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Royal  London Index Li nked Fund 

⁴Real yield shows the inflation-adjusted redemption yield for the underlying portfolio and therefore does not include the impact of fees. For share 
class level yields, please see the latest factsheet 
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 4.28 3.58 0.70 
Year-to-date -2.23 -2.99 0.76 

Rolling 12 months -3.67 -3.96 0.29 

3 years p.a. 5.56 4.87 0.69 

5 years p.a. 5.29 4.62 0.67 

10 years p.a. 7.62 7.17 0.45 

Since inception p.a. 30.01.1990 6.93 6.96 -0.03 

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, based on the M Income share class. 
¹Benchmark: FTSE® Actuaries Index Linked Gilt All Stocks Index. 
On 26 November 2012 the Royal London Index Linked Fund (Class B) was renamed the Royal London Index Linked Fund (Class M). The Royal 
London Index Linked Fund (Class B) was launched on 30 April 2010. All performance after this date and up to 26 November 2012 is for the B 
share class. All performance after 26 November is for the M share class. All performance for periods prior to 30 April 2010 is for the Royal London 
Index Linked Fund (Class A). Therefore the performance shown in this table is a merged return which includes the historical ‘A’ share return for 
the periods to 30 April 2010, before the B share existed. If you were invested in the fund prior to this, your investment was in the A shares. If you 
require separate performance solely for the B shares since 30 April 2010, please contact your Client Account Manager. 
Performance for the Royal London Index Linked fund is based on pricing at noon, while index performance is based on pricing at close of business, 
preventing direct performance comparison. The significance of this timing discrepancy is likely to be smaller for longer measurement periods. 
As of 6 April 2017, the UK Government announced that funds paying interest distributions will be required to pay those distributions gross of tax.  

  

Asset split 

 Fund 
(%) 

Benchmark¹ 
(%) 

Conventional credit bonds² 0.0 0.0 

Index linked credit bonds 0.0 0.0 

Sterling conventional gilts 0.1 0.0 

Sterling index linked gilts 94.5 100.0 

Foreign conventional sovereign 0.0 0.0 

Foreign index linked sovereign 5.4 0.0 

Derivatives 0.0 0.0 
 

Fund data 

 Fund Benchmark¹ 
Duration³ 21.0 years 21.0 years 

Real yield⁴ -2.28% -2.39% 

No. of stocks 37 31 

Fund size  £518.7m  - 

Source: RLAM, based on the M Income share class. Launch date: 
30.01.1990. 
¹Benchmark: FTSE® Actuaries UK Index Linked Gilts All stocks Index. 
²Conventional credit bond allocation includes exposure to non-sterling 
credit bonds and CDs, where applicable. 
³Excluding cash. 
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Ten Largest Holdings 

 Weighting (%) 
UK Treasury 0.375% IL 2062 8.1 

UK Treasury 1.125% IL 2037 6.4 

UK Treasury 2.5% IL 2024 5.6 

UK Treasury 0.75% IL 2047 5.5 

UK Treasury 1.25% IL 2055 5.5 

UK Treasury 0.125% IL 2046 5.2 

UK Treasury 0.75% IL 2034 5.0 

UK Treasury 1.25% IL 2032 4.8 

UK Treasury 0.125% IL 2039 4.6 

UK Treasury 4.125% IL 2030 4.2 

Total 54.9 

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

Asset split by percentage 

 

Asset split by duration 

 

Asset allocation relative to benchmark (duration) 

 

Asset allocation change on the quarter (duration) 
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Yield curve relative to benchmark (duration) 

 

Yield curve change on the quarter (duration) 

 

Inflation exposure (duration) 

 

Inflation exposure change on the quarter (duration) 

 

Executive summary 

• Index-linked assets outperformed over the quarter, strongly supported by carry from higher inflation prints. Yields stabilised 
after the sell-off earlier in the year and the rise in breakevens led to fall in real yields leading to strong absolute performance 
and relative to nominal funds.  

– RL Index Linked Fund: 4.19%, benchmark 3.58% 

– RL Global Index Linked Fund: 3.05%, benchmark 2.80% 

– RL Short Duration Global Index Linked Fund: 1.73%, benchmark 1.70% 

• These figures (all M share classes, net of fees), are distorted by timing differences between the funds and their indices. On a 
like-for-like basis, the Index Linked Fund outperformed by +6 basis points (bps), the Global Index Linked Fund 
outperformed by +27bps and the Short Duration Global Index Linked Fund outperformed by +12bps. On a 12-month 
rolling basis, outperformance for the funds, in the same order, is +0.31%, +0.50% and +0.51%. 

• Although the Bank of England (BoE) began tapering in May by slowing the pace of its bond buying programme, and the 
Federal Reserve’s June economic forecasts show a rase in base rates a year earlier (in 2022) that forecast in March, monetary 
support remained supportive in the quarter. This support helped government bonds settle down from highs in the previous 
quarter. The US 10-year treasury lead global markets, as its yield fell by 27 basis points (bps) over the quarter to 1.47%, while 
UK 10-year gilt yields down 13bps to 0.72%. Breakevens fell by less over the same period; the US 10-year breakeven was down 
4bps and the UK down 9bps, pushing real yields lower and causing index-linked bonds to outperform on a relative basis.  

Market overview 

• Global government bond returns were mixed in the second quarter. The US 10-year treasury led global markets, as its yield 
fell by 27 basis points (bps) over the quarter to 1.47%. In the UK, 7- to 10-year gilts returned 1.1% for the quarter, with 10-year 
yields down 13bps to 0.72% – interestingly, the 10-year gilt market traded within a stable 15bps range throughout quarter, 
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having had a relatively volatile first three months of the year. Europe was the laggard of major global markets and core market 
yields were up for the quarter rather than down; the 10-year bund was up by 9bps to -0.21%. The underperformance in Europe 
compared to in the US and UK can partly be attributed to the delays in vaccine programmes. Rising yields have been closely 
linked to the success of vaccine programmes, which only began to make good progress in the second quarter.  

• The second quarter of 2021 saw investors re-engage with global economic data. While data was broadly very strong and 
supported predictions of a sustained global economic recovery, a particularly strong US CPI print sent jitters through global 
markets on 12 May. As the US inflation measure hit 4.2%, the major global discussion point for the period turned to whether 
high inflation might be sustained rather than transitory. Although the Federal Reserve reassured markets that inflation would 
be transitory, and that they were not yet ‘talking about talking about tapering’, June Federal Open Market Committee (FOMC) 
meeting forecasts showed a more hawkish stance. Median committee forecasts showed rates at 0.6% at the start of 2023 – 
much closer to current market prices – pricing in two 25bps rate rises during 2022. In comparison, March forecasts had 
predicted no rate rises over the same period. The ECB followed a similar stance and stated it would not slow the pace of their 
asset purchasing programme as a response to strong data. Panetta, an economist and member of the ECB’s executive board 
said; “only a sustained increase in inflationary pressure … could justify a reduction in our purchases.” At the close of the 
quarter, any decision by the ECB to roll back support for markets had been delayed to a later date.  

• Most market events in the UK in the second quarter had little impact on market prices. In April, the Office for Budget 
Responsibility (OBR) revised down its borrowing forecasts which led to a £40bn reduction in issuance by the Debt 
Management Office (DMO), mainly across short and medium-dated gilts. Although this supported prices in those sectors, 
gilts were largely stable during the period. In May, the Bank of England (BoE) began tapering, slowing the pace of its 
quantitative easing programme – this had been broadly expected and was therefore already fully priced into gilt markets. 
However, surprisingly hawkish comments on interest rates from Gertjan Vlieghe, a Bank of England policymaker, pushed gilt 
yields up in the latter half of May, but only temporarily. In all, the UK economy remained strong in the quarter, against a 
backdrop of potential Brexit-related uncertainty over trade, and irrespective of the four-week delay to the exit from lockdown 
which was postponed until 19 July. At the end of the period, the BoE remained supportive of the UK economy. It was 
announced on 24 June that the Monetary Policy Committee (MPC) would leave interest rates unchanged at 0.1% and keep 
the total size of its bond-buying programme unchanged at £895bn, to be completed by the end of 2021.  

• In the UK and the US, index-linked yield curves flattened, with rising shorter-dated yields and falling longer-dated yields. For 
example, the UK 5-year index linked gilt yield rose by 4bps, while the 10- and 30-year bond yields fell by 4bps and 13bps 
respectively. Over the period, the US 10-year index-linked bond yield fell by 24bps, while the bund equivalent rose by 2bps. 
After US breakevens had reached eight-year highs in the first quarter of the year, and UK breakevens reached their highest 
levels since the announcement of RPI reform, both were less volatile in the second quarter; the US 10-year breakeven was 
down 4bps to 2.56%, and the UK down 9bps to 3.64%. 

• Major currencies were largely sedentary in the second quarter; the euro strengthened by 0.83% versus the dollar, while 
sterling saw no significant movement.  The Australian dollar was the period’s weakest currency, losing 1.61% against the US 
dollar for the quarter. 

• Commodities extended their rally, leading cross-asset returns. Oil prices continued to recover strongly and were up 50% year-
to-date, reaching their highest levels since October 2018 as the reopening trade sustained and blockages in supply chains 
continued to impact prices. The price of Brent crude oil rose by 18.2% to more than $76 a barrel in the quarter, while copper 
and gold also gained value; copper was up 7.2% for the quarter, and gold prices grew by 3.5% to $1,791/oz. 

Performance and activity 

• Index-linked assets outperformed over the quarter, strongly supported by carry. Furthermore, lower yields and higher 
inflation sent real yields lower, meaning inflation-linked government bonds in the UK and US outperformed conventional 
government bonds in both relative terms and on an absolute basis for the quarter. We avoided taking a strong strategic 
duration position in the quarter and instead favoured a tactical approach, trading intraday market volatility around market 
events. We traded 0.3 years either side of neutral through the quarter. 

• We reduced duration during April when global markets rallied. We built duration on a cross-market basis through the 
remainder of the period. We especially favoured Europe as real yields looked better value than in the UK and US, particularly 
when hedging costs were taken into consideration. We also held long positions in the US and Canada– both outperformed 
versus the UK and we took profits on the latter in May. We sold UK into France again in June; the market looked to be 
underperforming in part due to political concerns but also due to the to the inaugural issuance of the EU’s ‘Next Generation 
EU’ (NGEU) bonds. At quarter end, the fund remained exposed to long Italy, Germany, Japan and Australia. We increased 
the scale of the short UK position in the run up to the 2065 index-linked gilt auction in June, and then used the auction to 
cover the position, as we were wary of a limited number of UK supply events in the third quarter. Overall, cross-market activity 
added value in the quarter.  
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• During May the Debt Management Office issued a new 2039 issue via a syndication that was met with very strong demand 
leading to a rally in long-dated index-linked bonds and breakevens. This was exacerbated when third quarter issuance was 
announced and did not include any ultra-long issues.  We reduced duration and sold breakevens into this strength but overall 
this move curtailed relative performance. 

• We traded breakevens tactically throughout the period; we sold 40-year UK breakevens into conventional gilts towards the 
end of May, which detracted from the funds as breakevens continued to rally, reaching highs not seen since the Brexit vote in 
2016 (and this was despite the announcement of RPI reform in 2030). However, we then increased the scale of the position 
prior to the UK’s 2065 index-linked gilt auction June, which added to performance as breakevens lost around 15bps in the 
lead up to the auction.  

• Our UK curve steepening bias was broadly neutral for the quarter; the position marginally detracted from performance in 
April as the long-end of the curve flattened on further demand for LDI assets from pension funds, but added to performance 
in May as the curve steepened post supply of the 2039 index-linked gilt syndication.  

Outlook 

• After the strength in the end of the quarter, all funds ended the period marginally short duration. This position reflected a 
view that yields may creep higher as economies come out of lockdown. However, we expect yields to be largely range bound 
until monetary support is rolled back. This is not likely to happen until the end of the summer, when ECB policy makers next 
meet, or in August, at the Federal Reserve’s policy meeting at Jackson Hole. 

• Despite the announcement on RPI reform, long-dated UK breakevens remain elevated. These factors could be sustained for 
some time if pension industry technical factors continue to drive the market. We remain bearish on the UK relative to the 
global markets however, given the lack of UK index-linked supply in the third quarter – these positions have been pared back 
as we seek better opportunities. 

• US 5-year breakevens traded at 3% after the higher May CPI reading. This is a level where we are comfortable selling 
breakevens, hence after the recent fall we will look to re-enter a short US position on any approach of 3%. 

More on government bonds 

• To find out more about our investment approach to investing in conventional and index linked government bonds and our 
current thinking, please visit www.rlam.co.uk  

 

http://www.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 1075. 
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