
 

 

 

   

   

   

Royal London Multi Asset Credit 
Fund 

 

 

     

     

 

Quarterly Report 31 December 2021 
 

  

     

 

 

  



 

 

 

   

        

        

  

2 
 

 

Quarterly Report 31 December 2021 
 

 

For professional clients only, not suitable for retail investors 
 

 

        

Asset split 

 Fund (%) 

Loans 33.9 

Secured high yield 16.3 

Short duration high yield 14.8 

Conventional high yield 17.2 

Asset backed securities 3.3 

Investment grade corporate bonds 0.0 

ROW 1.5 

CLOs 13.0 
 

Fund data 

 Fund 

Duration¹ 2.7 years 

Yield to Expected 4.7% 

Fund size  £942.3m 

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

Launch date of the share class: 09 October 2017. 

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

¹Excluding cash 

Reported yields reflect RLAM's current perception of market conventions around 
timing of bond cash flows. Heightened uncertainty due to the COVID 19 crisis 
may impact these timings for bonds with callable feature. 

Performance 

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

Q4 2021 0.63 0.02 0.61 

Year-to-date 5.16 0.06 5.10 

Rolling 12 months 5.16 0.06 5.10 

3 years p.a. 6.04 0.39 5.65 

Since inception p.a. 09.10.2017 4.41 0.47 3.94 

Past performance is not necessarily a reliable indicator of future performance. The value of investments and the income from them is not guaranteed 
and may go down as well as up and investors may not get back the amount originally invested. 
All performance figures stated gross of fees and tax unless otherwise stated, subject to rounding. 

Source: RLAM. Based on the Z Inc share class. Performance for the fund is calculated on a mid basis with income re-invested. 

¹Benchmark: 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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Sector breakdown 

 

Source: RLAM. Figures in relation to your portfolio exclude the impact of cash held, although they do include the impact of CDs if held within your portfolio 

Rating breakdown 

 

Regional breakdown 

 

Market overview 

• After three benign quarters of spread tightening and riding the occasional periods of volatility without too much trouble (including the effective 

failure of Evergrande in China), the fourth quarter proved more testing. However, the challenges were largely confined to the week or so around 

Thanksgiving, when the rapid emergence of the Omicron variant of Covid-19 (and more hawkish guidance from the Fed on inflation) unsettled 

government bond markets, and this spilled over into global high yield markets. It would be somewhat overdramatic to call this ‘The 

Thanksgiving Massacre’: it served more to clear out the pipes and reboot the market for a strong year end.  

• At the start of 2021, we were particularly bullish on the outlook for global high yield. Despite some challenges with new variants of Covid-19 

and supply-chain frictions, the global economy was recovering strongly and there was considerable optimism about the rollout of vaccines. 

With very low default rates and with many issuers having refinanced their debt at ultra-low interest rates, the high yield spread started the 

year at +360 basis points (bps) and had tightened to +345bps by the end of September, having reached +330bps in the summer. Global high 

yield markets escaped the volatility in government bonds in January and February as this was in the 10-year part of the market, whereas the 

duration of the high yield market is around four years. 



 

 

 

   

        

        

  

4 
 

 

Quarterly Report 31 December 2021 
 

 

For professional clients only, not suitable for retail investors 
 

 

        

• In the fourth quarter, the travails of the Evergrande property company and the deflation of the Chinese real estate bubble continued, albeit 

without significant effects on the global asset class. We were underweight China throughout the period and had no direct exposure to 

Evergrande; and with the company dropping out of the indices, China will be a less significant element of global high yield markets for some 

time to come. Pre-Thanksgiving, as evidence built up that inflation might not prove to be as transitory as hoped and policymakers started to 

talk about tapering and eventual interest rate rises, spreads started to widen and yields rose gently – yields reached around 4.3% in absolute 

terms, with the high yield spread ending October at +360bps (where it had started the year). However, the coming together in November of 

fears about the Federal Reserve’s (Fed’s) policy response to rising inflation and the emergence of the Omicron variant in South Africa caused 

financial markets to wobble and high yield was no exception – the spread widened to c. 400-410bps and the market’s yield reached its highpoint 

for the year at c. 4.8%. 

• The storm was over almost as soon as it had started, and December saw high yield markets recover strongly. While there are ongoing concerns 

about the ability of healthcare systems to cope with the huge numbers of new Omicron cases and the impact of staff shortages on key services, 

investors quickly took comfort from early data from South Africa that suggested that, while highly contagious, this variant is less deadly, and 

vaccines remain effective in mitigating its effects. Likewise, the Fed generated more confidence that it appreciated the risks of inflation and 

policy overreaction, calming investors’ fears. The year ended with spreads back down to +350bps and an overall yield of 4.2%. The areas of 

volatility remain in energy (oil prices rose over 50% in 2021 as a whole, but had a difficult November and ended the year off their highs) and 

in ‘Covid reopening’ sectors such as travel and leisure, where valuations have recovered but revenues are still weak. 

• Over the fourth quarter, the benchmark 10-year treasury yield increased slightly from 1.49% to 1.51%. The apparent stability of the market is 

misleading, however: having risen to 1.70% in late October, the yield on the 10-year treasury rallied to just 1.34% in early December. It had 

started 2021 at just 0.91%. Fears of inflation seemed to ease with a change in rhetoric and some action from central bankers. The Fed started 

to taper its QE programme and guide investors to earlier and faster rate rises in 2022; while the Bank of England (BoE) surprised investors in 

December by raising the UK base rate for the first time in three years – from 0.10% to 0.25% – as the Omicron variant hit the UK, having held 

steady in November. Investors appeared relatively sanguine about these policy moves as they had been trailed from September and, to an 

extent, taking moderate action on inflation was seen as less of a risk than no action. 

• While new issuance slowed in the third quarter and more-or-less stopped after the market’s travails in November, 2021 was still a record year 

for new issuance. After c. $300-400m in the nine months of 2020 and c. $500m in 2021, half the market has been extended and this will be 

positive for default rates in the year ahead. Refinancings should be quieter in the year ahead, but there is a lot of leveraged buy-out (LBO) 

activity in the pipelines, so M&A issuance will likely take up the baton. 

• The US default rate fell to just 0.5% during the fourth quarter, its lowest ever level since the markets became a reasonable size i.e., the last two 

decades. The default rate for the energy sector (the worst sector for defaults over recent times) fell from 23% in January to just 1% at the end 

of December. High yield defaults remain considerably lower than before the Covid outbreak (we had a 3% default rate at the end of 2019) and 

yet valuations are similar. As a result, the market environment for high yield is still extremely positive, Recovery rates on defaults also remain 

stronger than we could have anticipated at the start of the year.  

• With the outlook for defaults remaining so positive and yields higher than at the start of 2021, the year ahead is likely to be encouraging. 

Although there may be periods of volatility around policy moves, spreads are wide enough to act as a buffer.  

Portfolio commentary 

• While issuance slowed noticeably during the summer months, it recovered in October and early November. While seasonal factors and weak 

markets in late November reduced issuance to a trickle, 2021 was still a record-breaking year. We continued to be very selective, passing on 

companies with weak business models or poor fundamentals, and building up a cash buffer in the expectation of better-quality new issues at 

the end of the period. 

• While these new issues were delayed into 2022, these cash reserves proved beneficial away from the primary market: in the market weakness 

in late November, we were able to deploy all our resources buying good quality credits at temporarily reduced levels, boosting performance in 

the bounce back in December. 

• The fund performed strongly over the quarter, outperforming its Sterling Overnight Index Average Rate (SONIA) benchmark, and also 

delivered strong performance for the year as a whole; over both periods, returns relative to its peer group have been top quartile, with the 12-

month performance ranked third percentile relative to its peers.  

• We feel that we navigated a difficult quarter particularly well. With the market being driven more by macroeconomic factors and increased 

concerns about inflation (which we had anticipated), we took steps to reduce duration exposure. Performance came from increasing short 



 

 

 

   

        

        

  

5 
 

 

Quarterly Report 31 December 2021 
 

 

For professional clients only, not suitable for retail investors 
 

 

        

duration exposure and (as with RL Global High Yield) from having rotated from BB into B rated credits in the summer as absolute yields were 

very low and we expected more rate volatility.  

• The relative and absolute performance of the fund was also enhanced by its increased exposure to loans over the quarter. This included 

leveraged loans and syndicated loan tranches (such as CLOs), which are attractive became of their floating rate nature and very short duration 

relative to the wider market, thereby offering protection against higher interest rates. CLOs also offer exposure to broad default rates, where 

our expectation is that these will remain relatively subdued given the current rates and refinancing activity. 

• Over the quarter we reduced exposure to some of our more rate sensitive names (GFL Environmental, Burger King) and used the strong 

market liquidity to take profit in some of our less liquid names (Bharti, Heimstaden). We replaced these with new issues from T Mobile 

Netherlands, IHS Towers and Iliad, among others. 

• We used a very active leveraged loan calendar to add exposure to new names: Solera and Multi-Color Corporation. 

Outlook 

• The biggest driver of the high yield market is the default rate forecast and, given the unprecedented levels of liquidity in the global financial 

system since March 2021, we expect default rates to remain benign for some time to come. While the average yield may still be low by historical 

standards, the improved economic prospects and policy supply continue to bode well for the asset class for the next few quarters at least. 

Arguably, the biggest concern for high yield markets is the tail risk of recession. However, the Fed remains acutely aware of the risks of 

premature tightening and choking off the nascent recovery, so this seems more of a risk for the end of 2023 at the earliest. Given this, high 

yield looks set fair for the next three quarters at least, and possibly longer if policymakers can navigate the challenges posed by inflation. 

• The volatility that erupted at points in 2021 has already been evident this year as the minutes of the December FOMC meeting (published in 

early January) indicated that the Fed is prepared to increase rates earlier and faster than previously signalled. This caused weakness in 

government bond markets and to a reappraisal of more highly rated equity sectors, such as technology. The Fed is expected to increase rates 

at least three times this year and the BoE is expected to make four further increases (just two will take the UK base rate back to the highest 

level since early 2009), so we still expect occasional bouts of market volatility due to monetary policy concerns. As such, we believe bonds with 

near-term catalysts, which mitigate market risk, will continue to be an important attribute underpinning investment performance over the 

medium term. 

• Inflation remains a greater concern than it was a year ago, and we expect greater differentiation in the market as it becomes apparent who can 

adjust prices to compensate for higher short-term inflation. However, we feel that current inflation is mostly transitory, with much of the 

increase due to technical year-on-year comparisons. There are also plenty of drags on growth that will mitigate inflationary pressures, including 

higher taxes, the slowdown in growth in China (arising from both the deflation of the property bubble and the government’s zero-tolerance 

approach to Covid-19) and the drag of any further variants of the virus. While central banks are raising interest rates sooner than anticipated 

a few months ago, we believe that inflation will ease considerably by the second half of this year and that we remain in a low interest rate 

environment. 

• We began 2021 believing that the risk-return prospects for high yield were better than for investment grade and government debt, and 

subsequent returns confirmed this. Our outlook for 2022 is broadly the same, although our bullishness has been somewhat tempered by the 

performance of the asset class over 2021 and the scale of the recovery in December in particular. Nonetheless, the macroeconomic environment 

is very encouraging, and record low default rates and the high yield spread over US treasuries provide a useful cushion. Furthermore, the short 

duration of the high yield market should protect it from some of the volatility that may impact government bond markets. 

• While our overall position is clear, it’s harder to anticipate which areas of the market will outperform. With less economic stress, sector 

dispersion is lower than it was 12 months ago – energy roared back over 2021 as oil prices recovered, and Covid reopening trades have 

materially played out. Instead, the dispersion in returns may be driven by regional factors. In particular, we would highlight emerging market 

debt (EMD) as an area of weakness: US dollar strength tends to be negative for EMD; the economic slowdown in China is likely to have a 

greater effect on the region than is currently suggested by consensus – it will take time to adjust to growth of 3-4%, rather than 7%; and 

contrary to many people’s belief, EMD is higher quality with a greater share in the BB rated band, so will be more sensitive to interest rates. 

Find out more 

• A record number of current and prospective clients and consultants joined us online for the 2021 RLAM Investment Series (our annual client 

conference) between 1 and 5 November 2021. Fund managers and other in-house specialists addressed the macroeconomic environment and 
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prospects for different asset classes, and the issues that they consider in managing their funds. There were also sessions on responsible and 

sustainable investing, addressing the latest developments in these fast-changing areas and considering their possible evolution. All the sessions 

are available to watch on demand – please visit the RLAM Digital Insight Hub. 

• You can find more of our thoughts on the opportunities and risks in the year ahead in our RLAM Outlook 2022 document, and regular updates 

on our investment thinking in the Our Views section of www.rlam.co.uk. Head of Fixed Income Jonathan Platt writes a weekly blog each 

Monday on key issues in sterling credit and other fixed income markets.  

 

  

https://rlam.brighttalk.live/summit/4405-rlam-digital-insight-hub/
https://www.rlam.co.uk/globalassets/media/literature/reports/2022/outlook-2022.pdf
http://www.rlam.co.uk/
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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 on www.rlam.co.uk. 
Past performance is not a reliable indicator of future results. The value of investments and any income from them may go down as well as up and 
is not guaranteed. Investors may not get back the amount 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. Unless otherwise noted, the information in this document has been derived from 
sources believed to be accurate. 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. 
The “SONIA” mark is used under licence from the Bank of England (the benchmark administrator of SONIA), and the use of such mark does not 
imply or express any approval or endorsement by the Bank of England. “Bank of England” and “SONIA” are registered trade marks of the Bank of 
England. 
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. 
Telephone calls may be recorded. For further information please see the Legals notice at www.rlam.co.uk. 
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 1203. 

 

 

 


