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Economic developm ents  

Economic developments 

• Economic news was generally positive in April. Further progress in reducing the spread of Covid and rolling out vaccine 

programmes increased confidence, with expectations of a strong 2021 outcome in the US in particular. Against this, a sharp 

rise in deaths in India and concerns about new viral strains gave some cause for caution. 

• The UK Composite PMI was in line with expectations. The surprise was in construction with a sharp increase over the 

month to 61.7, a six-and-a-half-year high; this reflected strong housing and logistics development. The market was surprised 

by the departure of Andrew Haldane, the Bank of England’s (BoE) Chief Economist, who is regarded as an optimist on the 

UK economy. The ONS reported that UK government borrowing was over £300bn for the year to March. While the highest 

level of borrowing since the Second World War, it was significantly lower than feared a few months back, when around 

£400bn was forecasted. 

• In the US, March retail sales were strong, up 9.8% against a consensus of 5.8%. This took the level of retail sales well above 

pre-crisis levels. Easing social distancing restrictions and fiscal stimulus will both have played a role in strong retail sales e.g. 

restaurant sales increased sharply, up 13.4%. Conversely, the bounce in industrial production was less than expected and 

initial jobless claims were lower than expected. 

• In Europe, confidence regarding a recovery rose as signs of progress with vaccinations finally began to come through, helped 

by Covid-19 cases falling across the bloc. The composite PMI hit a nine-month high at 53.7, while the services PMI edged 

above 50. The European Central Bank maintained the increase in pace of the PEPP that was initiated in March due to 

concerns about rising yields. 
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RLAM Cr edit fund Perform ance 

Fund performance 

 1 month (%) Rolling 12 months (%) 

RL Corporate Bond Fund Z Inc 1.02 7.81 

IA Sterling Corporate Bond Sector 0.65 4.67 

iBoxx Sterling Non-Gilts All Maturities Index 0.67 2.86 

   

RL Ethical Bond Fund Z Inc 0.84 6.38 

IA Sterling Strategic Bond Sector 0.74 8.72 

iBoxx Sterling Non-Gilts All Maturities Index 0.67 2.86 

   

RL Global Bond Opportunities Fund Z Inc 1.19 16.43 

   

RL Investment Grade Short Dated Credit Fund Z Inc 0.30 4.39 

IA Sterling Corporate Bond Sector 0.65 4.67 

ICE BofA ML 1-5 year Sterling Non-Gilt All Stocks Index 0.17 3.31 

   

RL Short Duration Credit Fund Z Inc 0.29 6.72 

IA Sterling Strategic Bond Sector 0.74 8.72 

ICE BofA ML 1-5 year Sterling Non-Gilt All Stocks Index 0.17 3.31 

   

RL Sterling Credit Fund Z Inc 0.91 7.47 

IA Sterling Corporate Bond Sector 0.65 4.67 

iBoxx Sterling Non-Gilts All Maturities Index 0.67 2.86 

   

RL Sterling Extra Yield Bond Fund A Inc 1.26 16.99 

RL Sterling Extra Yield Bond Fund B Inc 1.21 16.39 

RL Sterling Extra Yield Bond Fund Y Inc 1.29 17.51 

RL Sterling Extra Yield Bond Fund Z Inc 1.27 17.30 

IA Sterling Corporate Bond Sector 0.65 4.67 

IA Sterling High Yield Sector 0.90 17.65 

IA Sterling Strategic Bond Sector 0.74 8.72 

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. 

Source: RLAM and FE, correct as of 30 April 2021. Returns quoted are net of fees. 

¹Please note that the benchmark pricing is end-of-day, and entails no currency conversion. 
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Credit  Market R evi ew  

Market highlights 

Sterling investment grade credit 

• While data showed inflation rising, partly through positive base effects and ongoing friction in global supply chains, 

investors were more sanguine and bond yields were mixed, rising in Europe as vaccinations increased, but falling in the US. 

The benchmark 10-year gilt yield fell just one basis point to 0.84%. Sterling investment grade corporate debt returned 

0.67%, modestly outperforming UK government bonds (0.54%). The average sterling investment grade credit spread (the 

average extra yield available from a corporate bond compared with government debt of equal maturity) tightened three 

basis points from 0.95% to 0.92%. 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds. While senior banks 

underperformed the broad market, financials otherwise outperformed, particularly subordinated insurance and 

subordinated banks. The real estate, utilities and asset-backed securities sectors delivered strong returns. Against this, 

supranational bonds underperformed as investors maintained a ‘risk on’ attitude. Otherwise, lower-rated bonds 

outperformed, with the BBB and BB and below bands strongly outperforming AAA and AA rated bonds. Likewise, longer-

dated issues delivered superior returns. 

• Credit issuance was lower in the sterling and euro markets in April compared to March, with Easter leading to a marked 

slowdown. Issuance in the euro market was notably weaker than in April 2020, largely due to weak gross issuance from 

non-financials. In the sterling credit market, issuance was also lower, but in line with analyst forecasts. Financials issued the 

lion share of the total, driven again by non-UK banks issuing in sterling. 
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Royal  London Cor por ate Bond Fund 

Portfolio commentary 

• Net of fees, the fund delivered a return of 0.96% in April (M class, Accumulation), outperforming the iBoxx Sterling Non-

Gilts All Maturities Index, which returned 0.67%, and the 0.65% average return for its peer group (IA Sterling Corporate 

Bond). It has also outperformed the index and peer group on a rolling 12-month basis (7.57% vs. 2.86% and 4.88%, 

respectively), delivering top decile performance. 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds.  The outperformance of the 

subordinated banks and insurance sectors was positive for relative performance as the portfolio is overweight here. Likewise, 

the overweight positions in real estate and asset-backed securities were positive for performance, as was the significant 

underweight in supranational bonds as this sector notably underperformed. Otherwise, the strong outperformance of bonds 

rated BBB and below was positive for returns. 

• Overweight exposure to insurance, a substantial underweight in supranational bonds, and a bias towards secured issues 

(such as social housing) are the most noticeable features of sector positioning. 

• We participated in three new issues during the month. We bought a senior sterling bond issued by J.P. Morgan, the US 

banking giant; a structured bond of Yorkshire Water; and a senior issue by National Air Traffic Control. 

• Secondary market activity primarily focused on managing liquidity and rebalancing the fund following strong performance 

from sectors, such as subordinated insurance. Notable trades included reducing the allocation to covered bonds by selling 

bonds of Nationwide and Bank of Scotland; selling subordinated insurance issues including Legal & General, 

Prudential and Direct Line; and selling senior bonds of London Stock Exchange, again after strong performance. 

Otherwise, we sold structured bonds of RMPA Services and LAN 2017-1X, and bonds of utility Scottish Hydro. We also 

took profits in the J.P. Morgan new issue. Against these sales, we bought shorter-dated subordinated bonds of Barclays 

and Bank of Scotland. 

• Bonds of Tolkien Funding Sukuk No. 1 (2052) were called away from the portfolio. 

Investment outlook 

• With the success of the UK vaccination programme and the easing of lockdown restrictions proceeding as planned, more 

normal social and economic conditions will prevail by the third quarter. However, the economy is likely to be compromised 

over the medium term by higher taxes given the surge in government debt, the impact of which has so far been neutralised 

by central bank buying. We expect this quantitative easing (QE) to continue in the near term because the government and 

BoE will wish to avoid the increase in government 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.  

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 

normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 

some sectors and securities that will reward diligent active managers. In addition, income generation will become an 

increasingly important source of returns. This plays out as excess income is compounded over time. Our funds are well 

positioned for this, since we have long maintained a yield advantage over the index by investing in assets that we consider 

undervalued. A good example of this is social housing, where our preferences have been in the higher yields parts of the 

sector in which we found more value. Crucially, this yield advantage can be realised without compromising security. 

• We remain committed to ensuring that we are sufficiently compensated for all of the risks that we take. We believe that our 

approach of capturing excess income, while mitigating risk through strong covenants, a preference for secured bonds, and 

security and portfolio diversification is ideally suited for the challenges that may lie ahead. While we expect investment grade 

credit bonds will outperform UK government securities over the next three years, the magnitude of this outperformance is 

expected to be lower than our previous projections. 

Key views within the fund 

• The fund is diversified, with over 300 holdings, in order to improve overall portfolio liquidity and to reduce the effect on 

overall fund performance of any deterioration in the creditworthiness of an individual holding. 

• A significant underweight in supranational bonds, as we expect corporate bonds to outperform over the medium term. 

• Duration marginally below benchmark. 

• An overweight position in subordinated financial debt, where we believe yields are attractive. 
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• The fund remains orientated towards secured bonds in the asset-rich investment trust, property and social housing sectors, 

and towards structured bonds, which benefit from a claim on assets and cashflows. 

• Environmental, social and governance (ESG) risk factors are fully integrated in the management of the portfolio.  The WACI 

(weighted average carbon intensity) of the portfolio is below that of the index. 

 

 

Jonathan Platt 
Head of Fixed Income 

Shalin Shah 
Senior Fund Manager 
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Royal  London Ethical Bond Fund 

Portfolio commentary 

• Net of fees, the fund (M class, Accumulation) delivered a return of 0.85% in April. This compares to the 0.67% return of the 
iBoxx Sterling Non-Gilts All Maturities Index and the average returns recorded for the Investment Association (IA) Sterling 
Strategic Bond sector and the IA Sterling Corporate Bond sector of 0.80% and 0.65%, respectively. The fund is a constituent 
of the former sector because its weighting in investment grade sterling corporate bonds has frequently been less than 80%, 
predominantly as a result of the holdings of unrated secured debt; however, in the context of its investment grade 
benchmark, the fund’s performance relative to the more homogenous Sterling Corporate Bond sector is also relevant. 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds.  The outperformance of 
the subordinated banks and insurance sectors was positive for relative performance as the portfolio is overweight here. 
Likewise, the overweight positions in real estate and asset-backed securities were positive for performance, as was the 
significant underweight in supranational bonds as this sector notably underperformed. Otherwise, the strong 
outperformance of bonds rated BBB and below or unrated was positive for returns. 

• Overweight exposure to subordinated financial debt, a substantial underweight in supranational bonds and a bias towards 
secured and structured issues remained the most noticeable features of sector positioning. 

• We participated in seven new issues during the month. In the banks sector, we bought senior issues from Santander, 
Macquarie Bank, Coventry Building Society and J.P. Morgan. We also participated in structured issues from 
Gatwick Airport, Yorkshire Water and PCLF 2021-1A. 

• Secondary market activity focused on rebalancing the fund after significant moves in some sectors. Notable trades included 
increasing the exposure to the structured sector, buying bonds including Thames Water, Southern Water, Freshwater 
Finance and Dwr Cymru Financing. We also bought a subordinated insurance bond of Bupa Finance and a longer-
dated bond of Swan Housing in the social housing sector. Against these purchases, we sold fully valued bonds of TSB, 
BFCM and Hastings Group in the financials sectors. 

Investment outlook 

• With the success of the UK vaccination programme and the easing of lockdown restrictions proceeding as planned, more 

normal social and economic conditions will prevail by the third quarter. However, the economy is likely to be compromised 

over the medium term by higher taxes given the surge in government debt, the impact of which has so far been neutralised 

by central bank buying. We expect this quantitative easing (QE) to continue in the near term because the government and 

BoE will wish to avoid the increase in government 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.  

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 

normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 

some sectors and securities that will reward diligent active managers. In addition, income generation will become an 

increasingly important source of returns. This plays out as excess income is compounded over time. Our funds are well 

positioned for this, since we have long maintained a yield advantage over the index by investing in assets that we consider 

undervalued. A good example of this is social housing, where our preferences have been in the higher yields parts of the 

sector in which we found more value. Crucially, this yield advantage can be realised without compromising security. 

• We remain committed to ensuring that we are sufficiently compensated for all of the risks that we take. We believe that our 

approach of capturing excess income, while mitigating risk through strong covenants, a preference for secured bonds, and 

security and portfolio diversification is ideally suited for the challenges that may lie ahead. While we expect investment 

grade credit bonds will outperform UK government securities over the next three years, the magnitude of this 

outperformance is expected to be lower than our previous projections. 

Key views within the fund 

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

deterioration in the creditworthiness of an individual holding. 

• The fund has a significant underweight position in supranational bonds, as we expect corporate bonds to outperform over 

the medium term. 

 

 

 

 

 

 



 

ROYAL LONDON ETHICAL BOND FUND 
 

FUND MANAGER COMMENTARY – APRIL 2021 9 │ PAGE 
 

• Duration moderately below the benchmark. We believe the level of gilt yields will be challenging over the longer term. 

• The fund has an overweight position in subordinated financial debt, where we believe yields are attractive. 

• The fund remains orientated towards secured bonds in the asset-rich investment trust, property and social housing sectors, 

and towards structured bonds, which benefit from a claim on assets and cashflows. 

 

 

 

 

 

 

 

Eric Holt 

Senior Fund Manager 
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Royal  London Gl obal Bond oppor tunities Fund 

Executive summary 

• The fund’s Z class recorded a return, net of fee, of 1.23% in April. There were strong returns from across the portfolio, 

particularly exposure to subordinated financials and energy sectors.  

Market highlights 

Index Total return (%) Spread movement 
(basis points) 

AT1 
ICE BofA ML contingent capital index 

+1.1 -13 

HY global non-financial corps 

ICE BofA ML global non-financial high yield index 

+1.2 -22 

HY global non-financial hybrid corps  

ICE BofA ML global hybrid non-financial high yield index 

+1.1 -17 

HY non-financial emerging markets 

ICE BofA ML emerging markets high yield ex. subordinated 
financial index 

+0.5 -7 

IG global non-financial hybrid corps 

ICE BofA ML global hybrid non-financial corporate index 

+0.5 -9 

Dollar investment grade corporate bonds  

ICE BofA ML US corporate index 

+1.2 -3 

Sterling investment grade corporate bonds 

ICE BofA ML sterling corporate and collateralised index 

+0.8 -5 

Euro investment grade corporate bonds 

ICE BofA ML euro corporate and Pfandbriefe index 

0 -6 

Source: Bloomberg 

 

• Economic news was generally positive in April. Further progress in reducing the spread of Covid and rolling out vaccine 
programmes increased confidence, with expectations of a strong 2021 outcome in the US in particular. Against this, a sharp 
rise in deaths in India and concerns about new viral strains gave some cause for caution. Investment grade credit made most 
gains, while global high yield bonds also produced positive returns in April. Spreads were tighter over the month, which 
helped performance in a month where government bond yields were modestly lower 

• In the US, March retail sales were strong, up 9.8% against a consensus of 5.8%. This took the level of retail sales well above 
pre-crisis levels. Easing social distancing restrictions and fiscal stimulus will both have played a role in strong retail sales e.g. 
restaurant sales increased sharply, up 13.4%. Conversely, the bounce in industrial production was less than expected and 
initial jobless claims were lower than expected. 

• In Europe, confidence regarding a recovery rose as signs of progress with vaccinations finally began to come through, helped 
by Covid-19 cases falling across the bloc. The composite PMI hit a nine-month high at 53.7, while the services PMI edged 
above 50. The European Central Bank maintained the increase in pace of the PEPP that was initiated in March due to 
concerns about rising yields. 

• Credit issuance was lower in euro markets in April compared to March, with Easter leading to a marked slowdown. Issuance 
was notably weaker than in April 2020, largely due to weak gross issuance from non-financials. 

Portfolio commentary 

• Although government bond yields were slightly lower in April market performance was driven more by income and tighter 

spreads than the overall level of yields. Returns on holdings in the portfolio were generally positive in the month, the two 

areas of notable strength being financials and the energy and commodity sector. We saw strong gains in tier 1 bonds from 

the likes of Barclays and Lloyds, while the recently issued bonds of Copper Mountain – the Canadian mining business – 

were up 5% in the month. 

• Activity in the month included investing in new issues of secured finance business DDM, part of an attractively priced 

exchange of short-dated bonds repaid at a premium to their face value and refinancing by issuing 2026 bonds ,a new US 

dollar hybrid from Rakuten with a coupon of over 6%, subordinated bonds from Dutch insurer Athora and energy 
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business Tulip Oil, again part of the refinancing of existing short-dated bonds on attractive terms. We also added to a 

number of existing positions in the secondary market, including utilities Clearway Energy and EDP.  

 

Investment outlook 

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 

normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 

some sectors and securities that will reward diligent active managers. In addition, income generation will become an 

increasingly important source of returns. This plays out as excess income is compounded over time.  

• The biggest driver of the high yield market is the default rate forecast, and we remain optimistic about it. Given the liquidity 

in the global financial system, we still feel that the market is overly bearish. 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 having been substantially eliminated. We also think that there will be greater recovery rates on the defaults, 

reflecting higher corporate valuations and the weight of money.  

• We continue to believe that portfolio diversification is important and a focus on bonds supported by stable income streams 

and structural enhancements should provide protection in times of market turbulence. 

• While the economic impact of the virus will have a detrimental impact on corporate profitability, we consider that the 

current credit spread offers sufficient compensation for default and other risks (e.g. liquidity and rating migration). 

Rachid Semaoune 

Senior Fund Manager 
Eric Holt 

Senior Fund Manager 
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Royal  London Investm ent Gr ade Short  Dated Cr edit  Fund 

Portfolio commentary 

• The fund recorded a net return of 0.30% (Z class, Income) in April, against the 0.17% gross return of the ICE BofA Merrill 
Lynch 1-5 Year Sterling Non-Gilt Index and the 0.65% average return of the wider all-maturities sector (IA Sterling 
Corporate Bond). It has also outperformed the index on a rolling 12-month basis (4.39% vs. 3.31). 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds.  The outperformance of the 
subordinated banks and insurance sectors was positive for relative performance as the portfolio is overweight here. Likewise, 
the overweight position asset-backed securities was positive for performance, as was the significant underweight in 
supranational bonds as this sector notably underperformed. Otherwise, the strong returns from the portfolio’s lower-rated 
bonds (BBB) were also beneficial. 

• The minimal weighting in supranational bonds, overweight holding of financial debt and bias towards secured and 
structured issues remained the fund’s most notable sector characteristics. 

• We participated in four new issues during the month. In the banks sector, we bought senior issues from Santander, 
Macquarie Bank and J.P. Morgan. We also participated in a senior issue in the consumer sector from National Air 
Traffic Control. 

• Secondary market activity primarily focused on managing liquidity and taking profits in bonds that have outperformed in the 
period since the Covid pandemic first hit markets. Notable trades included buying senior bonds of Santander and ICAP, 
and subordinated bonds of Virgin Money; and structured bonds of Thames Water and Heathrow Airport. Otherwise, 
sales included MetLife, Santander, 3i, Barclays and CNP Assurances in the financials sectors; ENEL and Wessex 
Water in the utilities sector; and auto manufacturer Daimler.  

• Bonds of Tolkien Funding Sukuk No. 1 (2052) were called away from the portfolio. 

Investment outlook 

• With the success of the UK vaccination programme and the easing of lockdown restrictions proceeding as planned, more 
normal social and economic conditions will prevail by the third quarter. However, the economy is likely to be compromised 
over the medium term by higher taxes given the surge in government debt, the impact of which has so far been neutralised 
by central bank buying. We expect this quantitative easing (QE) to continue in the near term because the government and 
BoE will wish to avoid the increase in government 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.  

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 
normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 
some sectors and securities that will reward diligent active managers. In addition, income generation will become an 
increasingly important source of returns. This plays out as excess income is compounded over time. Our funds are well 
positioned for this, since we have long maintained a yield advantage over the index by investing in assets that we consider 
undervalued. A good example of this is social housing, where our preferences have been in the higher yields parts of the 
sector in which we found more value. Crucially, this yield advantage can be realised without compromising security. 

• We remain committed to ensuring that we are sufficiently compensated for all of the risks that we take. We believe that our 
approach of capturing excess income, while mitigating risk through strong covenants, a preference for secured bonds, and 
security and portfolio diversification is ideally suited for the challenges that may lie ahead. While we expect investment grade 
credit bonds will outperform UK government securities over the next three years, the magnitude of this outperformance is 
expected to be lower than our previous projections. 

Key views within the fund 

• The fund is diversified, with almost 300 holdings, in order to improve general portfolio liquidity and to reduce the effect on 
overall performance of any deterioration in the creditworthiness of an individual holding. 
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• It has a minimal weighting in supranational bonds, as we expect corporate debt to outperform over the medium term. 

• Duration is broadly in line with that of the benchmark. 

• It has an overweight position in subordinated financial debt, where we believe yields are attractive. 

• The fund remains orientated towards structured debt, which benefits from a claim on assets and cashflows; secured issues in 
the asset-rich property and social housing sectors; and covered bonds (i.e. senior bank debt benefiting from a first claim on a 
specified over-collateralised pool of assets). 

 

 

 

 

 

 

 

 

 

Paola Binns 
Head of Sterling Credit 
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Royal  London Short D urati on Credit Fund 

Portfolio commentary 

• Net of fees, the fund delivered a return of 0.39% in April (M class, Income), outperforming the ICE BofA Merrill Lynch 1-5 
Year Sterling Non-Gilt All Stocks Index, which returned 0.17%. However, it underperformed the 0.80% average return for 
its unconstrained peer group (IA Sterling Strategic Bond sector) as longer bonds delivered stronger returns. 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds.  The outperformance of the 

subordinated banks and insurance sectors was positive for relative performance as the portfolio is overweight here. Likewise, 

the overweight positions in asset-backed securities and real estate were positive for performance, as was the significant 

underweight in supranational bonds as this sector notably underperformed. Otherwise, the strong outperformance of BBB 

rated, sub-investment grade and unrated bonds was positive for returns. 

• Overweight exposure to subordinated financial debt, a substantial underweight in supranational bonds and a bias towards 

secured and structured issues remained the most noticeable features of sector positioning. 

• We participated in four new issues during the month. In financials, we purchased a senior sterling-denominated bond 

issued by J.P. Morgan, the US bank, and a senior issue from Santander. We also participated in a structured issue from 

PCLF 2021-1 A and an issue by Center Parcs. 

• Secondary market activity primarily focused on the financials sectors. Notable trades included buying senior banks bonds of 

Intermediate Capital Group and Barclays, and subordinated bonds of Virgin Money (switching from another bond 

to enhance terms); and subordinated bonds of Bupa Finance and Just Group in the insurance sector. Otherwise, 

purchases included structured bonds of Thames Water and Cold Finance, and Retail Charity Bonds in the social 

housing sector. Against these purchases, we sold bonds of Yorkshire Building Society, CYBG, Hastings Group, Met 

Life and CNP Assurances. 

Investment outlook 

• With the success of the UK vaccination programme and the easing of lockdown restrictions proceeding as planned, more 
normal social and economic conditions will prevail by the third quarter. However, the economy is likely to be compromised 
over the medium term by higher taxes given the surge in government debt, the impact of which has so far been neutralised 
by central bank buying. We expect this quantitative easing (QE) to continue in the near term because the government and 
BoE will wish to avoid the increase in government 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.  

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 
normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 
some sectors and securities that will reward diligent active managers. In addition, income generation will become an 
increasingly important source of returns. This plays out as excess income is compounded over time. Our funds are well 
positioned for this, since we have long maintained a yield advantage over the index by investing in assets that we consider 
undervalued. A good example of this is social housing, where our preferences have been in the higher yields parts of the 
sector in which we found more value. Crucially, this yield advantage can be realised without compromising security. 

• We remain committed to ensuring that we are sufficiently compensated for all of the risks that we take. We believe that our 

approach of capturing excess income, while mitigating risk through strong covenants, a preference for secured bonds, and 

security and portfolio diversification is ideally suited for the challenges that may lie ahead. While we expect investment grade 

credit bonds will outperform UK government securities over the next three years, the magnitude of this outperformance is 

expected to be lower than our previous projections. 

 

Key views within the fund 

• The fund is diversified, with more than 300 holdings, in order to improve overall portfolio liquidity and to reduce the effect 

on overall performance of any deterioration in the creditworthiness of an individual exposure. 

• The fund has a significant underweight in supranational bonds, as we expect corporate debt to outperform over the medium 

term. 
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• Fund duration slightly longer than the benchmark, as central banks maintain dovish policy stances. 

• The fund has an overweight position in subordinated financial debt, where we believe yields are attractive. 

• The fund remains orientated towards secured bonds in the asset-rich investment trust, property and social housing sectors, 

and towards structured issues, which benefit from a claim on assets and cashflows. 

Paola Binns 
Head of Sterling Credit 
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Royal  London Sterling Cr edi t Fund 

Portfolio commentary 

• Net of fees, the fund delivered a return of 0.97% in April (M class, Accumulation), outperforming the iBoxx Sterling Non-
Gilts All Maturities Index, which returned 0.67%, and the 0.65% average return for its peer group (IA Sterling Corporate 
Bond). It has also outperformed the index and peer group on a rolling 12-month basis (7.30% vs. 2.86% and 4.88%, 
respectively), delivering strong top-quartile performance. 

• Total returns were positive for nearly all sterling credit sectors, other than covered bonds.  The outperformance of the 
subordinated banks and insurance sectors was positive for relative performance as the portfolio is overweight here. Likewise, 
the overweight positions in real estate and asset-backed securities were positive for performance, as was the significant 
underweight in supranational bonds as this sector notably underperformed. Otherwise, the strong outperformance of bonds 
rated BBB and below was positive for returns. 

• Overweight exposure to subordinated financial debt, a substantial underweight in supranational bonds and a bias towards 
secured and structured issues remained the most noticeable features of sector positioning. 

• We participated in four new issues during the month. We bought a senior sterling bond issued by J.P. Morgan, the US 

banking giant; structured bonds of Yorkshire Water and Gatwick Airport; and a senior issue in the consumer sector by 

National Air Traffic Control.  

• Secondary market activity primarily focused on managing liquidity and rebalancing the fund following strong performance 
from sectors, such as financials. Notable trades included selling senior bonds of Deutsche Bank and Principality 
Building Society, and subordinated bonds of TSB and Virgin Money. Otherwise, we sold structured bonds of Logicor 
and Gatwick Airport. Against these sales, we bought senior bonds of Intermediate Capital Group and subordinated 
bonds of HSBC, both at attractive spreads for BBB credits. 

• No bonds were tendered or called away from the portfolio. 

Investment outlook 

• With the success of the UK vaccination programme and the easing of lockdown restrictions proceeding as planned, more 
normal social and economic conditions will prevail by the third quarter. However, the economy is likely to be compromised 
over the medium term by higher taxes given the surge in government debt, the impact of which has so far been neutralised 
by central bank buying. We expect this quantitative easing (QE) to continue in the near term because the government and 
BoE will wish to avoid the increase in government 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.  

• The recovery in credit spreads over the last 12 months has been remarkable and they are now towards the lower end of their 
normal range, so the potential for further contraction is limited for the wider market. However, there are pockets of value in 
some sectors and securities that will reward diligent active managers. In addition, income generation will become an 
increasingly important source of returns. This plays out as excess income is compounded over time. Our funds are well 
positioned for this, since we have long maintained a yield advantage over the index by investing in assets that we consider 
undervalued. A good example of this is social housing, where our preferences have been in the higher yields parts of the 
sector in which we found more value. Crucially, this yield advantage can be realised without compromising security. 

• We remain committed to ensuring that we are sufficiently compensated for all of the risks that we take. We believe that our 
approach of capturing excess income, while mitigating risk through strong covenants, a preference for secured bonds, and 
security and portfolio diversification is ideally suited for the challenges that may lie ahead. While we expect investment grade 
credit bonds will outperform UK government securities over the next three years, the magnitude of this outperformance is 
expected to be lower than our previous projections. 

Key views within the fund 

• The fund is diversified, with around 400 holdings, in order to improve overall portfolio liquidity and to reduce the effect on 
overall performance of any deterioration in the creditworthiness of an individual holding. 

• A significant underweight in supranational bonds, as we expect corporate bonds to outperform over the medium term. 

• Duration in line with the benchmark. We believe the level of gilt yields will be challenging over the longer term. 

• An overweight position in subordinated financial debt, where we believe yields are attractive. 

• The fund remains orientated towards secured bonds in the asset-rich investment trust, property and social housing sectors, 

and structured bonds, which benefit from a claim on assets and cashflows. 
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Royal  London Sterling Extr a Yiel d Bond Fund 

Portfolio commentary 

• The A, B, Y and Z class shares recorded returns of 1.26%, 1.21%, 1.28% and 1.27% respectively in April. These bring 2021 

year-to-date returns to 3.44%, 3.27%, 3.59% and 3.53% respectively. 

• Fixed interest markets were generally benign in April. Gilt yields fell with the move more marked at long maturities; while 

10-year gilt yields were down from 0.89% to 0.87%, 30-year gilt yields were down from 1.41% to 1.34% – yields at the end of 

2020 were 0.21% and 0.75% respectively. While gilts posted a 0.55% index return on the month, the index return for 

sterling investment grade corporate bonds of 0.65% reflected the narrowing of the average yield differential over reference 

gilts from 0.93% to 0.88%, which more than offset their shorter average duration than gilts in a month when yields fell. 

Year-to-date index returns for gilts and sterling investment grade corporate bonds are -6.96% and -3.49% respectively. The 

market environment was supportive for sub-investment grade bonds. European sub-investment grade bonds posted an 

index return of 0.65% in April compared to the global high yield index return of 1.04%. This reflects the latter’s higher 

energy and commodity weighting and its higher yield – 4.1% compared to that of the European sub-investment grade of just 

2.4%. Year-to-date index returns for the indices are 2.22% and 1.72% respectively. 

• Returns on holdings in the portfolio were generally positive in the month, the two areas of notable strength being financials 

and the energy and commodity sector. Banks HSBC, NatWest Group and Santander posted 3% returns in the month, a level 

broadly matched by insurers M&G, Pension Insurance and Scottish Widows. Meanwhile Ecobat – the lead recycling 

business – was up over 10% in the month, and the recently issued bonds of Copper Mountain – the Canadian mining 

business – were up 5% in the month. Other notably strong performance came from property companies Bruntwood and Yew 

Grove, up about 3%, while secured bonds of SGS Finance – formerly part of the INTU business and with ownership of the 

Braehead Glasgow, Lakeside London, Victoria Nottingham and Watford shopping centres – was up 10% as the business 

benefits from the progressive easing of lockdown, albeit the market value of the bonds is still far below the amount due on 

repayment. 

• Activity in the month included investing in new issues of secured finance business DDM, part of an attractively priced 

exchange of short-dated bonds repaid at a premium to their face value and refinancing by issuing 2026 bonds, of UK leisure 

business Centre Parcs, and of energy business Tulip Oil, again part of the refinancing of existing short-dated bonds on 

attractive terms. Market purchases included bonds of electricity generation business Intergen and of utility Thames Water. 

Sales in the month included US dollar-denominated bonds of German insurer Allianz, crystallising a 3% capital gain from 

issue last November despite the recent rise in US treasury yields, and of unsecured bonds of shipping group Stoltneilsen – 

again crystallising a capital profit from purchase in addition to robust income generation. Finally, activity in short-dated 

gilts reflected efficient liquidity management in the fund during the month. 

Investment outlook 

• Despite the risk of viral mutations, the success of the UK vaccination programme promises a return to more normal social 

and economic conditions by June and the government has outlined its route map out of lockdown through the second 

quarter. While the Budget delivered further support, higher unemployment seems likely in the longer term and the economy 

is likely to be compromised over the medium term by higher taxes given the surge in government debt. Despite the sharp 

rise in bond yields, interest rates look set to remain at very low levels over the next two or three years, with yield curves 

heavily managed by central banks. 

• We continue to believe that portfolio diversification is important and a focus on bonds supported by stable income streams 

and structural enhancements should provide protection in times of market turbulence. 

• While the economic impact of the virus will continue to have a detrimental impact on corporate profitability, we consider 

that the current credit spread still offers sufficient compensation for default and other risks (e.g. liquidity and rating 

migration). We expect investment grade credit bonds will outperform UK government securities over the next three years, 

although the magnitude of this outperformance is expected to be lower than our previous projections. 
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Key views within the fund 

• The fund’s objective is to achieve a high level of income by seeking attractive investments across a broad spectrum of fixed 

income opportunities, encompassing investment grade, sub-investment grade and unrated bonds. 

• The fund mitigates stock-specific risk by holding a diversified portfolio of investments, so that no individual investment can 

in isolation have an undue impact on overall performance. In addition, where possible within the yield objective of the fund, 

investments are focused on bonds where risk is mitigated by structure or a claim on assets or cashflows.  

 

Rachid Semaoune 

Senior Fund Manager 
Eric Holt 

Senior Fund Manager 
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RLAM Gover nment Bond Fund Performance 

Fund performance 

 1 month (%) Rolling 12 months (%) 

RL Global Index Linked Bond Fund Z Inc 0.77 3.29 

IA Global Bonds Sector 0.72 4.10 

Barclays World Government Inflation-Linked Bond Index 
(hedged) 

0.82 3.76 

   

RL Index Linked Bond Fund M Inc 0.64 -2.07 

IA UK Index Linked Gilts Sector 0.67 -2.14 

FTSE Actuaries UK Index-Linked All Stocks Index 0.96 -1.53 

   

RL Short Duration Gilt Fund Z Inc 0.00 -0.22 

IA UK Gilts Sector 0.29 -7.86 

FTSE Actuaries UK Conventional Gilts up to 5 Years Index 0.01 -0.39 

   

RL Short Duration Global Index Linked Bond Fund Z Inc 0.54 4.81 

IA Global Bonds Sector 0.72 4.10 

RL Short Duration Global Index Linked Composite Benchmark¹² 0.57 4.47 

   

RL UK Government Bond Fund Z Inc 0.30 -6.80 

IA UK Gilts Sector 0.29 -7.86 

FTSE Actuaries UK Conventional Gilts All Stocks Index 0.54 -7.79 

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. 

Source: RLAM and FE, correct as of 30 April 2021. Returns quoted are net of fees. 
1Please note that the benchmark is priced end-of-day. 

2The composite benchmark consists of: 30% Barclays UK Government Inflation Linked Bond 1-10 year index, 70% Barclays World Government 

Inflation Linked Bond (ex UK) 1-10 year index (GBP hedged). 
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Governm ent Bond M arket Review  

Market highlights 

• Performance was mixed in global bond markets in April. Europe underperformed as Covid-19 case numbers fell and the 

vaccine programme began to make good progress after a slow start. Furthermore, the outlook for recovery was buoyed by 

the German courts’ rejection of an appeal against the EU’s recovery fund. As such, 10-year yields rose by around 10 basis 

points (bps) for most countries in the bloc, and higher in France (20bps), Italy (24bps) and Portugal (25bps) – Italian yields 

edged higher on announcements for planned government spending. Yields rose less significantly than in February, as the 

ECB maintained its increase in the pace of the PEPP in the month. In the UK there was no significant new policy or 

signalling in April; as vaccine distribution remained on target and with a set roadmap for reopening in place, the UK 10-year 

gilt yield remained flat. Longer dated gilts outperformed shorter maturities, falling 5bps, reflecting increased demand for 

longer maturity assets at these higher yield levels, especially from pensions funds with a March year-end as they continued 

to add to LDI assets through April. The US led global bond markets in April, supported by the Fed’s reassurance that 

tapering is still a long way off just yet. Its April flash composite PMI moved up to 62.2 from 59.7, indicating robust output 

growth.  

 

Gilts 

• The yield on 10-year UK government bonds was stable in April and fell by less than 1 basis point (bps) to 0.84%. Longer-

dated gilts (>15 years) notably outperformed shorter-dated issues (<5 years). Overall, gilts (>1 years) returned 0.41% for the 

month, lagging sterling investment grade corporate debt (which returned 0.59%). The average sterling investment grade 

credit spread (the average extra yield available from a corporate bond compared with government debt of equal maturity) 

narrowed by 2bps to 0.92%. 

• Gilts outperformed European government bond markets during the month as the Euro bloc made better progress with its 

vaccination programmes. In addition, the outlook for recovery was buoyed as German courts rejected an appeal lodged by a 

group of German citizens against the Euro bloc’s recovery fund. 

• The yield curve flattened over the month, reflecting increased demand for longer maturity assets at these higher yield levels, 

and ahead of March year end for pension funds. 

 

Index-linked gilts 

• Index-linked UK government bonds returned 0.96%, outperforming conventional gilts (0.54%). Returns were slightly 

negative for short-dated issues (<5 years), but positive for longer-dated issues. The yield on five-year index-linked gilts rose 

12bps to -2.85%, while 10- and 30-year yields increased by 5bps and -4bps to -2.54% and -1.97%, respectively. 

• The 10-year breakeven (implied) inflation rate fell by 6bps to 3.50% after highs of 3.59% in the month. Inflation markets 

settled after the market’s exuberance over anticipated inflation inflationary pressures related to the reopening of the 

economy. Headline inflation will also get a boost from positive energy price base effects as Brent crude oil rose another 5.8% 

to nearly $70 a barrel.  

 

Overseas 

• As yields rose, European markets were relatively weak over the month against global markets. As progress with vaccinations 

finally began to make was, and with Covid-19 cases falling across the bloc, confidence regarding a recovery rose. The 

composite PMI hit a 9-month high at 53.7, while the services PMI edged above 50. The ECB maintained the increase in pace 

of the PEPP that was initiated in March due to concerns about rising yields. 

• The US led global bond markets in April, as the 10-year treasury yield fell by 11bps to 1.74%. The market was supported by 

the Fed’s reassurance that tapering is still a long way off just yet. The April flash composite PMI was moved up to 62.2 from 

59.7, indicating robust output growth. The market is now pricing in the stimulus package and significant GDP growth. 

• US real yields fell during the month, having risen in February and stabilised in March. Inflation expectations (as measured 

by breakevens) continued to rise, with the 10yr US breakeven ending the month at around 2.4%, its highest level for 8 years. 
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Royal  London Gl obal Index Li nked bond fund 

Portfolio commentary 

• The portfolio performed broadly in line with the benchmark, posting gross returns of 0.76% in April (M Class, Income), 
compared with 0.82% benchmark returns (Barclays World Govt Inflation Linked Bonds - £ Hedged). However, the 
performance of the fund and the index are calculated at different times of day, which affects the comparison. On a like-for-
like basis, the fund underperformed by less than 2bps returning 0.80%.  

• Absolute returns were positive for the first time in 2021; yields fell, particularly in global markets, as inflation assets 
continued to price in reflation.  

• We reduced duration during the month, particularly in the UK, as global markets rallied. We tactically traded duration 
around -0.2 short and 0.2 years long in in the month. This was beneficial to performance due to the volatility in markets, 
which was driven by vaccine progress, earnings headlines, and policy announcements and signalling.  

• Cross-market positions added value as the UK underperformed on a global basis, and we were overweight global markets 
against the UK. We added to our overweight in the month, adding to Canada after the market sold off on the tapering 
announcement, and Japan due to a lag in movement on versus global markets. We took profits from the long Australia 
position which outperformed by 25bps in the month.  

• Yield curve positioning marginally detracted from performance in April; the UK curve flattened on further demand for LDI 
assets from pension funds, which proved detrimental to our underweight in the longest-dated bonds.  We held a steepening 
bias across the US curve which detracted from performance, as the 5-year breakeven rose to 3% causing the real yield to fall.  

• Breakevens made a limited contribution to performance in April. The short position was reduced early in the month, but 
then increased as we added to gilts via the new 2051 syndication. The short will be reduced again During May, as we plan to 
add inflation via a new index-linked gilt syndication. 

Key views within the fund 

• Activity remained fairly tactical over the month, given the sensitivity of bond markets to global headlines, policy and data. 

• Duration was gradually reduced and particularly in the UK during April. The fund started at around 0.1 years long ending 
the month 0.1 short of the benchmark duration.  

• We reduced the curve flattening bias in the UK during April by selling longer bonds into the 10-year sector and reducing 
positions in the 20-year sector where the next syndication is expected to be. After strong performance we took profits on 15-
year bonds. We also held a steepening bias across the US curve which slightly detracted from performance.  

• On cross market we reduced both the UK and the US after a strong performance, preferring to buy markets where 
breakeven moves have lagged, such as Japan. We increased holdings of Canada after the market sold off on the tapering 
announcement and sold long Australia which outperformed by 25bps in the month.  

• The short position was reduced early in the month, but then increased through the purchase of the 2051 gilt syndication. UK 
breakevens remain elevated particularly given sterling strength since the agreement of a Brexit deal. We began to move to 
underweight position in the UK in the 30-year. 

Investment outlook 

• After the rally in April we reduced duration and moved marginally short relative to the benchmark. This is because we 
expect yields to rise as economies come out of lockdown. 

• We remain bearish on the UK relative to the global markets and have increased global positions.  Dollar markets still yield 
in excess of 200bps over the UK and with supply in the UK picking up after limited linker supply last year (a consequence of 
the RPI consultation), we expect the UK to underperform. 

• The big debate globally is whether inflation will be sustained over the longer term. With spare capacity still high in the UK 
we do not expect wage growth to pick up and therefore expect inflation to remain at or below target in the longer term. UK 
breakevens remain elevated, particularly given the strength of sterling since a Brexit deal was secured. We have begun to 
move to an underweight position in the UK in the 30-year area. 

• US breakeven rates are now at eight year highs and we expect they could move marginally higher still in the short term as 
CPI is expected to be above 3% in the summer. Into any further strength we will look to buy US treasuries and go 
underweight tips on a breakeven basis. 

 

 

 

 

 

 

 

 Paul Rayner 
Head of Alpha Strategies 

Gareth Hill 
Fund Manager 
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Royal  London Index Li nked Bond Fund 

Portfolio commentary 

• The portfolio performed broadly in line with the benchmark in April. The fund posted returns of 0.67% (M Class, Income), 
compared with 0.96% benchmark returns (the FTSE Actuaries UK Index Linked All index). However, the performance of 
the fund and the index are calculated at different times of day, which affects the comparison. On a like-for-like basis, the 
fund outperformed by 1 basis point, returning 0.97%.  

• Absolute returns were positive for the first time in 2021; yields fell, particularly in global markets, as inflation assets 
continued to price in reflation.  

• We reduced duration during the month, particularly in the UK, as global markets rallied. We tactically traded duration 
around -0.2 short and 0.2 years long in in the month. This was beneficial to performance due to the volatility in markets, 
which was driven by vaccine progress, earnings headlines, and policy announcements and signalling.  

• Cross-market positions added value as the UK underperformed on a global basis, and we were overweight global markets 
against the UK. We added to our overweight in the month, adding to Canada after the market sold off on the tapering 
announcement, and Japan due to a lag in movement on versus global markets. We took profits from the long Australia 
position which outperformed by 25bps in the month.  

• Yield curve positioning marginally detracted from performance in April; the UK curve flattened on further demand for LDI 
assets from pension funds, which proved detrimental to our underweight in the longest-dated bonds.   

• Breakevens made a limited contribution to performance in April. The short position was reduced early in the month, but 
then increased as we added to gilts via the new 2051 syndication. The short will be reduced again During May, as we plan to 
add inflation via a new index-linked gilt syndication. 

Key views within the fund 

• Activity remained fairly tactical over the month, given the sensitivity of bond markets to global headlines, policy and data. 

• Duration was gradually reduced and particularly in the UK during April. The fund started at 0.1 years long but after UK 
sales ended the month 0.1 years short.  

• We reduced the curve flattening bias in April by selling longer bonds into the 10-year sector and reducing positions in the 
20-year sector where the next syndication is expected to be. After a strong performance we took profits on 15-year bonds. 

• On cross market we reduced both the UK and the US after a strong performance, preferring to buy markets where 
breakeven moves have lagged, such as Japan. We increased holdings of Canada after the market sold off on the tapering 
announcement and sold long Australia which outperformed by 25bps in the month.  

• The short position was reduced early in the month, but then increased through the purchase of the 2051 gilt syndication. UK 
breakevens remain elevated particularly given the rise in GBP post the Brexit deal. We have begun to move to an 
underweight position In the UK for the longer funds in the 30-year area and shorter funds 10 year. 

Investment outlook 

• After the rally in April we reduced duration and moved marginally short relative to the benchmark. This is because we 
expect yields to rise as economies come out of lockdown. 

• We remain bearish on the UK relative to the global markets and have increased global positions.  Dollar markets still yield 
in excess of 200bps over the UK and with supply in the UK picking up after limited linker supply last year (a consequence of 
the RPI consultation), we expect the UK to underperform. 

• The big debate globally is whether inflation will be sustained over the longer term. With spare capacity still high in the UK 
we do not expect wage growth to pick up and therefore expect inflation to remain at or below target in the longer term. UK 
breakevens remain elevated, particularly given the strength of sterling since a Brexit deal was secured. We have begun to 
move to an underweight position in the UK in the 30-year area. 

• US breakeven rates are now at eight year highs and we expect they could move marginally higher still in the short term as 

CPI is expected to be above 3% in the summer. 

 

 

 

 

 

 

 

 

  

Ben Nicholl 
Fund Manager 

Paul Rayner 
Head of Alpha Strategies 
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Royal  London SH ORT DUR ATION GLOBAL IND EX LIN KED BOND FUND  

Portfolio commentary 

• Net of fees, the fund delivered a reported return of -0.64% in February (M Class, Income), outperforming its composite 
benchmark, which returned 0.57%. However, the performance of the fund and the index are calculated at different times of 
day, which affects the comparison. On a like-for-like basis, the fund outperformed by 1 basis points, returning 0.58%,  

• Absolute returns were positive;  yields fell, particularly in global markets, as inflation assets continued to price in reflation.  

• We reduced duration during the month, particularly in the UK, as global markets rallied. We tactically traded duration 
around -0.2 short and 0.2 years long in in the month. This was beneficial to performance due to the volatility in markets, 
which was driven by vaccine progress, earnings headlines, and policy announcements and signalling.  

• Cross-market positions added value as the UK underperformed on a global basis, and we were overweight global markets 
against the UK. We added to our overweight in the month, adding to Canada after the market sold off on the tapering 
announcement, and Japan due to a lag in movement on versus global markets. We took profits from the long Australia 
position which outperformed by 25bps in the month.  

• We held a steepening bias across the US curve which detracted from performance, as the 5-year breakeven rose to 3% 
causing the real yield to fall.  

• The short breakeven position marginally tempered performance in April, as breakevens rose further. We reduced our short 
position early in the month but added by moving underweight in the 10-year area in the UK. 

Key views within the fund 

• Activity remained fairly tactical over the month, given the sensitivity of bond markets to global headlines, policy and data. 

• Duration was gradually reduced and particularly in the UK during April. The fund started at 0.1 years long and moved to 0.1 
years short.  

• On cross market we reduced both the UK and the US after a strong performance, preferring to buy markets where 
breakeven moves have lagged, such as Japan. We increased holdings of Canada after the market sold off on the tapering 
announcement and sold long Australia which outperformed by 25bps in the month.  

• The short breakeven position was reduced early in the month but increased later as we began to move underweight in the 
UK in the 10-year area. 

Investment outlook 

• After the rally in April we reduced duration and moved marginally short relative to the benchmark. This is because we 
expect yields to rise as economies come out of lockdown. 

• We remain bearish on the UK relative to the global markets and have increased global positions.  Dollar markets still yield 
in excess of 200bps over the UK and with supply in the UK picking up after limited linker supply last year (a consequence of 
the RPI consultation), we expect the UK to underperform. 

• The big debate globally is whether inflation will be sustained over the longer term. With spare capacity still high in the UK 
we do not expect wage growth to pick up and therefore expect inflation to remain at or below target in the longer term. UK 
breakevens remain elevated, particularly given the strength of sterling since a Brexit deal was secured. We have begun to 
move to an underweight position in the UK in the 10-year area. 

• US breakeven rates are now at eight year highs and we expect they could move marginally higher still in the short term as 

CPI is expected to be above 3% in the summer. Into any further strength we will look to buy US treasuries and go 

underweight tips on a breakeven basis. 

  

Paul Rayner 
Head of Alpha Strategies 

Gareth Hill 
Fund Manager 
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Royal  London Short D urati on Gilt  Fund 

Portfolio commentary 

• Performance was mixed in global bond markets in April. Gilts outperformed European bonds where yields rose due to 

falling Covid-19 case numbers, better progress on vaccine distribution, and substantial European government bond issuance 

in Q1, a traditional feature of the European market. In the UK, the Office for Budget Responsibility (OBR) revised down its 

borrowing forecasts in April, leading to a £40bn reduction in issuance by the Debt Management Office (DMO), mainly 

across short and medium-dated gilts. The 10-year gilt yield was broadly unchanged on the month, falling by less than 1 basis 

point (bps) to 0.84% at month-end. While sub 10-year gilt yields were similarly unchanged, long-dated yields fell, driven by 

ongoing demand from pension funds.  

• The duration of the fund has been shorter than the benchmark for some time, and this bias was maintained during April. 

With yields broadly unchanged on the month, the funds strategic duration position had limited impact on overall 

performance. Despite shorter dated bond yields being broadly unchanged during the month, markets were volatile, and the 

fund tactically traded duration, buying 10-year maturity gilts as yields rose, and taking profits as yields fell. 

• The fund has a small off benchmark position in 10-year maturity gilts, resulting in the fund having a very marginal 

flattening bias. With sub 10-year maturity yields largely unchanged during the month, this had little impact on performance. 

• With regards to security selection, the fund remains heavily overweight the lowest coupon bonds in each maturity bucket. 

The lowest coupon bonds were issued last year at a yield premium to surrounding bonds. With many of these bonds 

approaching the end of their issuance cycle, they have started to outperform.  

• Late last year the fund bought T-bills, as they offered a better yield than very short-dated (<12m) gilts. While T-bills have 

risen a little in yield since, very short dated gilts have risen by more so this has been beneficial to the fund. We added further 

to T-bill exposure in April, taking the fund’s overall allocation to T-bills to 7.5% at month-end.  

• The fund’s highly rated sterling credit exposure, which we hold primarily as a means of enhancing the portfolios yield, 

continues to be run close to its maximum limit of 5%. These positions are predominantly AAA rated, secured, floating rate 

notes and should provide the fund with some additional protection in a rising yield environment. 

Investment outlook 

• The BoE’s ongoing quantitative easing program should remain relatively supportive for bond markets in 2021. Nevertheless, 

the level of quantitative easing is likely to be reduced over time, and we expect yields to rise as economies return to more 

normal conditions as the Covid-19 vaccine rollout contains the spread of the virus. We consequently favour short duration 

strategies over the medium term. 

• We now believe that nominal bond markets are more reflective of longer-term fundamentals. However, uncertainty remains 

high and markets are volatile, so these effects could be sustained for some time. As such, we look to keep overall duration 

relatively neutral, but add value through trading markets tactically in the short term.  

Key views within the fund 

• The portfolio currently has a slightly short duration position relative to its benchmark. We expect a gradual increase in UK 

government bond yields as the year progresses. 

• The fund has no overseas exposure at month-end, although we continue to look for opportunities to take such positions on a 

relative basis. 

• The portfolio has an allocation to high-quality corporate bonds, which we expect to outperform gilts in a low-yielding 

environment. 

• The portfolio may look to tactically trade index-linked gilts to take advantage of mispricing opportunities. The fund held no 

exposure to UK inflation over the month. 
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Portfolio commentary 

• Performance was mixed in global bond markets in April. Gilts outperformed European bonds where yields rose due to 

falling Covid-19 case numbers, better progress on vaccine distribution, and substantial European government bond issuance 

in Q1, a traditional feature of the European market. In the UK, the Office for Budget Responsibility (OBR) revised down its 

borrowing forecasts in April, leading to a £40bn reduction in issuance by the Debt Management Office (DMO), mainly 

across short and medium-dated gilts. The 10-year gilt yield was broadly unchanged on the month, falling by less than 1 basis 

point (bps) to 0.84% at month-end. While sub 10-year gilt yields were similarly unchanged, long-dated yields fell, driven by 

ongoing demand from pension funds.  

• We continued to avoid taking a strong strategic duration position, preferring to trade markets tactically. The fund began the 

month 0.35 years long relative to its benchmark, the FTSE Actuaries UK Conventional Gilts All Stocks Index, and closed the 

period closer to neutral at 0.1 years long of the benchmark. Given the small relative duration position, and relatively range 

bound markets, the fund’s strategic duration positioning had little impact on performance. A small steepening bias across 

the 10s/30s section of the curve proved detrimental, as yields on longer dated maturities fell by 5bps in the period. 

However, we negated losses by tactically trading duration. 

• Our cross-market positions had a mixed impact on performance in April. The French green bond issuance we bought in 

March detracted from performance, as better progress on vaccines and the unblocking of the EU recovery funds by the 

German courts drove yields higher across the Euro bloc. However, we took profits on long-held US treasuries which added 

back to performance. We also held a cross-market position in Australian through the month which had no significant impact 

on performance, as the spread to gilts was broadly unchanged.  

• The fund had no UK inflation exposure during the month. 

• The fund’s highly rated sterling credit exposure had no significant impact on performance in April, as credit spreads (the 

average extra yield available from corporate bonds compared with government debt of equal maturity) tightened by just 

3bps. The fund’s credit exposure is dominated by short -dated bonds, where spread tightening was even more limited.  

Investment outlook 

• The BoE’s ongoing quantitative easing program should remain relatively supportive for bond markets in 2021. Nevertheless, 

the level of quantitative easing is likely to be reduced over time, and we expect yields to rise as economies return to more 

normal conditions as the Covid-19 vaccine rollout contains the spread of the virus.  

• We now believe that nominal bond markets are more reflective of longer-term fundamentals. However, uncertainty remains 

high and markets are volatile, so these effects could be sustained for some time. As such, we look to keep overall duration 

relatively neutral, but add value through trading markets tactically in the short term.  

Key views within the fund 

• The portfolio’s duration is marginally longer than the benchmark, including the impact of cash holdings on duration. 

• The fund holds a steepening bias.   

• The fund has a small overseas exposure, and we continue to look for opportunities to take such positions on a relative basis.  

• The portfolio has allocations to high-quality corporate bonds, which we expect to outperform gilts in a low-yielding 

environment. 

• The portfolio may look to tactically trade index-linked gilts to take advantage of mispricing opportunities, but had no 

exposure to UK inflation at the end of the month. 
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Fund performance 

 1 month (%) Rolling 12 months (%) 

RL Global High Yield Bond Fund M Inc 0.96 19.17 

RL Global High Yield Bond Fund Z Inc 1.00 19.57 

IA Sterling High Yield Sector 0.90 17.65 

ICE BofA ML BB-B Global Non-Financial High Yield Constrained Index 0.99 16.90 

   

RL Short Duration Global High Yield Bond Fund A Inc 0.36 5.98 

RL Short Duration Global High Yield Bond Fund M Inc 0.38 6.40 

RL Short Duration Global High Yield Bond Fund Z Inc 0.39 6.51 

IA Sterling High Yield Sector 0.90 17.65 

Sterling Overnight Index Average Rate (SONIA)¹ 0.00 0.09 

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. 

Source: RLAM and FE, correct as of 30 April 2021. Returns quoted are net of fees. 

¹ Benchmark: SONIA. Please note that this changed from 3-month LIBOR, effective 15 December 2020, and is reflected in the returns shown 
above. 
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Portfolio commentary 

• The fund’s Z class returned 01.05%, net of fees, in April, compared with 0.99% for the ICE BofA Merrill Lynch BB-B Global 
Non-Financial High Yield Constrained Index (100% GBP hedged). 

• The yield-to-worst* on the benchmark ended April at 3.75%. The fund yield stood at 4.63% at month end, excluding the 
impact of cash, and its duration was longer than that of the index. 

• Global high yield markets produced positive returns in April. Spreads were tighter, which helped performance in a month 
where government bond yields were modestly lower, with income return and price returns of 0.42% and 0.57% respectively. 
In general, April was a positive month for risk assets including equities, investment grade and high yield. 

• Returns were positive across all market index sectors. Energy, the largest in the high yield universe, produced strong positive 
returns, while the other two major sectors, healthcare and telecoms, lagged the overall market. BB and B rated bonds 
performed similarly, with lower rated high yield outperforming both, while longer dated issues outperformed short dated. 

• The US default rate, after remaining flat for several months, dipped to its lowest level since last summer. Default rates for 
both the energy and telecommunications sectors remain higher than the market average, but even here, rates fell in April. 
High yield defaults are higher than was the case before the Covid outbreak, but have been stable since summer 2020. 

• Issuance in the high yield market continued at record breaking levels in April, following on from the strong level of  issuance 
in the first three months of the year. The majority of issuance was in the B rated part of the market and came overwhelmingly 
from the US market, with European high yield issuance materially lower.  

*Yield-to-worst refers to the redemption date that produces the lowest return. 

Investment outlook 

• The biggest driver of the high yield market is the default rate forecast, and we remain optimistic about it. Given the liquidity 

in the global financial system, we still feel that the market is 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 having been substantially eliminated. We also think 

that there will be greater recovery rates on the defaults, reflecting higher corporate valuations and the weight of money.  

• The biggest risk to our positive outlook would be a change of stance by the Fed regarding its supportive stance, perhaps if 

higher wage inflation were to raise fears that sustained inflationary pressures were building in the US economy. This (or 

even the fear that it might happen) could trigger a 2013-style ‘taper tantrum’. However, we believe that the Fed is acutely 

aware of the risks of premature tightening and choking off the recovery, having seen the impact in 2013 and also being 

accused of making a similar error in 2019. As a result, the US will remain the key driver of the global high yield market. 

• We continue to believe that global high yield bonds are attractive on a spread basis and that they overcompensate for default 

risk, while their level of income generation is also appealing on a relative basis. 

Key views within the fund 

• The fund’s objective is to achieve a combination of capital growth and income. The fund seeks to achieve its investment 

objective by outperforming its benchmark, the BofA Merrill Lynch BB-B Global Non-Financial High Yield Constrained index, 

100% hedged to sterling, by 1% per annum over rolling three-year periods.  

• The fund seeks to mitigate stock-specific risk by holding a diversified portfolio of investments, so that no individual 

investment can, in isolation, have an excessive adverse impact on overall fund performance. Currency risk associated with 

holdings of bonds is hedged through the use of forward currency transactions. 

• We expect bouts of market volatility due to market expectations surrounding US Federal Reserve monetary policy. As such, 

we believe bonds with near-term catalysts, which mitigate market risk, are an important attribute underpinning investment 

performance over the medium term.  
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Portfolio commentary 

• The fund’s Z class returned 0.39%, net of fees, in April, compared with 0.00% for SONIA. 

• At month-end, the expected yield on the fund was 3.06% (3.14% on an FX-adjusted basis), with an expected maturity of 1.00 

years. 

• The global high yield market produced positive returns in April. Spreads were tighter over the month, which helped 

performance in a month where government bond yields were modestly lower, with income return and price returns of 0.42% 

and 0.57% respectively. In general, April was a positive month for risk assets including equities, investment grade and high 

yield. 

• In high yield markets, returns were positive across all market index sectors. Energy, the largest in the high yield universe, 

produced strong positive returns over the month,  while the other two major sectors, healthcare and telecoms, lagged the 

overall market. BB and B rated bonds performed similarly, with lower rated high yield outperforming both, while longer 

dated issues outperformed short dated. 

• The US default rate, after remaining flat for several months, dipped to its lowest level since last summer. Default rates for 

both the energy and telecommunications sectors remain higher than the market average, but even here, rates fell in April. 

High yield defaults are higher than was the case before the Covid outbreak, but have been stable since summer 2020. 

• Issuance in the high yield market continued at record breaking levels in April, following on from the strong level of  issuance 

in the first three months of the year. The majority of issuance was in the B rated part of the market and came 

overwhelmingly from the US market, with European high yield issuance materially lower.  

Investment outlook 

• The biggest driver of the high yield market is the default rate forecast, and we remain optimistic about it. Given the liquidity 

in the global financial system, we still feel that the market is 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 having been substantially eliminated. We also think 

that there will be greater recovery rates on the defaults, reflecting higher corporate valuations and the weight of money.  

• The biggest risk to our positive outlook would be a change of stance by the Fed regarding its supportive stance, perhaps if 

higher wage inflation were to raise fears that sustained inflationary pressures were building in the US economy. This (or 

even the fear that it might happen) could trigger a 2013-style ‘taper tantrum’. However, we believe that the Fed is acutely 

aware of the risks of premature tightening and choking off the recovery, having seen the impact in 2013 and also being 

accused of making a similar error in 2019. As a result, the US will remain the key driver of the global high yield market. 

• We continue to believe that global high yield bonds are attractive on a spread basis and that they overcompensate for default 

risk, while their level of income generation is also appealing on a relative basis. 

Key views within the fund 

• The fund’s objective is to provide income. The manager seeks to achieve this by outperforming the benchmark, SONIA, by 2% 

per annum over rolling three-year periods. 

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

any deterioration in the creditworthiness of an individual holding. 

• We expect bouts of market volatility due to changing market expectations surrounding monetary policy worldwide. As such, 

we believe companies with strong liquidity characteristics are an important element in underpinning investment 

performance over the medium term. 
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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 concerning the risks of investing, please refer to the Prospectus or Key Investor Information Document 
(KIID), available via the our Fund Price pages 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") has 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. FC RLAM ON 0278. 
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