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Royal  London Short Term Money M ar ket FUND  

Fund data 

 Fund 

Gross redemption yield¹ 0.07% 

No. of issuers 46 

Fund size  £3,416.2m 

Weighted average maturity 0.1 years 

Weighted average life 0.1 years 

Source: RLAM, based on the Y Inc share class. Launch date: 22.07.1999.¹The gross redemption yield is calculated on a weighted average 
basis. ²The underlying yield aligns closely with the gross redemption yield of the fund taking in account expenses. Please see glossary for more 
detail.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 

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

Q3 2020 0.08 0.01 0.06 

Year-to-date 0.35 0.18 0.17 

Rolling 12 months 0.55 0.36 0.19 

3 years p.a. 0.63 0.46 0.17 

5 year p.a. 0.56 0.36 0.20 

10 years p.a. 0.51 0.40 0.11 

Since inception p.a. 22.07.1999 1.31 1.04 0.27 

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 Y Inc share class. 

¹Benchmark: SONIA. Please note that this changed from 3-month LIBOR, effective March 20 2019, and is reflected in the returns shown above. 

As of 6 April 2017, the UK Government announced that funds paying interest distributions will be required to pay those distributions gross of tax.  

Following the implementation of the Regulation (EU) 2017/1131 of the European Parliament and of the Council of 14 June 2017 on Money 

Market Funds (“MMFs”), the fund is subject to the following risks: The fund is not a guaranteed investment. An investment in the fund is different 

from an investment in deposits. The principal invested in the fund is capable of fluctuation in value. The fund does not rely on external support 

for guaranteeing the liquidity of the fund or stabilising the NAV per unit or share. Any risk of loss of the principal is to be borne by the investor. 

Top ten issuers 

 Weighting (%) 

UK Government 30.0 

KBC Bank 5.1 

Rabobank Group 4.3 

DZ Bank 3.8 

Sumitomo Mitsui Banking Corp 3.4 

Lloyds Bank Plc 3.3 

Barclay Bank 2.9 

Landesbank Hessen-Thüringen 2.9 

Nordea Bank AB 2.3 

Royal Bank of Canada 2.2 

Total 60.3 

Source: RLAM. Figures in the table above exclude derivatives where 

held, subject to rounding. 

Duration profile 
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Asset allocation profile Q3 2020 

 

Change since last quarter 

 

Credit rating profile Q3 2020 

 

Change since last quarter 

 

Top ten geographic allocation (ex gilts) Q3 2020 

 

Change since last quarter 

 

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. 
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Market overview 

 The UK government continued to provide support for the economy through its Coronavirus Job Retention Scheme 

(“furlough”), tax deferrals, business grants and loan guarantees. In late September the Chancellor of the Exchequer 

announced that the furlough scheme would be replaced, from the 1st November, by a new Job Support Programme. 

Employees must work a minimum of 33% of their hours with the government and employer contributing to pay; larger 

businesses must show their turnover has fallen. GDP recovered in the quarter but remains significantly below pre-Covid 19 

levels. 

 The scale of the impact on Government finances became clearer in the quarter. At the last report we noted that UK 

government borrowing in the current year would exceed £300bn; it is now estimated to be £470bn or approximately 23% of 

GDP. The BoE has continued to neutralise the impact of government bond issuance through the buying of bonds; this is due 

to be complete in November although a further extension of Quantitative Easing is expected. The yield on 10-year gilts at the 

end of September was just 0.23%, compared to 0.17% at the end of June. Short dated government bond yields remained 

negative at maturities of less than seven years although the BoE has played down the imminent likelihood of negative base 

rates.  

 Cash markets, having seen rates fall primarily at the shorter end in the initial reaction to the Covid outbreak, saw larger 

moves in longer rates. SONIA, the benchmark overnight rate, started the quarter at just 6 basis points (bps), and edged 

lower to 5bps over the period. Three month LIBOR, fell from 15bps to 6bps, and 12 month LIBOR fell from 43bps to 15bps. 

The collapse in rates reflected the move by investors to look for longer-dated exposure in their search for yield, as well as 

economic data and central bank guidance confirming that interest rates will remain very low for an extended period of time. 

Performance 

 Performance for RLAM funds was driven by the nature of the investment objective and the subsequent portfolio mix. Funds 

with a much greater focus on near-term liquidity such as the Short Term Money Market Fund are invested solely in classic 

money market instruments such as treasury bills and short dated certificates of deposit. These performed as we expected 

during the crisis, seeing no drawdowns, gradually accruing positive returns and providing high levels of liquidity to clients.  

 The roll-out of huge government and central bank support and stimulus packages have convinced the market that the 

banking system is secure – helped by the fact that the banking sector was much more robust anyway following changes 

pushed through after the Global Financial Crisis a little over a decade ago. This led to an unwinding of the initial spread 

weakness we saw in credit, but also has pushed yields lower everywhere. This has been a positive trend for our funds, and 

this continued in the third quarter.   

 Fund performance was ahead of the benchmark SONIA index return. This was driven primarily by our targeted exposure to 

longer dated instruments. Although the fund has a short overall maturity, we have material exposure to paper with 

maturities of three months or longer, and this has provided a helpful premium over SONIA. 

Activity 

 Liquidity has remained a focus throughout the crisis. At its peak, we recognised that clients may need additional cash to 

meet margin calls or to take advantage of investment opportunities created by the sell-off. Although this need has abated 

slightly as investors become more comfortable with the changed situation that everyone is working in, we are aware that 

uncertainty is still high – particularly with the US presidential election and Brexit negotiations adding to the ongoing 

coronavirus issue – and therefore retain higher than normal levels of liquidity.  

 In the Short Term Money Market Fund, we have not materially changed the shape of the portfolio. We have had a defensive 

bias, for instance having a high exposure to treasury bills, as these obviously have very high liquidity and lower volatility 

than other money market assets. Within our exposure to CDs, the collapse in rates has meant that the premium for buying 

longer paper has been eroded. Given our view that interest rates are a long way from seeing increases, that lack of premium 

means that we have generally preferred to focus on shorter dated maturities: in effect, we see little value in buying six month 

paper yielding 6bps when we can buy three month paper yielding 5bps. However, as the quarter progressed, we did increase 

slightly purchases of longer dated CDs, reflecting difficult liquidity conditions around year end – where banks prefer to 

avoid issuing paper with December / early January maturities.  One area we have increased exposure is in floating coupon 

CDs. These pay a fixed premium over a floating rate such as three-month LIBOR and therefore help lock in a useful yield 

premium. Examples over the quarter included CDs from Nordea and Standard Chartered. However, we still expect 

yields to trend lower in the coming months and this will impact overall fund yield. Adding longer dated instruments and 

credit risk could help increase this, but given the objective of this fund and the focus on liquidity and security, we believe 

that such activity will be limited to all but the most attractive opportunities.  
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Outlook 

 It is not controversial to point out that government and central bank support will remain in place in various forms for an 

extended period of time – both in the UK and beyond. Despite this, the scale of disruption caused by the virus means that it 

is inevitable that there will be further business failures, which will feed into downgrades and defaults in fixed income 

markets. While the banking system is significantly more robust than it was going into the crisis in 2007, the scale of the 

issue is much greater on both a human and financial level, and so this will not be immune. 

 Negative interest rates remain a topic of speculation, with the market pricing in base rates at -0.10% by around this time 

next year. Recent comments from the Bank of England suggest, in our view, that negative rates are definitely part of the 

Bank’s toolkit. The Bank is looking at the banking system and how it would cope operationally with negative rates, and will 

want to ensure that the benefits of such a move would reasonably be expected to outweigh the costs. The experience of 

negative rates in Japan and the Eurozone show that this is not a magic bullet, and we therefore expect the Bank to focus on 

further quantitative easing before considering negative rates.  

 Even if the Bank does not go negative, we believe that yields will remain under pressure. The gilt curve is already negative to 

beyond five years, and longer dated cash rates have also fallen dramatically. This will impact return potential for money 

market funds, particularly those that have less flexibility to add credit risk.  

 For money market exposure in our funds, we will manage these to achieve what we feel is the best combination of yield and 

liquidity, accepting that the former will be depressed. For exposure outside of these areas, our approach has always placed 

an emphasis on security and credit quality, both in the nature of assets we buy (such as covered bonds) but also in the way 

we assess credit quality, with our preference for bonds with security or covenants that we feel offer a degree of protection to 

investors. A high proportion of the assets in our funds are exempt from bail-in, and we will continue to favour such assets 

given these provide our clients with greater security. This approach mitigated the initial impact of the crisis on our funds, 

and with no immediate end in sight, we believe that this remains the most appropriate way to manage these funds.  

 One change during the quarter was the inclusion of a fossil fuel screen into our research process. This has not had a material 

impact on the nature of credits we will buy for the funds given our long-term emphasis on incorporating ESG into our 

research, but this is now an explicit requirement for the fund. 

 At the time of writing, liquidity is virtually back to normal in money markets: at the height of the crisis, buying in secondary 

markets was possible but for a short period, there was little demand to buy anything beyond highest quality, very short-

dated instruments.  
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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 0897. 

       

 


