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Royal  London Short D urati on Gl obal High Yi eld Bond Fund 

Performance 

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

Q4 2020 1.79 0.01 1.78 

Year-to-date 0.39 0.30 0.09 

Rolling 12 months 0.39 0.30 0.09 

3 years p.a. 2.21 0.61 1.60 

5 years p.a. 2.85 0.54 2.31 

Since inception p.a. 15.02.2013 3.57 0.54 3.03 

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, subject to rounding. 

Source: RLAM. Based on the Z Inc 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: SONIA. Please note that this changed from 3-month LIBOR, effective 15 December 2020, and is reflected in the returns shown 

above. 

Fund price and yields 

 Distribution yield¹ 

Fund 4.42% 

Source: RLAM and State Street. Based on the Z Inc share class. 

¹Net of standard management charges. 

²Excluding cash 

Reported yields reflect RLAM's current perception of market conventions 
around timing of bond cash flows. Heightened uncertainty due to the 
COVID 19 crisis may impact these timings for bonds with callable 
feature. 

Fund data 

 
Fund 

Duration² 0.9 years 

No. of stocks 134 

Fund size £1,343.6m 

Launch date 15.02.2013 
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Sector breakdown 

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

Maturity profile Credit breakdown 

  
Source: RLAM. Maturity breakdown is the yield to expected maturity 
rather than actual maturity. Figures exclude the impact of cash held. 

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

Ten largest bond holdings 

 Weighting (%) 

Grifols 3.2% 2025 2.1 

Commscope Finance 5.5% 2024 1.9 

Arqiva Broadcast Finance Plc 6.75% 2023 1.8 

Tenet Healthcare Corp 4.625% 2024 1.7 

Softbank Group Corp 5.375% 2022 1.7 

Iqvia Quintiles Ims Inc 3.25% 2025 1.7 

Verisure Midholding 5.75% 2023 1.7 

Mattel Inc 6.75% 2025 1.6 

Centene Corp 4.75% 2025 1.6 

Dish DBS Corp 6.75% 2021 1.6 

Total 17.4 

Source: RLAM. Percent of fund is based on Security’s fund Base Value over Total fund Base Value less Cash and FX Hedging, subject to 
rounding. 
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Market overview 

 When the quarter began, there was some nervousness in the high yield market. There had been a sell-off in the preceding 

month in which the high yield spread had widened by 45 basis points. It had, however, been driven by technical factors 

rather than by a deterioration in the market outlook, creating opportunities to add credit at discounted prices. There were 

three potential areas of concern for the market at the start of the quarter: the upcoming US elections, a second wave of 

Covid-19 and ‘no-deal’ Brexit. Of the three, the market was least concerned about Brexit, with there being a consensus that a 

last-minute deal would be agreed. 

 The market consensus ahead of the US elections was that there would be a ‘blue sweep’, with Biden winning the presidency 

and the Democrats taking control of the Senate. There were thought to be two risks around this: that President Trump 

would cause a highly turbulent situation by refusing to accept the result, and that the Democrats would pass economically-

damaging policies. We were less concerned by these risks than the market, believing that neither candidate would risk 

endangering the economy given its fragility. This has so far been borne out, with the market quickly looked through Biden’s 

victory and the disruption that Trump caused as he unsuccessfully attempted to delegitimise and overturn the result. 

 Our perspective on the likelihood of a second wave of Covid-19 was not unique given that we are not virologists. However, 

we thought that, were there to be a second wave, the impact would either be more localised or smaller than what had been 

experienced in March. Accordingly, we expected market liquidity to be sufficient in such a situation. There was, indeed, a 

significant uptick in Covid-19 cases and deaths during the quarter across the UK, Europe and the US, with new strains of the 

virus emerging. While the situation has been just as serious as the first wave in the UK, it has generally been less severe in 

the rest of the world, so market liquidity has been fine. 

 There were also significant breakthroughs in the development of vaccines to combat Covid-19. Several companies reported 

successful vaccine trials in November, which enabled the initial rollout of some of the vaccines before the end of the year in a 

few countries. That lifted market sentiment as it heralded an eventual return to normality for societies, much faster than 

had been expected. The high yield market consequently performed strongly in November and December as investors began 

to reprice the risks in the market. Covid-facing credits outperformed, as did cyclicals, and the price of Brent crude oil surged 

from around $39 a barrel at the start of November to $52 a barrel at the end of December. 

 Overall, the fourth quarter was extremely positive for the high yield market, with all of the key negative risks getting 

diminished. Trump’s defeat severely reduced the risk of trade wars, while the marginal outcome in the Senate race hands 

control to the moderates. The multitude of approved Covid-19 vaccines moves us into the endgame for living with the virus, 

while a Brexit deal was agreed as expected at the end of the year. The market has factored these improvements by reducing 

default rate expectations; though we think that high yield credit spreads continue to overcompensate for the risks.  

Portfolio commentary 

 The fund continued to perform strongly during the quarter and was ahead of its benchmark. While the fund finished the 

year broadly flat in absolute terms after deduction of fees, and behind the benchmark, it has significantly retraced its 

underperformance from the lows of March and looks well placed for the market conditions in the year ahead. 

 In line with our strategy for the fund, we continued to be active in refinancings during the quarter. Companies continued to 

be active in using the market to extend their maturities, and we were keen to capture the yields at the front end of the 

market, where we thought these overcompensated for default and other risks. In keeping with the defensive strategy of the 

fund, we maintained its sector positioning in doing this and did not participate in any primary issuance during the quarter. 

 We were primarily active in the consumer, industrials and telecommunications sectors during the quarter. Among the fund’s 

notable purchases were bonds of engineering firm Aker, plastic packaging manufacturer Berry Global, holiday company 

Center Parcs, debt purchase and collection companies Cabot Financial and Intrum, energy supplier Drax, and 

communications providers Intelsat and Liquid Telecom. 

 Sales activity was more limited, with examples being called bonds of chemicals and materials manufacturer Avantor, fast 

food chain Burger King, distribution firm Central Garden & Pet, telecommunications service provider Millicom and 

drinks business Primo Water. 

Outlook 

 The biggest driver of the high yield market is the default rate forecast, and we remain optimistic about it. We think that the 

market is still overly bearish, and that default rates will be benign over the next five years. Our outlook is largely unchanged 

from the last quarter, with the only change being that we think there is less downside risk as a result of the key negative 

catalysts for the market have been substantially eliminated. Additionally, the Democratic victory in the US election is likely 
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to lead to greater fiscal stimulus, while the vaccine news accelerates the timeframe within which economies can bounce 

back. This reduction in downside risk means that there is a narrow range in our forecast spreads. 

 We also think that there will be greater recovery rates on the defaults, reflecting higher corporate valuations and the weight 

of money. One of the things that have surprised us over the last 12 months is how high recoveries have been in some 

situations. This is because there have been more consensual restructurings, with more senior capital, to accelerate exits 

from bankruptcy. It has partially driven by the amount of capital that has been available in the distressed parts of the 

market. Additionally, equity markets have done very well, with enterprise values higher than people might have expected in 

most sectors. 

 We expect the biggest driver of high yield returns in the year ahead to be the global economic recovery. This will be 

especially beneficial if it feeds into higher oil prices, helping the energy companies which constitute a large portion of the 

high yield market. We think there will be more spread compression, particularly in the weaker parts of the market, as 

default risks are repriced. And we think that this spread compression will more than compensate for the impact of any 

increase in underlying government bonds yields; which are relatively unimportant in the high yield market. 

 We may be starting 2021 with the lowest yield ever in the high yield market, yet we still feel extremely bullish. The excess 

spread in the market still offers significant compensation for default and other risks, especially considering the great 

improvements to the economic outlook over the past quarter. There is simply no alternative to the high yield market in its 

risk-return prospects. You can find out more about our thoughts on the risks and opportunities for the year ahead in our 

RLAM Outlook 2021 document. 

 

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 0960. 

       

 


