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ROYAL LONDON  MULT I ASSET CREDIT FUND  

Asset split 

 Fund (%) 

Loans 24.5 

Secured high yield 23.0 

Short duration high yield 9.6 

Conventional high yield 22.9 

Asset backed securities 2.3 

Investment grade corporate 
bonds 

3.2 

ROW 3.8 

CLOs 10.7 
 

Fund data 

 Fund 

Duration¹ 3.4 years 

Yield to Expected 5.5% 

Fund size  £1,016.9m 

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

Launch date of the share class: 09 October 2017. 

Figures in relation to the asset spilt table exclude the impact of cash 

where held. 

¹Excluding 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. 

Performance 

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

Q3 2020 3.07 0.02 3.06 

Year-to-date -0.36 0.29 -0.65 

Rolling 12 months 0.91 0.49 0.42 

Since inception p.a. 09.10.2017 2.77 0.65 2.12 

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. 

¹Benchmark: 3-month LIBOR. 
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Sector breakdown 

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

Rating breakdown Regional breakdown 
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Market overview 

 The global high yield market continued to perform strongly for much of the third quarter, though credit spreads widened in 

September. Overall, the high yield spread contracted by 64 basis points (bps) over the quarter, ending September at 496bps. 

This strong performance reflected a multitude of factors. There were signs of improvements in underlying economic data as 

many economies reopened amid falling Covid-19 case numbers. Corporate earnings were stronger than expected; often due 

to resilient revenues rather than mere cost cutting. There was also plenty of positive news on the development of vaccines 

and treatments for Covid-19. All of these factors encouraged greater risk taking from investors. 

 This positive momentum was partially unwound in September, almost entirely as a result of outflows from high yield 

exchange-traded funds (ETFs). The high yield spread consequently widened by 45bps over the month. The assets under 

management (AUM) of high yield ETFs ballooned in the months after the market crisis as a result of policy support from the 

US Federal Reserve. The AUM of the largest high yield ETF (JNK) doubled, to a level more than 50% higher than it was 

before the crisis. The ETF had $5bn of outflows in September which, though trivial compared to the $1.2trn US high yield 

market, accounted for almost half of the monthly average trading volume in US high yield. This is because ETFs tend to have 

very lumpy cashflows, causing higher levels of market volatility. 

 The experience of the extreme sell-off in the high yield market in March, followed by the dramatic recovery over the 

subsequent months, has highlighted to us the somewhat surprising relationship between liquidity and volatility. Despite the 

unprecedented market moves during the crisis period, we believe that liquidity remained widely accessible, enabling 

continuous price discovery and the consistent transfer of risk between market participants. In High yield liquidity: in at the 

deep end you can read our analysis of how the increase in liquidity in the high yield market has resulted in higher levels of 

volatility. Additionally, you can listen to senior fund manager Stephen Tapley presenting on this topic at our recent virtual 

investment conference here. 

 It was the second busiest quarter for high yield issuance ever; the busiest having been the previous quarter. This reflected 

companies taking a proactive approach in managing their risks, conscious of the pressures they came under in March, with 

the replacement cost of capital being lower for almost all of them. The amount of issuance was almost double that seen in 

the third quarter of 2019, with the majority being BB or B rated and overwhelmingly coming from the US dollar market. The 

comparatively muted European issuance continued to reflect the fact that European companies were able to raise liquidity 

through public sector facilities, rather than relying on the primary market. 

 Having rallied strongly in the second quarter, oil prices traded within a fairly narrow range during the third quarter, ending 

September close to the price at the end of June. Natural gas prices performed more strongly, rising from around $1.75 per 

million British Thermal Units (MMBtu) to approximately $2.5/MMBtu. Reflecting the backdrop of rising commodity prices 

over the second and third quarters, as well as factors like an increase in the quality of the sector due to fallen angels (credit 

downgrades from investment grade to high yield) energy was the best performing sector in July. However, it was the worst 

performer in September, possibly reflecting the fact that the rally in oil prices had ended. 

Portfolio commentary 

 The fund continued to achieve a strong absolute return over the quarter, though slightly lagged its custom 50:50 global high 

yield / loans benchmark. This underperformance reflected the strong performance of the loan market in the latter half of the 

quarter, at a time when only about a quarter of the fund’s portfolio was exposed to it. The rest of the portfolio fared well 

against the high yield market, driven by tranches of asset-backed securities and different types of high yield exposure. 

 One of our main themes for the fund over the quarter has been adding to our bucket of asset-backed securities. We sought to 

buy new issues in which we had high convictions. The level of liquidity in the market remains strong and so we have been 

happy with how easy we have been able to get things done, both in terms of adding new debt and taking profits. We also 

started purchasing BB rated collateralised loan obligation paper, which is a call on default rates, as we cycled out of our 

investment grade exposure. 

 Given the enormous support for the high yield market from central banks, with plenty of dry powder for further measures if 

necessary, we considered the market pricing on the default outlook to be excessively pessimistic. In many sectors, the 

market appears to be pricing based upon the volatility experienced in March, rather than factoring in the reduced scope of 

likely market defaults as a result of the intervention from the US Federal Reserve in April. 

Outlook 

 While Covid-19 has certainly not disappeared, countries appear to have learned to cope with it better. There is evidence that 

treatments for the virus have improved and vulnerable people are being more effectively shielded. As a consequence, the 

proportion of deaths from the virus compared to total cases has fallen. At the same time, government measures for 

https://www.rlam.co.uk/Documents-RLAM/Articles/High%20yield%20liquidity%20-%20in%20at%20the%20deep%20end.pdf
https://www.rlam.co.uk/Documents-RLAM/Articles/High%20yield%20liquidity%20-%20in%20at%20the%20deep%20end.pdf
https://rlam.brighttalk.live/webinar/high-yield-liquidity-in-at-the-deep-end/?utm_source=brighttalk-transact&utm_medium=email&utm_content=button&utm_campaign=communication_reminder_starting_now_registrants
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combating the virus are now less draconian, as alternatives to blanket lockdowns like ‘test and trace’, the rule of six and 

localised lockdowns have become viable. 

 The economic damage wrought by Covid-19 and the measures to contain its spread have been substantial. While most 

sectors have bounced back strongly, the second-order impacts remain evident. We expect that economies will recover slowly 

from here, with unemployment in the 7-9% range. Nevertheless, default rates are likely to peak in the high single digits (far 

lower than much of the market commentary imagined during the crisis) and be concentrated in the energy sector. There is 

still a high level of policy support in most economies, and this is likely to be increased in the US via the CARES Act. 

 Over the next two or three years, interest rates look set to remain at very low levels, with yield curves heavily managed by 

governments. Central banks appear increasingly comfortable running inflation above their historic target levels, given their 

desires to avoid painful economic recessions. As yet, there are few signs of higher inflation, but it remains a possibility that 

will need to be monitored. 

 There are risks surrounding the upcoming US elections, but we think that there is as much chance of a Biden landslide as 

there is of a contested race. We consider the main risk to be the Democrats gaining all three branches of US government, 

leading to a much more radical agenda that impacts the private equity industry and corporate taxation levels, ultimately 

lowering corporate valuations. Yet this outcome would be much worse for equity markets than for credit markets. 

Elsewhere, the risk of a hard Brexit has recently resurfaced, but we regard it as a lower probability outcome that would have 

a smaller impact on Europe than would have been the case a year ago. 

 As credit investors, dealing with asymmetric pay-offs, we are natural pessimists. Yet the current environment appears 

extremely conducive for investing. The impact of the virus has become more predictable, growth is more muted, labour is 

cheaper and policy support is plentiful. While political risks still abound, they are lower than they were a year ago. We think 

that credit markets should be trading tighter now than they were at the beginning of the year, and yet they are 50% wider in 

spread terms. We are consequently bullish in all of our strategies, considering the current excess spread in the market to 

offer significant compensation for default and other risks given the extraordinary support from central banks. 
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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 0891. 

       

 


