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Royal  London Gl obal Bond Opportunities Fund 

Executive summary 

• The fund returned 1.79% over the third quarter, gross of tax and management fees of the Z share class. 

• The fund’s Z share income distribution for the third quarter, payable at the end of November, is 1.28p, compared to the 1.23p 

distributed in respect of the second quarter of 2021. 

• We continue to believe that global high yield bonds are attractive on a spread basis and that they overcompensate for default 

risk, while their level of income generation is also appealing on a relative basis. 

Performance 

 Fund (%) 

Q3 2021 1.79 

Year-to-date 6.56 

Rolling 12 months 11.32 

3 years p.a. 6.13 

5 years p.a. 6.24 

Since inception p.a. 08.12.2015 6.59 

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.  

Yields 

 Fund 

Gross redemption yield 3.41% 

Gross income yield 5.22% 

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

²Excluding 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. 

Fund data 

 
Fund 

Duration² 3.9 years 

No. of stocks 210 

Fund size £227.0m 

Launch date 08.12.2015 
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Fund strategy 

• The fund aims to achieve a high level of income with the opportunity for capital growth, by seeking attractive investments 

across a broad spectrum of fixed income opportunities, encompassing investment grade, sub-investment grade and unrated 

bonds. 

• The fund mitigates stock-specific risk by holding a diversified portfolio of investments, so that no individual allocation can in 

isolation have an undue impact on overall performance.  

• The fund’s assets are held in securities denominated across a range of G10 currencies, with currency exposures substantially 

hedged back to sterling. 

• The average duration of the fund’s portfolio is relatively short, at 3.9 years, and the sensitivity of the fund’s performance to 

changes in government bond yields is consequently modest. 

Market Background 

Index Total return (%) Spread movement  
(basis points) 

HY non-financial emerging markets 
ICE BofA ML emerging markets high yield ex. subordinated 
financial index 

-3.17 +122 

HY global non-financial corps 
ICE BofA ML global non-financial high yield index 

0.09 +29 

AT1  
ICE BofA ML contingent capital index 

0.58 +8 

HY global non-financial hybrid corps  
ICE BofA ML global hybrid non-financial high yield index 

0.60 +2 

Sterling investment grade corporate bonds 
ICE BofA ML sterling corporate and collateralised index 

-0.99 -3 

IG global non-financial hybrid corps 
ICE BofA ML global hybrid non-financial corporate index 

+0.56 -1 

Dollar investment grade corporate bonds 
ICE BofA ML US corporate index 

-0.06 +3 

Euro investment grade corporate bonds 
ICE BofA ML euro corporate and Pfandbriefe index 

0.06 +0 

Source: Bloomberg. 

• The quarter began with the Delta Covid variant increasingly prevalent across the US, eurozone, UK and Asia. Over the period, 

the global picture became more varied, with cases rising in the US and UK, but with waves in Europe, Japan and China 

seemingly more contained. With vaccine programmes continuing, governments were reluctant to maintain or tighten social 

distancing restrictions, particularly in the US and UK.  

• Global economic data was mixed, with inflation still causing concern and economic growth appearing to slow in the third 

quarter. In September, the US Federal Reserve (Fed) made substantial changes to its economic forecasts, revising its growth 

outlook and increasing inflation expectations. Fed Chair Jerome Powell suggested it could “easily move ahead” with plans to 

taper its $120bn monthly asset purchases programme as early as November. The benchmark 10-year US treasury yield rose 

2 basis points (bps) over the quarter from 1.47% to 1.49%, although it was more volatile than this suggests, having reached a 

low of 1.17% in early August; treasuries returned -0.03% for maturities over one year (ICE BofAML). This came after 

speculation that interest rate rises may happen sooner than expected, although Powell suggested the US economy is still some 

way short of achieving a level of employment that would meet the threshold for raising rates. In high yield markets, returns 

were also driven by carry, due to the higher yield on the asset class, although spreads widened over the quarter. 

• In July, the European Central Bank (ECB) raised its medium-term inflation target to 2%, giving the central bank greater 

flexibility in its use of stimulus measures. Annual eurozone inflation reportedly reached 3.0% in August, its highest level since 

2011. The ECB voted to keep interest rates unchanged at its September meeting, but opted to slow the pace of net asset 

purchases through the pandemic emergency purchase program (PEPP). ECB President Christine Lagarde said the verdict was 

a “unanimous decision in all respects.” The Bank of England (BoE) said Consumer Price Index (CPI) inflation could reach 4% 

over the winter months, largely due to rising energy and goods prices. However, it expects inflation will then fall back towards 
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its 2% target in the medium term. Official data showed the eurozone economy came out of recession in the second quarter, 

with better than expected 2% quarterly growth from April to June. 

• The most significant corporate news event during the quarter came with the collapse of Chinese real estate giant Evergrande. 

In September, the company announced that it could default on its debts after a sharp decline in property sales, and that late 

debt payments could trigger ‘cross-defaults’. In an attempt to reassure markets, the People’s Bank of China invested ¥90bn 

into the banking system, and trading of Evergrande bonds was suspended several times during the month. China represents 

3% of the global high yield index, but we had no exposure throughout the period and had no direct exposure to Evergrande.  

• The performance of the energy sector was mixed and added significant volatility to markets overall. Brent crude oil began the 

quarter priced at $72 dollars a barrel, as a result of business reopening, increased travel and expectations of future growth, 

before dipping as low as $62 mid-quarter amid demand-side fears and rising new Covid cases. However, Brent ended the 

month back at end of June levels, as markets were squeezed by low supply due to the impact of Hurricane Ida and rising 

demand as travel restrictions eased further.  

• The US default rate fell to just 0.1% during the quarter, its lowest level since May 2019. The default rate for the energy sector 

remains higher than the market average but has fallen from 23% at the beginning of the year to just 5% at the end of September. 

High yield defaults remain considerably lower than before the Covid outbreak. As a result, the market environment for high 

yield is still extremely positive, as can be seen by Fitch lowering their default rate expectations to the end of 2022 to 1.5% and 

2.5% for bonds and loans, respectively, from 3.0% and 4.0% previously. Recovery rates on defaults also remain stronger than 

we could have anticipated at the start of the year.  

Fund commentary 

• Performance was positive over the quarter. This was an excellent result, given that most of the areas that the fund invests in 

saw negative returns for the period. In general, our bias towards ‘cocos’ or contingent capital AT1 subordinated bank bonds 

was also a strong contributor to returns, as was our exposure to hybrids, which performed well, and the ongoing high carry 

built into the portfolio.  

• In terms of sectors contributions, we had positive impact in most areas. Our exposure to general indistrials, particularly in 

the energy area, was a major driver of returns, as was insurance performed well, notably in the subordinated area where the 

fund has significant exposure through holdings such as Axa and M&G. 

• There was a significant flow of new issues in the quarter and the fund participated selectively. New euro-denominated issues 

included car parking business APCOA Parking, renewable energy businesses European Energy and Øyfjellet Wind, 

and a new hybrid issue from US utility Southern Company, while US dollar new issue purchases included shipping group 

Euronav, and energy companies Ithaca Energy and Ping Petroleum. We also added new issues of hybrid bonds from 

Portuguese utility EDP at an attractive yield and Swedish real estate company Castellum, as well as floating rate notes from 

Norwegian packaging provider Bewi, which are sustainability linked bonds tied to increasing collection of expanded 

polystyrene for recycling to the amount the company supplies into the market. 

• Market purchases in the quarter were somewhat limited, but included an opportunistic purchase of subordinated bonds from 

Dutch insurer ASR and French reinsurer SCOR. Sales focused on profit-taking to fund new issue purchases, including 

European lending group DDM, crystallising a moderate capital gain from purchase at issue in April, and longer dated, BBB 

rated bonds of Lloyds Banking Group which seemed likely now to be materially sensitive after recent strong performance 

to a rise in government bond yields.  

• The fund remains well diversified, with low sensitivity to interest rates, and an attractive underlying yield that should support 

income generation.  

Investment 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, we expect default rates to remain benign over the next five years. While the average yield may be very 

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

least. 

• Now that the Fed has raised the prospect of tapering its support measures in November, markets will be looking for further 

guidance in the coming weeks. Whereas in the last quarter, signs pointed to a potential rise in interest rates in 2022/2023, 

the timing of the first increase has seemingly been brought forward, and at least three interest rate adjustments are now 

expected by the end of 2023. Central bank rhetoric around inflation, plus the timing pace of the withdrawal of support 

measures, will be crucial in providing direction for markets, and the Fed remains acutely aware of the risks of premature 

tightening and choking off the nascent recovery. That said, we still expect occasional bouts of market volatility due to monetary 
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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. But we do support the view that current 

inflation is transitory, with much of the increase due to technical year on year comparisons, rather than showing up in more 

worrying areas such as wages.  

• Our outlook is broadly unchanged from the last quarter and, indeed, the beginning of the year, although our previously 

bullishness has been tempered somewhat. We began the year with the belief that the risk-return prospects for high yield were 

better than for investment grade and government debt, and returns this year have confirmed this. While we expect a more 

challenging 2022, as stimulus is withdrawn, we remain convinced that global high yield bond spreads more than compensate 

for default risk, while their level of income generation is also appealing on a relative basis. 

Sector breakdown 

 
Source: RLAM. Figures include the impact of cash held. 

Maturity profile Credit breakdown 

 
 

Source: RLAM. Figures include the impact of cash held. Source: RLAM. Figures include the impact of cash held. 

Ten largest bond holdings 

 Weighting (%) 

Stichting AK Rabobank 19.437 Perpetual 1.9 

AXA SA 5.5% Perpetual 1.7 

M&G Plc 3.875% 2049 1.4 

Lloyds Banking Group Plc 6.413% Perpetual 1.4 

Aggregated Micro Power Infrastructure 8% 2036 1.4 

Heimstaden Perpetual 1.3 
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 Weighting (%) 

Santander UK Plc 10.375% Perpetual 1.3 

Lamon 6.75% 2044 1.2 

Energy Transfer 6.75% Perpetual 1.2 

Cloverie Plc 4.625% Perpetual 1.2 

Total 14.2 

Source: RLAM. Figures include the impact of cash held, subject to rounding. 
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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 1131.  

       

 


