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Royal  London Sustai nable Manag ed Income Tr ust  

Top ten holdings 

 Trust 
(%) 

Aviva 6.875% 2058 1.7 

Quadrant Housing 7.93% 2033 1.3 

Co-operative Bank 4.75% 2021 1.2 

Penarian Housing Finance Plc 3.212% 2052 1.1 

PRS Finance Plc 1.5% 2034 1.0 

Finance for Residential Social Housing 8.368% 
2058 

1.0 

Harbour Funding 5.28% 2044 0.9 

Thames Water Utilities Finance 7.738% 2058 0.9 

Derby Healthcare 5.564% 2041 0.9 

Reassure Group Plc 5.867% 2029 0.9 

Total 10.8 
 

Trust data 

 Trust Benchmark¹ 

No. of stocks 300 1,172 

Fund size £205.1m - 

Duration² 8.1 years 8.1 years 

Gross redemption yield³ 1.83% 1.10% 

Launch date 07.12.2012 - 

Source: RLAM, based on the C Acc share class 

¹Bench mark: iBoxx £ Non-Gilts All Maturities. 

²Excluding cash 

³The gross redemption yield is calculated on a weighted average basis. 

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. 

Performance 

 Trust (C Acc)(%) Benchmark¹ (%) Relative (%)  

Q4 2020 3.48 3.12 0.36 

Year-to-date 8.72 7.80 0.92 

Rolling 12 months 8.72 7.80 0.92 

3 years p.a. 5.97 5.06 0.91 

5 years p.a. 6.67 6.01 0.66 

Since inception p.a. 07.12.2012 5.88 5.36 0.51 

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, gross of standard management fees.¹Benchmark: iBoxx £ Non-Gilts All Maturities. 

Sector breakdown 

 

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



 

ROYAL LONDON SUSTAINABLE MANAGED INCOME TRUST 
 

QUARTERLY REPORT 31 DECEMBER 2020 4 │ PAGE 
 

Executive summary 

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

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 recovery in the second half of 2021, helped by ongoing government and central bank support. 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.  

 For the quarter, the fund delivered net returns as follows: 

o RL Sustainable Leaders (equity-only): +5.18%, underperforming the FTSE All Share Index (+12.62%). 

o The three mixed-asset funds underperformed their respective composite benchmarks and IA sectors: 

RL Sustainable World   +3.11% (IA sector average: +7.99%); 

RL Sustainable Diversified  +4.27% (IA sector average: +6.71%); 

RL Sustainable Managed Growth +4.06% (IA sector average: +4.21%).  

o RL Sustainable Managed Income (credit-only): 3.34%, outperforming the Markit iBoxx Sterling Non-Gilt All 
Maturities Index (3.12%). 

o Please note: Fund performance shown is based on the C Acc share class, which is the clean share launched post-
RDR (except for the Sustainable Diversified Trust, which is based on the C Inc share class). 

 The fund outperformed during the quarter, primarily driven by positive asset allocation (strongly overweight in insurance 

and lower-rated credit, and underweight in supranational bonds). 

 Our sustainable strategies invest in companies demonstrating a net benefit to society, either through the products and 

services they offer, or leadership in environmental, social and governance (ESG) factors. This is how we define 

sustainability. As a result, we invest in a range of innovative, responsible, well-managed companies with strong long-term 

growth potential. We believe the funds to be well positioned to benefit from powerful trends in healthcare, technology, 

infrastructure and corporate governance, as well as the correlation between investing sustainably and investment returns. 

 We believe that sustainable strategies will be a net beneficiary from the changes that could come from the pandemic and our 

funds are well positioned to benefit from this. We feel that the responses of governments, companies and individuals to the 

pandemic could lead to a step change in real-world sustainability and in the trend to sustainable investing. 

Market overview 

 Major global stock markets delivered a strong fourth quarter. The , which covers MSCI All Countries World Index (ACWI)

leading developed and developing markets, rose +8.6% in sterling terms. This helped 2020 as a whole to post positive 

returns (ACWI +13.5%), despite the pandemic. All major markets rose during the quarter with the dispersion in returns 

resulting mostly from sector rotation. Among the major regions, emerging markets, Asia Pacific excluding Japan and the UK 

were the strongest 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 -32.8%. 

 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 (QE) programmes. In addition, the removal of roadblocks to the dispersal of the €750bn EU Recovery 

Fund was a significant positive for European economies.  

 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 positive developments on vaccines 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 
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as 2.25% at the peak of the market selloff in March. The Markit iBoxx Sterling Non-Gilt All Maturities Index delivered total 

returns of +3.12% for the quarter. 

 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. The strategies have no exposure to oil & gas and basic materials.  

Performance and activity 

 All sterling credit sectors outperformed gilts and delivered positive absolute returns during the quarter. The subordinated 

financial sectors (banks and insurance) were among the best performing sectors in the market, with spreads contracting 

significantly as investors searched for higher yields. At the other end of the spectrum, the weakest returns came from 

supranational and covered bonds, which are considered less risky and so feature lower yields. Reflecting all of these 

dynamics more broadly, lower-rated and longer-dated debt outperformed.  

 The fund performed very strongly in the fourth quarter, significantly outperforming the benchmark. This primarily reflected 

the substantial underweight exposure to low-yielding supranationals, the overweight allocations to bonds in the insurance 

and structured sectors, and security selection within the banking & financial services sector. The outperformance of lower-

rated bonds (BBB and below) was particularly positive for performance given the targeted overweight position in BBB rated, 

sub-investment grade and unrated bonds. The partial unwinding of the market distortions caused by the BoE’s Corporate 

Bond Purchase Scheme also helped as this had negatively impacted performance in the previous two quarters. 

 Holdings are focused on sectors that benefit from strong covenants (legal restrictions on what an issuer can do) and often 

offer enhanced security (offering assets as collateral). On sustainability grounds, we have no exposure to bonds of oil & gas 

companies or extractive industries. We are also underweight in the general industrial and consumer goods sectors, and to a 

lesser extent in consumer services. The trust’s targeting in BBB is weighted to community funding (regulated banks and 

building societies), financial resilience (regulated insurance debt), decarbonisation and infrastructure debt, which have 

exhibited stable cashflows relative to the wider consumer, retail and industrial BBB areas and lower rating transition risk to 

sub-investment grade, which is a key risk in the current environment. 

 Throughout the past year we have been meeting issuers as we sought to protect our clients’ interests, while appreciating the 

need to be responsible lenders at a time of unprecedented economic and social disruption. Such meetings allow us to 

express our concerns on traditional financial factors as well as ESG issues, and we typically find that issuers welcome this 

feedback. Ultimately, we want issuers to deliver sustainable cashflows and we most effectively influence this by acting as a 

long-term, responsible investor. We have our greatest voice when lending on a secured and covenanted basis, which helps to 

redress the subordinated control position of unsecured lending. 

 Sterling investment grade credit issuance had been very high in the first half of the year, as companies sought to raise 

liquidity to protect themselves from a potentially protracted period with severely reduced revenues. Issuance dropped 

markedly in the second half of the year. While issuance was still relatively high for the year overall (the third highest year in 

the past decade), there was no end-of-year surge, which used to be a feature of the market. Nonetheless, we participated in a 

number of new issues, including subordinated insurance issues from Just Group and Pension Insurance Corporation, 

a senior banks green bond from Barclays and a senior opco bond from Close Brothers, the UK merchant bank. We also 

bought a new issue from the social housing aggregator Blend Funding and two longer-dated issues from housing 

associations Orbit Capital and Clarion Group. We participated in the issue of AAA rated structured bonds by Sage 

Funding, secured on social housing with a low loan-to-value ratio, and a holdco bond issued by Thames Water. We also 

participated in a green bond issue from Tritax Big Box, the logistics and distribution real estate trust. Otherwise, we 

bought a new issue from packaging and PPE supplier Bunzl; a hybrid new issue from National Express, the transport 

operator, and a new issue from builders’ merchant Travis Perkins. 

 All issuers within our sustainable holdings offer a net benefit to society or show ESG leadership. As well as reducing risk, we 

seek out opportunities that are under-researched e.g. bonds that do not fall into mainstream indices or benchmarks and/or 

are unrated by ratings agencies. Importantly, the sustainable credit proposition provides access to critical sectors that most 

investors can’t access via equity markets.  Key themes in the funds include social housing, the decarbonised economy, vital 

infrastructure, financial resilience (such as insurance products to support individuals through shocks) and community 

funding (banks focused on SME and retail lending). The remainder meet one of the overarching criteria. 

 The fund is highly diversified in order to improve overall portfolio liquidity and reduce the effect on overall performance of 

any deterioration in the creditworthiness of an individual holding or sector. The value of diversification in spreading risks is 



 

ROYAL LONDON SUSTAINABLE MANAGED INCOME TRUST 
 

QUARTERLY REPORT 31 DECEMBER 2020 6 │ PAGE 
 

likely to become increasingly clear over the next few months. Our bias towards secured and covenanted debt should provide 

some mitigation and allow us to better protect our clients’ interests. 

Outlook 

 While new, more transmittable strains of Covid-19 represents 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 particularly volatile, the government and BoE 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 have therefore maintained our pro equity stance in the mixed asset strategies as we remain 

positive on the medium- to long-term outlook. 

 The equity portfolios are invested in a range of innovative, well-managed businesses with durable competitive advantages 

and which are supporting the transition to a more sustainable world. We believe that many of the companies we are invested 

in will come out of this crisis even stronger than they went in. While we remain focused on managing balanced portfolios 

that will provide resilience during periods of volatility, a greater degree of cyclicality may be beneficial as economies recover. 

While we are not looking to radically rebalance the funds, we will seek to broaden out our holdings. In particular, while we 

remain committed to long-term trends that will be facilitated by technology, including digitisation and in healthcare, we are 

wary of unproven nascent business models and companies that may have brought forward sales through the pandemic, 

rather than benefitting from accelerated societal shifts. 

 In sustainable credit, we expect a further extension of QE in 2021 because the government and BoE will wish to avoid the 

increase in bond yields that would result from a substantial increase in net supply. Nevertheless, the level of QE is likely to 

be reduced over time and that diminished support for the market is likely to result in higher long-term yields. Given that the 

upside in fixed income is capped, we place a heavy emphasis upon protection for our clients. We focus on whether issuers 

will survive through to the period in which societies have been widely vaccinated against Covid-19 and can return to 

normality, and so far this has been very encouraging. While corporate bond yields are low in absolute terms, the yields on 

UK government bonds with maturities of less than seven years are currently in negative territory. As such, we think that 

credit spreads are attractive and the outlook for sustainable credit remains encouraging. 

 Longer term, the strategies are invested number of the key social and environmental trends we see as being key investment 

areas for the foreseeable future, such as decarbonisation, digitisation and healthcare. 

A long history of sustainable investing 

 Our flagship RL Sustainable Leaders Trust celebrated its 30th anniversary last year. You can find out more about our 

full range of sustainable funds, including the more recently-launched RL Global Sustainable Equity Fund, at 

rlam.co.uk. 

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

BrightTALK.com; including 30 years and counting by Mike Fox; Who was responsible? by Ashley Hamilton Claxton; 

Climate change and disclosure requirements for asset owners by Carlota Garcia-Manas; and Responsible global equities by 

James Clarke and Carlota Garcia-Manas. 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.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 0969. 

       

 


