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Royal London Short Duration Gilt 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 -0.53 -0.80 0.26 

Year-to-date -0.53 -0.80 0.26 

Rolling 12 months 0.29 -0.15 0.44 

3 years p.a. 1.06 0.90 0.15 

5 years p.a 0.75 0.61 0.14 

Since inception p.a. 07.11.2013 0.98 1.05 -0.07 

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 share class. 

¹Benchmark: FTSE® Actuaries Gilt <5 years Index. 

Performance for the Royal London Short Duration Gilt Fund is based on the fund’s pricing point at noon, while index performance is based on 

close of business prices, thus preventing a direct comparison of performance. The significance of this timing discrepancy is likely to be less over 

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 5.3 0.0 

Index linked credit bonds 0.0 0.0 

Treasury bills 0.0 0.0 

Sterling conventional gilts 94.7 100.0 

Sterling index linked gilts 0.0 0.0 

Foreign conventional sovereign 0.0 0.0 

Foreign index linked sovereign 0.0 0.0 

Derivatives 0.0 0.0 

Other 0.0 0.0 
 

Fund data 

 Fund Benchmark¹ 

Duration³ 2.6 years 2.6 years 

Gross redemption yield⁴ 0.20% 0.14% 

No. of stocks 33 15 

Fund size  £833.3m  - 

Source: RLAM, based on the Z share class. Launch date: 07.11.2013. 

¹Benchmark: FTSE® Actuaries Gilt <5 years 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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Ten Largest Holdings 

 Weighting (%) 

UK Treasury 0.125% 2023 25.3 

UK Treasury 0.125% 2024 20.1 

UK Treasury 0.125% 2026 13.2 

UK Treasury 4.0% 2022 7.1 

UK Treasury 0.375% 2026 6.4 

UK Treasury 0.5% 2022 5.4 

UK Treasury 3.75% 2021 5.0 

UK Treasury Bill 0.0% 2021 4.9 

UK Treasury 0.625% 2025 3.1 

UK Treasury 0.25% 2031 2.0 

Total 92.3 

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) 

 

Market overview 

• Global stock markets posted positive returns in the first quarter 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. 

•  Yields rose most significantly in the UK and US. The 10-year gilt yield rose by 0.49% in February, the biggest increase of all 

leading markets in the month, finishing 0.65% higher for the quarter. The average sterling investment grade spread (the 

average extra yield available from a corporate bond compared with government debt of equal maturity) ended the quarter 

3bps tighter at 0.96%. This is remarkable considering that the average spread was as wide as 2.25% at the peak of the 

market sell-off in March last year. The Markit iBoxx Sterling Non-Gilt All Maturities index delivered total returns of -4.11% 

for the quarter, significantly outperforming gilts through the period. Long-dated bond yields were hit most significantly; the 

Merrill Lynch UK Gilts 15+ Years Index returned -12.4% over the period compared to -6.86% for its sister 10-15 years index.  

• Concerns about potential future inflation were heightened in the period by the vast $1.9trillion of additional stimulus 

secured by President Biden, a sum at the top end of analysts’ expectations. The package underpinned the outlook for a long-

term recovery and led US 10-year treasury yields to rise by 0.83% in the quarter, the largest quarterly rise since 2016. With 

recovery in sight, the fear of tapering by the Federal Reserve (the Fed) added to the sell-off in government bonds. 

• Dovish monetary policy through the period added to concerns about potential future inflation, as most central banks 

signalled a preference for growth rather than targeting inflation; the Bank of England’s (BoE) Monetary Policy Committee 

(MPC) announced in January that no rate rise would come for at least six-months, while Chair Powell consistently played 

down concerns around yield rises in relation to inflation. Both central banks continued to neutralise government debt 

issuance through quantitative easing programmes.  The European Central Bank (ECB) showed more concern for rising 

yields. Although its interest rate remained unchanged, it opted to increase the speed of its buying programme (the PEPP) to 

support the market. This added to the relative performance of European government bonds.  

Portfolio commentary 

• Into the start of the first quarter we continued to run a short duration position in the fund by 0.25 years relative to the 

benchmark index. We built on this position into February, moving 0.35 years short of the benchmark. We were sure that 

central banks would continue to prioritise growth over inflation control, even if governments extended further fiscal support 

to economies in lockdown. We were proven correct; the BoE signalled in February that it would be at least six months before 

interest rates could rise, as banks would need time to prepare for the change. We ended the period long duration, as we felt 

that markets were overestimating inflationary pressures. 

• The front end of the gilt curved remained broadly pinned through most of the period, especially in January and March. 

However, a more potent rise in gilt yields in February had a more significant impact on short duration gilts. The Merrill 

Lynch 1-3 Gilt Index posted marginally negative returns of -0.07% in January, versus negative returns of -0.34% in 

February, and marginally positive returns of 0.06% in March. Our strategic duration positioning throughout the period 

proved beneficial to fund performance.  
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• We switched from a long held flattening position in the previous quarter into a 2s/5s steepener (i.e. underweight 5-year and 

overweight 2-year maturity bonds), which we built into a large bias by mid-February.  This was positive for performance, as 

long-dated bonds rose more sharply than shorter-dated bonds. We moved into a 5s/10s flattener in March, anticipating a 

settle in the 10-year yield due to the market over-estimating inflation. However, the 10-year gilt yield continued to rise in 

March, albeit marginally by just 3bps, which was negative for performance. We negated negative return by tactically selling 

10-year gilts in favour of the five-year, exiting our flattening bias by the close of the month.  

• The fund was slightly underweight gilts on a cross-market basis through parts of the first quarter. We bought 10-year Spain 

against five-year gilts in January before selling in February after the MPC meeting. We also bought and sold Australian 30-

year bonds, as it offers a greater yield to the UK 30-year equivalent even though base rates in the countries are the same, 

providing a greater real yield to investors.  in March to the benefit of fund performance. No other cross-market positions 

were held in the period and we closed the quarter fully invested in the UK.   

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

bills have risen a little in yield, very short-dated gilts have risen by more, so this has been beneficial to the fund. Overall the 

fund has around 6% in T-bills.  

• The fund’s modest, highly rated sterling credit exposure added slightly to returns during the quarter as credit spreads 

continued to contract as several key market risks subsided. The average sterling investment grade credit spread tightened 

from 0.99 % to 0.96% during the quarter, helping corporate bonds to outperform gilts. 

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 and curve steepening trades over the medium term. 

• We think that real yields are too low and will rise over time, but only very gradually. Despite the announcement on RPI 

reform, long dated breakevens remain elevated as a consequence of buying at the end of the year. Conversely, inflation 

protection, on a global basis, looks undervalued. This is not because we expect a surge in inflation, but due to the asymmetry 

of risk in an environment with a high level of uncertainty. Central banks and governments may be happy for inflation to 

overrun as they prioritise economic growth. 

• Sterling appreciated over the quarter, reflecting the relative success of vaccine roll outs. However, continued strength is 

unlikely as other economies catch up with the UK. We expect a gradual rise in European government bonds yields as the 

year progresses, and vaccination rates increase; the EU expects to receive 100mn vaccine doses per month from April.  

• You can read more of our thoughts on the opportunities and risks at 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 1020. 

       

 


