
 

 

ROYAL LONDON INTERNATIONAL GOVERNMENT BOND FUND 

  

Quarterly Report 31 March 2021 

For professional clients only, not suitable for retail investors 
 

 



 

CONTENTS 
 

QUARTERLY REPORT 31 MARCH 2021 2 │ PAGE 
 

Contents 

ROYAL LONDON INTERNATIONAL GOVERNMENT BOND FUND 3 
 
 

 



 

ROYAL LONDON INTERNATIONAL GOVERNMENT BOND FUND 
 

QUARTERLY REPORT 31 MARCH 2021 3 │ PAGE 
 

Royal London International Government 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 (%)  

Q1 2021 -2.74 -3.03 0.29 

Year-to-date -2.74 -3.03 0.29 

Rolling 12 months -0.87 -1.96 1.09 

3 years p.a. 3.27 2.97 0.30 

5 years p.a. 2.08 1.83 0.26 

Since inception p.a. 01.11.2011 3.06 3.07 -0.02 

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 M share class. 

¹Benchmark: JPMorgan Traded World ex-UK Government Bond Index (£ Hedged). 

On 26th November 2012 the RL International Government Bond Fund (Class B) was renamed the RL International Government Bond Fund (Class 

M).In the above table, the fund returns in the first column are gross of fees and net of taxes. The fund returns in the second column are gross of 

fees and gross of taxes. Both include the impact of cash holdings over the period. The benchmark returns are gross of tax. Your tax situation may 

differ and as such your actual return may be less than the gross of tax fund return shown in this table.  

Performance for the Royal London International Government Bond 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 4.6 0.0 

Sterling index linked gilts 0.0 0.0 

Foreign conventional sovereign 91.1 100.0 

Foreign index linked sovereign 4.3 0.0 

Derivatives 0.0 0.0 

Other 0.0 0.0 
 

Fund data 

 Fund Benchmark¹ 

Duration³ 8.0 years 8.0 years 

Gross redemption yield⁴ 0.58% 0.54% 

No. of stocks 110 903 

Fund size  £467.2m  - 

Source: RLAM, based on the M share class. Launch date: 01.11.2011. 

¹Benchmark: JPMorgan Traded World ex-UK Government Bond Index 
(£ Hedged). 

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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Ten largest holdings 

 Weighting (%) 

BTP Italy 4.75% 2021 5.8 

UK Treasury 3.75% 2021 4.6 

US Treasury 2.25% 2024 4.2 

US Treasury 0.625 2026 3.9 

US Treasury Note 2% 2022 3.6 

Japan (govt Of) 10yr Issue 0.8% 2022 3.3 

Buoni Poliennali Del Tes 2.35% IL 2024 2.9 

US Treasury 4.375% 2041 2.8 

Japan (govt Of) 20yr Bond 0.4% 2039 2.8 

US Treasury Note 2.5% 2023 2.6 

Total 36.5 

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

Geographic split by percentage 

 

Geographic split by duration 

 

Current position (by duration) 

 

Change on the quarter by duration 
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Yield Curve 

Dollar bloc 

 

Euro bloc 

 

Japan 

 

UK 

 

Inflation breakeven 

 

 

 

 

 

 

 

 

Market overview 

• Global stock markets posted positive returns in the first quarter 2021 after a strong February and March (the MSCI World 

Index grew by 3.91% over the period), however, regional performance was mixed. Markets such as the UK and US, where 

vaccine programmes were particularly successful and sentiment for a recovery was greater, rotated more aggressively towards 

risk assets. As such, while these markets led global equity returns for the period, the equal and opposite was true for bond 

markets, which experienced a more pronounced increase in yields. The sector rotation caused bond yields to rise globally. 
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• The election of President Biden, and the announcement of the vast $1.9trillion fiscal stimulus package, a sum at the top end 

of analysts’ expectations, helped fuel positive sentiment for an economic recovery in 2021. The package underpinned the 

outlook for a long-term recovery and led the US 10-year treasury yield to rise by 0.83% in the quarter, the largest quarterly 

rise since 2016. Commentary from central bankers was also supportive for risk markets during the period, with all major 

central banks forecasting interest rates to remain at current levels for an extended period of time; the US Federal Reserve (the 

Fed) expects rates to be on hold until early 2023. Furthermore, the Fed, the Bank of England and European Central Banks 

have quantitative easing programs that will continue for the rest of 2021. With so much monetary and fiscal stimulus in the 

system, and with central banks expected to look through any short-term spikes in inflation, real yields remained well 

supported as nominal bond yields rose. With recovery in sight, the fear of tapering by the Fed added to the sell-off in 

government bonds. In relative terms, Japan was the strongest market in the quarter, where yields rose the least; the Japan 

10-year rose by just 7bps. European markets followed, with Italian and Portuguese 10-year government bond yields rising 

13bps and 20bps respectively through the period.  

• Breakevens continued their surge from the previous quarter driven by the loose fiscal and monetary policy mentioned 

previously, and the rising sentiment around the potential re-opening of economies; 10-year breakeven in the US, UK and 

Germany rose by 39bps, 56bps, and 41bps respectively. US breakeven rates finished the quarter at eight-year highs. 

Portfolio commentary 

• As expected, global government bond markets faced significant cyclical pressures in the quarter, as investors turned to more 

risk-on assets, buoyed by the potential for a sustained economic recovery. However, markets also failed to show the traditional 

strength seen in previous maiden quarters. While the period was customarily busy for government debt issuance, discounts 

on debt were not as heavy as in the past, with huge sums of heavily discounted issuances during 2020 being the main cause 

(required to finance economies through lockdown). While demand was healthy, less significant discounting added to the 

underperformance of new issuances in the secondary market relative to the first quarter in previous years. The fund 

participated in new issues from Ireland, Italy, Spain, Portugal, France, Belgium and the EU, with mixed results. On balance, 

participation in new issues cost the fund a small amount of performance over the quarter, as yields rose. However, the fund 

performed well overall and posted returns of -2.74% gross of fees for the quarter, outperforming its benchmark by +0.29%. 

• We avoided putting on large directional or structural duration positions during the quarter, conscious that coronavirus 

newsflow and fiscal and monetary policy announcements would greatly impact market movements. However, the slight short 

duration position held coming into the quarter, 0.2 years short of the benchmark, was a key driver of the fund’s 

outperformance. The fund benefitted from sharp rises in global government bond yields in February especially. We closed the 

short position through March and into quarter-end to lock in returns, as markets began to consolidate at these higher yields.   

• The underweight exposure to US treasuries was a key contributor to outperformance in the quarter; we expected that Joe 

Biden becoming president would mean greater government spending, and his pursuit of $1.9tn in stimulus through the 

quarter – which passed through congress in March – vilified this position. Although the US underweight was marginally 

tempered in the quarter it remained the fund’s most significant bias versus the benchmark at quarter-end. The second 

strongest bias was our overweight in Italy, which we added to slightly in the quarter. Italian government bonds were relative 

outperformers in the quarter, as the instatement of Mario Draghi as Prime Minister in February bolstered confidence in the 

strength of Italian finances; Italy’s 10-year yield rose by just +13bps, compared to +28bps in Germany and +83bps in the US. 

We also benefited from a long view on Portugal, another relative outperformer in the period, as peripheral spreads vs semi 

core European bonds continued to tighten. Overall, we were broadly neutral core markets in the quarter, short semi-core 

markets and the US, and long periphery markets, which was beneficial to performance.  

• The continued surge in global breakevens remained a major theme, and our long breakeven position was the second key 

contributor to the fund’s outperformance in the quarter. Breakevens continued to reach post Covid-19 highs, driven not just 

by massive fiscal stimulus (the $1.9tn US stimulus in particular) but also bottle-necks in global supply chains and continued 

loose monetary policy. Through the quarter, central banks globally signalled a willingness to let inflation run past targets to 

allow for growth. As such we added to our breakeven position at the beginning of the quarter, buying Italian and Australian 

breakevens. We sold Australia and long-dated Italy before quarter-end into continued breakeven strength. We remained 

invested in short-dated Italian breakevens and Japanese breakevens going into the Spring.  

• We bought duration tactically during periods of particular stress in the quarter. Our main tactical trade was the purchase of 

30-year Australian bonds, which reached a yield close to 3% in the quarter. While the asset looked very cheap later in the 

quarter, especially versus core market equivalents, a number of large holders of the bond were forced to sell, forcing its yield 

higher still. We decided to buy at this point in anticipation that the yield will fall through the coming months.  
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Outlook 

• In the first quarter, as vaccine distribution picked up picked up and economic activity increased, the majority of major central 

banks prioritised economic growth, announcing their intention to let inflation overrun and keep base rates unchanged for at 

least the next six months. With this in mind, the surge in breakevens seen at the end of 2020 continued into 2021; US 

breakeven rates are now at eight-year highs and could move marginally higher in the short term, as CPI is expected to move 

above 3% in the summer. We held long breakeven positions throughout the surge, which proved a boon to performance, 

however as the run continues it becomes more difficult to judge the scope for yet more inflation to be priced in by markets. 

Therefore, while have, we still hold a long breakeven view in the fund via exposure to Italian and Japanese breakevens, we 

have reduced our exposure as we anticipate the surge in breakevens is nearing its peak.  

• We expect volatility to dampen over the next few months yet still present. Given virus variants and regions vaccinating at very 

different paces, virus risks are not totally gone yet, so we expect the flow of global headlines to generate further volatility. With 

this in mind, we will maintain a relatively neutral strategic position in the fund and instead trade market volatility tactically 

to generate outperformance relative to the benchmark.  

• As vaccine distribution stumbled early in 2021 in the EU, the bloc will be slower to open up and exit states of lockdown. With 

a potentially curtailed tourist season coming up, it could be a tough period for Europe, bolstering the requirement for 

continued loose monetary policy. We remain broadly neutral in Europe and anticipate only a longer-term short, as larger 

portions of the bloc are vaccinated, and the economy opens up more widely. We continue to favour peripheral markets due to 

the positive yields we can find in them, in the context of an environment where yields are widely negative in core markets. 

Peripheral bonds also benefit from the ample support provided by the ECB, preventing spreads from blowing out even when 

there is divergence between valuations and underlying fundamentals. We anticipate little change in stance from the ECB until 

its June meeting, when the path of recovery may become clearer, and the results of its strategic review (scheduled in Q3) are 

closer to release. 

• While coronavirus concerns will remain critical through 2021, more traditional political risks will also come into play with the 

French and German elections on the horizon. We anticipate potential market uncertainty around these events, though these 

are unlikely to see manifest itself until later in the year.  
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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 1015. 

       

 


