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RLPPC U K C orporate Bond Fund 

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 (%)  

Q2 2021 2.70 1.71 0.99 

Year-to-date -0.19 -2.47 2.27 

Rolling 12 months 5.91 1.73 4.18 

3 years p.a. 6.10 4.66 1.45 

5 years p.a. 5.69 3.95 1.74 

10 years p.a. 7.40 5.73 1.67 

Since inception p.a. 31.05.2000 7.11 5.80 1.31 

Past performance is not necessarily a reliable indicator of future performance. The value of investments and the income from them is 
not guaranteed and may go down as well as up and investors may not get back the amount originally invested. 

All performance figures stated gross of fees and tax unless otherwise stated. 

Source: RLAM, gross of fees. 

¹Benchmark: iBoxx Sterling Non-Gilt All Maturities Index. 

  

Asset split 

 Fund 
(%) 

Benchmark¹ 
(%) 

Conventional credit bonds² 99.7 99.3 

Index linked credit bonds 0.0 0.0 

Sterling conventional gilts 0.0 0.0 

Sterling index linked gilts 0.0 0.0 

Foreign conventional sovereign 0.3 0.7 

Foreign index linked sovereign 0.0 0.0 

Derivatives 0.0 0.0 

Other 0.0 0.0 
 

Fund data 

 Fund Benchmark¹ 

Duration³ 7.9 years 7.8 years 

Gross redemption yield⁴ 2.32% 1.46% 

No. of stocks 275 1,173 

Fund size  £1,289.5m  - 

Source: RLAM, Launch date: 31.05.2000. 

¹Benchmark: iBoxx Sterling Non-Gilt All Maturities Index. 

²Conventional credit bond allocation includes exposure to non-sterling 
credit bonds and CDs, where applicable. 

³Excluding cash 

⁴The gross redemption yield is calculated on a weighted average basis 
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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 

Maturity profile 

 

Credit breakdown 

 

Ten Largest Holdings 

 Weighting (%) 

Électricité De France 6% 2114 1.8 

Aviva 6.875% 2058 1.3 

HSBC Bank 5.375% 2030 1.1 

Thames Water Utilities Finance 7.738% 2058 1.1 

Telereal Securitisation 6.1645% 2033 1.0 

Santander UK 10.0625% VRN Perpetual 1.0 

Morhomes Plc 3.4% 19/02/2038 1.0 

Juturna Euro Loan Conduit 5.0636% 2033 0.9 

Derby Healthcare 5.564% 2041 0.9 

HSBC Bank 5.375% 2033 0.9 

Total 11.0 

Source: RLAM. Figures in the table above exclude derivatives where held, subject to rounding. 
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Market overview 

• The quarter began with further progress being made in reducing the spread of Covid-19, with the number of new cases 

falling and vaccine rollout programmes accelerating in most parts of the world, particularly in the US and Europe. However, 

as lockdown restrictions started to ease, a sharp rise in deaths in India and fears over new viral strains, particularly the 

‘Delta’ variant, became a significant cause for concern. In the UK, while hospitalisations remained low, new cases rose 

sharply. 

• In the US, the Biden administration followed up the $1.9tn economic relief bill of the first quarter with proposals for a 

$579bn infrastructure package promising investment in roads, water, clean transportation, and the electric grid. While the 

spending package, to be funded through stronger tax collection enforcement rather than formal tax increases, appeared to 

have bipartisan backing, it remained to be seen whether it would gain enough support in the Senate.  

• Inflation discussions were increasingly prevalent, with opinion divided as to whether rising prices were an indicator of 

nothing more than ‘transitory’ inflation, particularly given the lack of higher wage inflation, or a sign of more deep-rooted 

issues. US Federal Reserve (Fed) Chair Jerome Powell was keen to reiterate that price pressures were indeed transitory, but 

cautioned that effects on inflation “have been larger than we expected and they may turn out to be more persistent than we 

expected”. However, central banks appeared firmly committed to maintaining accommodative monetary policies.  

• In the UK, after a first quarter focused on rising inflation expectations and a corresponding increase in government bond 

yields, the benchmark 10-year gilt yield fell from 0.85% to 0.72% over the quarter: the gilt market returned 1.70% on an all 

maturities basis (FTSE Actuaries). In sterling investment grade credit, the market returned 1.71%. The average sterling 

investment grade credit spread (the average extra yield available from a corporate bond compared with government debt of 

equal maturity) tightened from 0.96% to 0.91%. 

• All sterling credit sectors produced positive returns during the quarter. Lower risk areas such as supranationals and covered 

bonds lagged the wider market, while sectors such as real estate and telecoms performed relatively well. Financials 

performed broadly in line with the market, but subordinated debt again outperformed. With gilt yields falling slightly, 

longer maturity bonds outperformed shorter dated, while BBB and A rated bonds outperformed AAA and AA issues.  

Portfolio commentary 

• The fund performed strongly in the second quarter, producing positive absolute returns, and outperforming its benchmark. 

Our allocation and stock selection in financials, particularly subordinated bank and insurance bonds, was a major driver of 

performance, as was our underweight in supranationals. 

• Our exposure to structured bonds was also positive. The sector outperformed, but we also benefited from holdings such as 

Thames Water and Dignity Finance. We particularly like the longest dated Thames bond which is often overlooked by 

investors. Our view remains that the bond’s yield premium relative to shorter-dated Thames bonds, and senior position in 

the capital structure, offer our clients attractive exposure to longer cash utility cashflows. Dignity Finance, one of the UK’s 

largest funeral services providers, has experienced a period of weak operating performance as greater competition and the 

limitations on the size of funeral limits has hit profitability. We see signs for encouragement, with management focused on 

reducing leverage, and strong asset backing given the senior position of the Class A bonds. Finance For Residential 

Social Housing was another strong performer over the quarter. The bond, while not easily modelled on Bloomberg and 

relatively illiquid, offers strong collateral and an attractive yield - above that of many unsecured BBB bonds despite its AA 

rating. 

• A takeover offer for Morrisons illustrates why we like strong covenants and security. It is not just at times of economic 

distress that security is beneficial. When financing costs are low and private equity businesses are awash with cash we can 

expect to see balance sheets being utilised to increase leverage. This will eventually lead to higher default risk in those more 

leveraged business models.  

• Activity reflected new issue opportunities and secondary market availability. Issuance was slightly lower in the second 

quarter than Q1 but remains on track to comfortably exceed overall issuance in 2020. Increasingly, spreads on new issues 

are too low to interest us and a number of deals that looked attractive initially have been tightened, during the book building 

phase, to levels where we passed.  

• In the financial sectors we added to senior issues from JP Morgan and Goldman Sachs, as well as subordinated bonds 

from BNP, Virgin Money and Lloyds. Social housing remains a key area of interest for us. During the quarter we added a 

new issue from Beyond, which provides 15,000 homes, predominantly in the Tees Valley and North Yorkshire, and Blend, 

a social housing debt aggregator that enables smaller housing associations to access capital markets. The Blend deal size was 

not large but was attractively priced and is a reminder that a small issue size does not imply poor quality. 



 

RLPPC UK CORPORATE BOND FUND 
 

QUARTERLY REPORT 30 JUNE 2021 6 │ PAGE 
 

• There was further issuance of Green and Sustainability bonds in the quarter. Whilst we welcome the greater recognition of 

the climate challenge and the higher focus on ESG we do not believe that all Green or Sustainability bonds offer value or 

clarity of objective. We will continue to focus on integrating ESG risk and to add incremental value in overlooked areas of 

the market.   

Outlook 

• There remain three key questions that will determine the path of global economic activity: the efficacy of a global 

vaccination programme, the reaction of businesses and consumers to news flow and the response of governments and 

central banks. Our view remains that the current inflation spike will not become embedded in consumers’ expectations. 

• For markets, government and central bank support has been a major factor; this has helped keep yields low across yields 

curves. We know that this support will be reduced over time and believe that it will eventually feed through into higher 

yields. While we are not expecting to see this imminently, as fixed income investors, this will present a headwind and is why 

we prefer to keep portfolio duration somewhat lower than the broader market.  

• For credit specifically, we do feel that the additional yield available more than compensates for the risk of default and hence 

believe that credit will outperform government bonds over the medium term. However, we recognise that idiosyncratic risk 

– such as increased merger and acquisition activity – cannot be ignored.  

• Our portfolios have a material exposure to BBB bonds, reflecting our sector and security preferences. We continue to believe 

that at current valuations we are compensated for risk: on a longer term perspective investors require less than 50 bps of 

excess return to compensate for BBB risk, compared with a current spread of 130 bps. Credit risk is not something that 

should be taken unthinkingly but it is our view that we can harvest a spread premium and mitigate risk through a focus on 

covenants, security and diversification.  

• You can find more of our thoughts on the opportunities and risks in the sterling credit sector at rlam.co.uk. 
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IMPORTANT INFORMATION 

For professional clients only, not suitable for retail investors. The views expressed are the author’s own and do not constitute investment advice. 

This document is a financial promotion. It does not provide, and should not be relied on for, accounting, legal or tax advice, or investment 
recommendations. For more information on the fund or the risks of investing, please refer to the fund factsheet, Prospectus or Key Investor 
Information Document (KIID), available via the Fund Information page on www.rlam.co.uk. 

Past performance is not a reliable indicator of future results. The value of investments and the income from them is not guaranteed and may go 
down as well as up and investors may not get back the amount originally invested.  

Portfolio characteristics and holdings are subject to change without notice. This does not constitute an investment recommendation. For 
information purposes only, methodology available on request. Information derived from sources other than Royal London Asset Management is 
believed to be reliable; however, we do not independently verify or guarantee its accuracy or validity. 

All rights in the FTSE All Stocks Gilt Index, FTSE Over 15 Year Gilts Index, FTSE A Index Linked Over 5 Years Gilt Index and FTSE A 
Maturities Gilt Index (the “Index”) vest in FTSE International Limited (“FTSE”). All rights in the FTSE 350, FTSE All Share, FTSE 100, FTSE 
250, FTSE 350 Higher Yield and FTSE Small Cap (the “Index”) vest in FTSE International Limited (“FTSE”).  “FTSE®” is a trade mark of the 
London Stock Exchange Group companies and is used by FTSE under licence. The Royal London Funds (the "funds") have been developed 
solely by Royal London Asset Management. The Index is calculated by FTSE or its agent. FTSE and its licensors are not connected to and do 
not sponsor, advise, recommend, endorse or promote the fund and do not accept any liability whatsoever to any person arising out of (a) the 
use of, reliance on or any error in the Index or (b) investment in or operation of the fund. FTSE makes no claim, prediction, warranty or 
representation either as to the results to be obtained from the Funds or the suitability of the Index for the purpose to which it is being put by 
Royal London Asset Management. 

All confidential information relating to any Royal London Group company must be treated by you in the strictest confidence. It may only be used 
for the purposes of assessing the proposal to engage Royal London Asset Management Limited (RLAM). Confidential information should not be 
disclosed to any third party and should only be disclosed to those of your employees and professional advisers who are required to see such 
information for the purpose set out above. You should ensure that these persons are made aware of the confidential nature of such information 
and treat it accordingly. You agree to return and/ or destroy all confidential information on receipt of our written request to do so. 

Issued by Royal London Asset Management Limited, Firm Registration Number: 141665, registered in England and Wales number 2244297; 
Royal London Unit Trust Managers Limited, Firm Registration Number: 144037, registered in England and Wales number 2372439; RLUM 
Limited, Firm Registration Number: 144032, registered in England and Wales number 2369965. All of these companies are authorised and 
regulated by the Financial Conduct Authority. Royal London Asset Management Bond Funds Plc, an umbrella company with segregated liability 
between sub-funds, authorised and regulated by the Central Bank of Ireland, registered in Ireland number 364259. Registered office: 70 Sir 
John Rogerson’s Quay, Dublin 2, Ireland. 

All of these companies are subsidiaries of The Royal London Mutual Insurance Society Limited, registered in England and Wales number 
99064. Registered Office: 55 Gracechurch Street, London, EC3V 0RL. The Royal London Mutual Insurance Society Limited is authorised by the 
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The Royal London 
Mutual Insurance Society Limited is on the Financial Services Register, registration number 117672. Registered in England and Wales number 
99064. FQR RLAM EM 1101. 

       

 


