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Royal  London Sustai nable Di versifi ed Trust  

Top ten holdings 

 Fund (%) 

Intertek Group 2.0 

AstraZeneca 2.0 

London Stock Exchange 2.0 

Experian Group Ltd 2.0 

Texas 2.0 

Croda International 1.9 

SSE 1.9 

Koninklijke Philips N.V 1.9 

Microsoft 1.9 

Roche 1.8 

Total 19.5 
 

Fund data 

 Fund 

No. of stocks 330 

Fund size £1,923.2m 

Launch date 24.07.2009 
 

Source: RLAM, based on the A Inc share class. 

Performance 

 Fund (C Inc) (%) Peer Group¹ (%) Relative (%)  

Q3 2020 3.39 1.23 2.16 

Year-to-date 9.34 -4.09 13.43 

Rolling 12 months 11.81 -2.03 13.84 

3 years p.a. 11.24 1.10 10.14 

5 years p.a 12.23 4.46 7.77 

10 years p.a 10.36 4.56 5.80 

Since inception p.a. 24.07.2009 11.30 5.71 5.59 

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, gross of standard management fees. 

¹Peer Group: IA Mixed Investment 20-60% Shares sector. 

Sector breakdown 

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

 Major global stock markets were more muted in the third quarter after the previous quarter’s dramatic recovery, but still 

posted positive aggregate returns in sterling terms. The MSCI ACWI index (covering major developed and emerging 

markets) rose +3.8%. However, within this there was a wide geographical dispersion, with the UK and many European 

markets falling, and the US once again proving robust (+5.1%). 

 As with the last quarter, the market recovery may seem surprising given the ongoing Covid-19 crisis. The pandemic has had 

clear negative impacts on corporate performance, which in some cases look to be structural rather than a shorter, cyclical hit. 

However, the monetary and fiscal responses have been equally dramatic, and have driven down fixed income yields to very 

low levels and equity discount rates to over 20-year lows. 

 As we have seen in recent years, a falling equity discount rate favours long-duration, highly profitable growth businesses – 

and this was again the case in the third quarter. The MSCI ACWI information technology sector is dominated by such 

businesses and rose +7% in sterling terms in the quarter; some of the best consumer discretionary stocks also have these 

characteristics and they too performed strongly (+13%). At the other end of the spectrum, financials, which are struggling to 

grow earnings from traditional loans, fell -3%; energy had another difficult quarter (-16%), despite oil prices remaining 

relatively stable. 

 The scale of the impact of the pandemic on government finances became clearer. UK government borrowing in the current 

year is now estimated to be £470bn (c. 23% of GDP). The Bank of England (BoE) has continued to neutralise the impact of 

government bond issuance through asset purchases; this is due to be complete in November, although a further extension of 

quantitative easing is expected. With the economic recovery slowing and activity remaining below normal levels, and with so 

much monetary stimulus and government bond issuance, yields on benchmark 10-year government bonds fell over the 

quarter in nearly all major developed markets, apart from the UK, US and Canada. The yield on 10-year gilts increased 6 

basis points (bps) to 0.23% and short-dated government bond yields remained negative at maturities of less than seven 

years, although the BoE played down the imminent likelihood of negative base rates. 

 In corporate bond markets, credit spreads tightened further reflecting increased economic activity and the support of 

central banks 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 18bps tighter at 1.29% – it 

was well over 2.0% in March. The tightening of credit spreads boosted the performance of sterling credit with the Markit 

iBoxx Sterling Non-Gilt All Maturities Index delivering total returns of 1.16% for the quarter. 

 Sterling was among the strongest major currencies over the quarter, strengthening over 4% against the US dollar as the 

Federal Reserve altered its inflation targeting methodology. It strengthened only marginally against the euro. Nonetheless, 

sterling strength tempered the returns for sterling investors in global equities. 

 Oil prices were far more stable in the third quarter. The price of Brent crude oil fell by -0.5%, although it was notably weaker 

in September, falling by -9.6% to under $42 a barrel. Despite this stability, however, energy stocks were notably weak over 

the quarter as investors increasingly considered the risk of stranded assets in a carbon-neutral economy. Copper continued 

to strengthen as economic activity picked up in China, rising +10.6% over the quarter. The strategies have no exposure to 

the commodity sectors, i.e. oil & gas and mining. These have a poor track record of creating value for shareholders and are 

long-term losers from the trend towards a lower-carbon, environmentally-aware society. 

Performance and activity  

 The sustainable strategies are orientated to those companies that have a positive impact on society and create value for 

investors through access to long-term growth markets and innovation. Areas such as healthcare and technology remain at 

the core of the equity portfolios, complemented by engineering, utilities, selected financial services, and companies that lead 

their industries in ESG performance.  

 Global equity exposure has been beneficial for UK-based investors. While the MSCI and MSCI ACWI indices have recovered 

to their start-of-2020 levels, the FTSE All-Share Index is still down -20% for the year to date on sector composition, the 

impact of Covid-19 and concerns about a ‘no deal’ Brexit. The fund maintained overweight holdings in equities relative to 

the peer group, which contributed positively to performance as the underlying holdings performed strongly, as did the zero 

weighting to oil & gas. 

 Within the fund, stocks that are economically sensitive (although not necessarily typical ‘cyclicals’) benefitted from the 

return to more normal levels of activity, particularly in the US, China and Asia as a whole. Although it had coped well with 

lockdown through a strong online presence, Adidas benefitted from the recovery in store-based retail sales; Intuitive 

Surgical, which makes surgical robots, performed strongly as hospitals came off red alert around Covid-19 and elective 

surgeries resumed; and TE Connectivity was aided by the recovery in autos sales. In the UK, Croda, the specialty 
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chemicals leader, and Intertek performed well, despite the slower pickup in economic activity. For Intertek, which offers 

product testing, inspection and certification, the company’s long-term prospects and opportunity are greater as supply 

chains become more complex due to various factors such as trade wars and sustainability. 

 Detractors from performance included a range of companies in the UK, including Greggs and Unite, the student 

accommodation operator. In global stocks, ASML, which makes equipment for the global semiconductor industry, was 

impacted by increased tensions between the US and China as it has customers in both camps of the increasing technology 

cold war. 

 Notable equity trades this quarter included initiating a position in Unilever on account of there being signs of improving 

performance at the company, as well as resilience in challenging times. While already a leader in sustainability, Unilever has 

been announcing new and impressive initiatives here. We added to Thermo Fisher, which provides broad products and 

services to the life sciences industry, and saw some share price weakness in the month, after a competitor launched a new 

Covid-19 test. We believe that the outlook for the company is as strong as ever. 

 The fund’s credit exposure outperformed benchmark over the quarter, primarily driven by positive stock selection and asset 

allocation – notably an overweight in financials, especially insurance, lower-rated credit, and an underweight in 

supranational bonds. This was despite the ongoing market distortions caused by the BoE’s Corporate Bond Purchase 

Scheme.  

 At a sector level, financials gave higher excess returns than non-financial bonds, while supranational bonds generally lagged 

the wider credit market. Insurance performed strongly as the sector continued to recover from the weakness seen in March 

and April. Similarly, bank debt outperformed significantly, particularly subordinated bonds (i.e. those lower in the capital 

structure and therefore deemed to be more risky) as investors sought the higher yields available. All these factors supported 

performance as we are overweight in insurance and subordinated banks, and underweight in supranational bonds. 

 Sterling credit valuations have lagged those in the euro and US dollar markets with generally wider spreads; this is most 

marked in financials, despite the relative outperformance seen in the quarter. It is likely that the ‘Brexit’ credit spread 

premium, which has been a feature of sterling assets since 2016, will continue until there is greater clarity on the eventual 

trading arrangements with the EU. The relatively wide credit spreads in sterling markets meant that issuance lagged behind 

expectations in the latter part of the quarter as companies sought cheaper debt funding in other markets. While most of the 

£7.8bn of issuance was concentrated in September, the month’s issuance was only half that seen in September 2019.  

 In new issues, social housing was an area where we saw renewed activity, after several relatively quiet quarters. We have a 

structural bias towards this sector. Underlying cashflows are stable and most of the bonds issued are secured, while the 

sector is also delivering a wider social benefit. Examples during the quarter included longer-dated issues by: Platform 

Housing Group, one of the largest housing associations in the Midlands; Hyde Group, a not-for-profit housing 

association in the south-east of England, with more than 49,000 homes for over 100,000 people; Housing & Care 21, 

which provides retirement homes and care; and the social housing aggregator Blend Funding. We also participated in two 

new issues by PRS Finance, which is part of the UK government-backed Private Rented Sector Housing Guarantee 

Scheme that makes loans secured against new institutional private rented sector housing. Other notable new issues included 

a senior green bond from LBBW, the German state-backed lender, and a senior non-preferred bond from Skipton 

Building Society, and subordinated bonds of Virgin Money; bonds of electricity distribution network operators 

Electricity North West and Western Power Distribution South Wales; bonds of Assura, a healthcare-focused 

REIT; and two residential mortgage-backed securitisations (EMI 2020 and CASTE 2020-1). 

 Rating agency action was less pronounced in the third quarter than might have been expected given the scale of the 

economic impact arising from Covid-19. Nevertheless, nearly 20% of investment grade bonds have seen some credit rating 

downgrade in 2020. This was most evident in the second quarter with the rate materially lower this quarter. We expect that 

the rate of downgrades will pick up again as the economic impact on the corporate sector becomes clearer. Given the high 

weighting of BBB in credit market indices, it is likely that there will be further downgrades to sub-investment grade; at the 

present time, only 1% of bonds have transitioned from investment grade to sub-investment grade in 2020. Overall, 

downgrades in the portfolio remain significantly lower than the market average. We would expect this due to the nature of 

the strategies relative to the broad market; however it was pleasing to see that our focus on the integrity of the initial lending 

position has been paying off.  

 Our sterling credit approach emphasises the attractions of strong covenants and the importance of security. One 

consequence of the strong creditor position that secured lending provides is the existence of restrictive operational and 

financial covenants to which issuers need to remain compliant. This is distinct from the vast majority of unsecured 

corporate bonds. While these credit enhancements are a key protection, they do mean that we continued to engage in a 

number of discussions over the quarter with the most immediately impacted issuers (largely encapsulating the airport, retail 

property and leisure sectors) regarding temporary waivers and amendments to bond terms in order to accommodate the 

specific impacts of the Covid-19 pandemic. As mentioned in our Q2 report, intu Properties entered administration and in 
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September, one of its subsidiary secured bond issuers, intu debenture, announced that it had failed to make a scheduled 

interest payment on its 5.562% 2027 debt. This followed an active decision by bondholders to preserve cash in the issuer 

and ensure the underlying shopping centre assets would continue to trade despite the significant short-term disruption to 

rental income from Covid-19 (including government allowance for tenants to remain in situ even if they are unable to pay 

rents), as well as an increase in temporary costs following the parent company entering administration. While disappointing, 

the relatively small impact on the portfolios emphasises the value of a diversified portfolio with a bias to bonds offering 

security and covenants. We continue to be involved in restructuring discussions as part of a unified bondholder group of 

institutional investors with a clear focus on maximising realisations. This applies also to other challenged intu-related 

secured bonds (SGS and Metrocentre, which were not in default in Q3), but where there are ongoing bondholder discussions 

that are focused on maintaining the shopping centres open and allowing for maximising potential recoveries should the 

situation deteriorate further. We will continue to monitor this situation closely and engage with stakeholders in order to 

maximise recovery, and believe that market pricing is appropriate given the range of outcomes but reflecting our senior 

claim on the underlying assets.  

 We approached all of these discussions with a common philosophy of balancing the need to be responsible lenders at a time 

of unprecedented social and economic disruption, while ensuring that we preserve our clients’ economic interests. We have 

typically assented to the changes required, but in a number of cases we sought appropriate enhancements to maintain the 

correct balance between different stakeholders. While we expect these interactions to continue through the remainder of the 

year, this extraordinary event has underpinned our strong belief that security and effective covenants remain both 

undervalued by the market and underappreciated in terms of the tangible creditor control and protection they provide. 

 Our sustainable credit portfolios are also 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 likely to become increasingly clear over the next year or so. The widespread theme that 

we have seen in markets over the past few years of ‘chasing the yield’ has led to tremendous sector concentration, and it is 

now difficult for fund managers to reposition themselves due to the high transaction costs in the secondary market. 

 The BoE’s Corporate Bond Purchase Scheme reached its £20bn target for purchasing investment grade corporate bonds (i.e. 

an additional £10bn) on 1 October. This has distorted market valuations with many asset-backed securities and all financial 

bonds being excluded. This continued during the quarter, but its impact started to reduce as the programme wound down 

compared to earlier in the summer. As the scheme ends, we believe this will lead to an unwinding of the distorted market 

valuations of eligible corporate bonds, as occurred in 2016 and 2017 when the BoE previously bought corporate bonds as 

part of its asset purchase programme. It is difficult to predict a timeframe for this. The 2016 effect took several quarters to 

unwind and, while it may be reasonable to suggest a similar timeframe today, the crisis is still not over and so an extension 

of the scheme cannot be ruled out. 

 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. 

Outlook 

 Two key short-term risks for equity markets are seen to be a second wave of Covid-19, and politics in the UK and US. We 

believe that there will be meaningful progress with a Covid-19 vaccine in the coming months. We invest in both AstraZeneca 

and GlaxoSmithKline, which are at the forefront of vaccine development. Their view is that we should have a working 

vaccine by the first quarter of 2021, with mass roll-out depending on manufacturing, how fast governments are prepared to 

approve it and then roll it out via healthcare systems. While there is much we still do not know about Covid-19, one positive 

has been the virus does not seem to mutate much, which is important in vaccine development. 

 Perversely a ‘no-deal’ Brexit would probably benefit UK equity prices overall. This reflects the high proportion of profits 

coming from overseas, which would become more valuable if sterling were to devalue following a hard Brexit. Equally, the 

US presidential election may not have the impact that many investors fear. Mr Trump’s election in 2016 saw equity markets 

rise strongly, yet while Mr Biden is seen to be less positive for business given his plans for tax increases, his administration 

would likely be more stable regarding international trade and climate change. We feel, therefore, that commentators may be 

overstating the risks of the election beyond some short-term uncertainty about the result from postal voting, not least as 

‘foreseeable risks’ tend not to affect stock markets as badly as genuine shocks. 

 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 
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in will come out of this crisis even stronger than they went in. The recent market volatility gave us the opportunity to add to 

some excellent businesses at extremely attractive valuations and we remain focused on managing balanced portfolios that 

will provide resilience during periods of volatility and be well positioned to perform as economies recover. 

 We have maintained our pro equity stance in the mixed asset strategies as we remain positive on the medium- to long-term 

outlook for equities. In the shorter term, with equity markets having performed so strongly over the last two quarters, we 

feel the risks are more balanced. We are ready if market volatility or a company-specific issue give us further opportunities. 

 Looking at our credit portfolio strategy, while we have seen a recovery in risk markets including sterling investment grade, 

there is no real change to our outlook since April – namely that the short-term outlook is highly uncertain. It is consequently 

essential that our portfolios are maintained in such a way that they will be resilient across a variety of market scenarios. 

Specific targeting within the BBB area, which is more prone to heavier price falls on downgrades to sub-investment grade, 

remains key in an environment of increasing ratings transition risk. Our emphasis on seniority within capital structures, 

proximity to the underlying assets and diversification across sectors and issuers remains necessary for controlling the risks 

that we may face.  

 Longer term, we believe sustainable strategies will be a net beneficiary from the changes that could come from this crisis 

and our funds are well positioned to benefit from this. While it is too early to draw grand conclusions about structural and 

societal shifts, we feel that this pandemic and the responses of governments, companies and individuals could lead to a step 

change in real-world sustainability and in the trend to sustainable investing. 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 

 The RL Sustainable Diversified Trust and RL Sustainable World Trust celebrated their 10th anniversaries last year. 

Similarly, 2020 marks the 30th anniversary of our flagship RL Sustainable Leaders Trust. You can find out more about 

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

website (rlam.co.uk/sustainable), which also has a range of articles and other information about sustainable investing. 

 Talks from the online RLAM Investment Series that was held in the week of 28 September 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. 

 

  

https://www.rlam.co.uk/Home/Intermediaries/our-capabilities/Sustainable-investing/
https://www.rlam.co.uk/Home/Intermediaries/our-capabilities/Sustainable-investing/
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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 0900. 

       

 


