shape of the portfolio did not change materially, with activity largely focussed on broadly-based trades 

to cover client activity. We are maintaining liquidity so that we have the flexibility to participate in any fund raisings that 

result from the current challenging economic conditions.  

 During November, we participated in a share placing by Ricardo, with the company strengthening its balance sheet to give 

itself more financial flexibility. The placing was done at a 10% discount to the prevailing share price and it felt like an 

attractive time to add to the holding given the valuation multiples are undemanding, especially when the economy starts to 

recover. We also took some profits in McCarthy & Stone at slightly above the agreed bid price.  

 During December, we sold out of the fund’s remaining holding in McCarthy & Stone, after the takeover had been voted 

through by shareholders, at a very small discount to bid price. While the bid was an opportunistic one by private equity, the 

company is currently not paying a dividend and its most recent trading statement confirmed the challenging trading 

conditions that are resulting from the Covid-19 lockdown. We also added modestly to the fund’s British American 

Tobacco holding. Shares have been very dull over the last few months, but industry volumes are holding up well in key 

markets, the high dividend looks secure and the FDA does not look to be targeting any material industry change over the 

immediate future, such as a menthol ban.  

Market background and outlook 

 During the fourth quarter, the pandemic has continued to take a significant toll on the economy and personal lives. Sadly, 

with cases currently rising sharply across many European countries, in part due to a more virulent strain of the virus, we are 

facing a tough first quarter of 2021 with further lockdowns and tightening restrictions. Throughout the pandemic, the 

strategy of governments across Europe appears to be to suppress the virus through a range of restrictions until a vaccine 

arrives. 

 The good news is that effective vaccines have now arrived and been approved by the UK regulator and other countries 

around the world. These are set to be rolled out in the UK during the first half of 2021 at speed. The Pfizer vaccine has 

already been used widely in hospital settings and the AstraZeneca vaccine can be rolled out quickly and more widely due to 

its simple logistical requirements.  

 In addition, we have seen resolution of Brexit after more than four years of negotiations. For much of this period the Brexit 

negotiations have been centre stage, but during 2020 their potential impact on the UK and European economies has been 

dwarfed by the global pandemic. The deal appears to be a reasonable one for both the UK and EU, and provides a platform 

for future cooperation and partnership between two sovereign entities. It also gives much wanted clarity and certainty for 

businesses about future trading arrangements.  

 The pandemic has touched everyone’s lives in a profound manner. Unfortunately there has already been a huge economic 

cost to dealing with Covid-19, although this has not yet been fully felt by the population due to the cushioning effect of 

government measures such as furloughing. Rising unemployment looks likely in 2021. The immediate outlook for the UK 

economy is far from clear, although given tier four lockdowns across much of the country, it feels right to assume that we 

face a very challenging start to 2021. However, things are likely to look significantly more positive later in 2021, provided 

vaccines can be successfully rolled out.  

 We still do not know exactly what the ‘new normal’ will eventually look like, or indeed how robust consumer confidence will 

be. The extent to which individuals will be able to decide their own risk appetite for the activities they choose to do going 
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forward is unclear, although it looks increasingly likely that the government will continue to micromanage many areas of 

everyday life post vaccines. We suspect that economic recovery will take several years to happen, with 2021 being a 

transitional year for improving economic activity, but the truth is nobody really knows yet. Ultimately, we suspect that we 

will just have to learn to live with the virus longer term.  

 The response to Covid-19 has meant that government debt levels are much higher than have hitherto been the case, except 

in the immediate aftermath of world wars. Given the scale of government indebtedness, interest rates look set to remain at 

rock-bottom levels for the foreseeable future and yield curves will be heavily managed by governments. When the dust 

settles, taxes may need to rise to help pay for the support given by governments.  

 The geopolitical background remains as fluid as ever. Issues such as simmering trade tensions between the US and China 

have not gone away and we do not think that a new president will make much difference short term, judging by the rhetoric 

so far. 

 2020 has been characterised by the widespread cuts in UK dividends. Many companies stopped giving forward guidance 

due to the uncertain outlook, and others, with more challenged balance sheets, have raised additional capital to bolster their 

finances. We think that virtually no industry will ultimately be immune from the economic and political impact of 

coronavirus, which is likely to cast a shadow over the global economy for a significant period of time. More encouragingly, 

we have seen a range of companies reinstate their dividends during the last few months, including a number held by the 

fund. Companies are now much more on the front foot and planning for the future. Successful companies will adapt to the 

‘new normal’.  

 We expect more companies, that have historically prioritised dividend payments, will return to paying regular dividends 

during 2021, albeit the quantum may be rebased in some cases. Equity in business has a cost of capital and that is expressed 

through dividend payments. History teaches us that companies which thrive longer term have capital discipline in their 

DNA. Equity investment combines a number of attractive features in normal times, such as good liquidity, an inflation 

hedge and income, and therefore will remain an important asset class for investors, albeit one that can be incredibly volatile. 

In a world that continues to be hungry for income, we believe that once we have put coronavirus behind us, the UK 

stockmarket will still be an attractive and sustainable source of income, and that well-executed equity income strategies can 

again flourish.  

 We expect opportunistic takeover activity to be a theme of 2021. There is plenty of longer-term value in many Covid-

impacted companies that is not reflected in their current share prices. Private equity and infrastructure funds currently have 

access to some incredibly cheap capital, which they can profitably deploy. The recent Signature Aviation bid approach is 

a good example of this.  

 Our approach of investing in companies with sustainable dividends has inevitably been seriously challenged in the short 

term by the exceptional circumstances we currently face, but we still believe that the fund is well positioned longer term 

through its focus on companies with strong market positions and sound finances. We will continue to target those 

companies which we consider to have good medium- and longer-term dividend paying capacity, without chasing dividends 

in the short term, as this would risk too narrow a portfolio centred on a small number of companies and industries. We will 

retain a breadth and depth of industry exposure, as well as a balance between domestic and international earners. We are 

very much sticking to our investment process and using it to guide us through the crisis. 
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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 0970. 

       

 


