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Quarterly Report

The fund as at 30 September 2023

The purpose of this report is to provide an update on the Royal London
Sustainable Growth Fund. The report has been produced by Royal London Asset
Management. The report starts with a summary dashboard showing key
information about the fund. A glossary is located at the end of the report covering
the description of some of the more technical terms used within the report. All
data is as at the report date unless otherwise stated.
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The fund
Fund performance objective and benchmark
The fund's investment objective is to achieve capital growth (1) over the medium term, which
should be considered as a period of 3-5 years, by investing in a diverse range of equity and
fixed income assets. Investments in the Fund will adhere to the Investment Manager’s ethical
and sustainable investment policy. The fund is actively managed, meaning that the
Investment Manager will use their expertise to select investments to meet the objective.

The IA Mixed Investments 40-85% Shares sector is considered an appropriate benchmark for
performance comparison.

Fund value

Total £m

30 September 2023 107.86

Fund analytics

Fund

Fund launch date 24 May 2022

Base currency GBP

Asset Mix

Holdings Weight*

Equity 44   73.8%

Fixed Income 172   24.2%

3

* There is an additional 2.0% holding in cash within this fund
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Performance and activity
Performance

Fund
(%)

IA Sector
(%)

Relative
(%)

Quarter (0.09) (0.14) 0.05

YTD 6.68 2.56 4.12

1 Year 11.99 4.90 7.09

3 Years (p.a.) - - -

5 Years (p.a.) - - -

10 Years (p.a.) - - -

Since inception (p.a.) 5.72 1.04 4.68

Past performance is not a guide to future performance. Please refer to the Glossary for the
basis of calculation and impact of fees. Performance and since inception date based on Royal
London Sustainable Growth (M Acc). Source: Royal London Asset Management; Gross
performance; Since inception date of the shareclass is 24 May 2022.

Performance commentary

Our sustainable strategies invest in companies that are contributing to a cleaner, healthier,
safer and more inclusive society. Areas such as healthcare and technology remain at the core
of the equity portfolios, complemented by engineering, utilities, selected financial services,
and companies that lead their industries in operational ESG performance. This means that we
do not invest in some sectors, such as oil & gas, extractive industries or tobacco. We believe
that the exposure to those sectors which offer a net benefit to society is consistent with
outperformance over the medium term. While the sustainable funds have different mandates,
risk profiles, asset mixes and geographical exposures, equity exposure is driven by the same
underlying team, philosophy and process. Many of our key stocks will be held across several
portfolios.

For the fund’s equity exposure, sector performance was the main detractor to performance
during the period – the fossil fuel energy sector was the best performing sector while
information technology was one of the worst. A key contributor was Standard Chartered which
gained from resilient underlying growth of the Asian and emerging markets economies it
serves, combined with an attractive valuation versus its peers. Intuit – the small business
accounting software and consumer tax company – outperformed owing to strong execution
from the management team and also being viewed as a beneficiary of the advancements in
AI. AIA Group – the Asian focused life insurance company – also detracted during the period
due to ongoing macroeconomic weakness in China, amid the expected recovery from the
easing of Covid restrictions not translating into a material rebound.

The credit exposure for the fund produced a positive absolute return for the quarter, with the
impact of rising gilt yields mitigated by a narrowing in credit spreads and the income on the
portfolios. On a relative basis, our credit exposure performed broadly in line with the iBoxx
Sterling Non-Gilt index. In terms of performance effects, the outperformance of short-dated
bonds relative to long-term equivalents was a headwind for performance. However, this was
offset by our sector allocation – in particular our overweight in banks and significant
underweight in supranationals.
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Performance and activity
Top 10 holdings

Weighting
(%)

Microsoft Corporation 3.21

Visa Inc. Class A 3.12

Alphabet Inc. Class A 3.11

Thermo Fisher Scientific Inc. 2.90

AstraZeneca PLC 2.77

Schneider Electric SE 2.72

Canadian National Railway Company 2.66

London Stock Exchange Group plc 2.35

Texas Instruments Incorporated 2.33

L'Oreal S.A. 2.24

27.41Total

PA

Fund activity

We started a number of new positions in the quarter, also adding to favoured holdings at
attractive levels, generally funding these by reducing a number of holdings after strong
performance, including German sportswear brand Adidas. We started a position in AGCO –
A global leader in the design, manufacture and distribution of agriculture equipment. The
combination of a growing global population and climate change mean that producing food
efficiently and in a more sustainable way is increasingly important. AGCO’s machinery and
precision ag technology offerings help farmers do this and to save money over the longer
term.

We also started a position in Linde – The world’s leading industrial gas company which
provides gasses for a wide range of industries and use cases. Its products range from
providing medical oxygen to healthcare providers, to providing hydrogen to high-carbon
industries and helping to reduce GHG emissions and increase efficiency. Finally, we invested
in HDFC Bank, feeling that a recent pull-back in the shares presented a compelling opportunity
to get exposure to India’s leading retail bank and to benefit from the structural growth trends
of the Indian economy.

Financials remain the largest part of credit markets and dominated market issuance and our
new issue activity during the quarter. We had a bias towards senior new issues over the
period, reflecting the fact that we felt spreads in these areas were very attractive. Early in the
period we added a new issue from Principality Building Society, these five-year senior bonds
coming to market at a healthy credit spread, meaning a total yield in excess of 8%, also adding
further to this bond later in the quarter in the secondary market as the spread remained very
attractive. We also added a new senior issue from One Savings Bank, which priced with an
attractive yield of 9.5%.

5
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Fund breakdown
Sector weights
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Market commentary
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Market overview

Markets made losses over the period under review on fears that interest rates will remain higher
for longer than expected, which saw equities drop to their lowest levels since early June. The
quarter also saw a market rotation with the best performing sector being the fossil fuel-based
energy sector, which had underperformed in prior quarters, and the information technology
sector giving back some gains, having been the best performing sector year-to-date. For the
third quarter, the MSCI World and MSCI All Countries World Index (ACWI – which also includes
26 emerging markets) produced negative returns for the quarter in US dollar terms. Looking at
national MSCI indices, the strongest market was Japan, while the weakest was Eastern Europe.
In terms of style, the MSCI World Growth Index produced weaker returns versus the MSCI World
Value Index.

The price of Brent crude oil soared by 24.7%, to $92.20 a barrel. Copper futures also declined a
further 1.5% in dollar terms on the back of warning signs emerging of a weakening in global
demand as China’s economic rebound stalls.

The US dollar appreciated by 3.1% against the yen, by 3% against the euro, and by 4% against
sterling. On a translational basis, sterling’s strength against the dollar impacts sterling investors
in overseas assets as it lowers the returns over the quarter. However, the weaker dollar will
benefit emerging markets countries and companies that have borrowed in dollars.

The third quarter was characterised by mixed data around the world, with central banks nearing
the end of their rate hiking path, but with cuts still seemingly a while away. Economies have been
more resilient than was expected at the start of the year, but global growth is spluttering again
amid a disappointing bounce in China activity, slow-to-no growth in Europe and against a
backdrop of restrictive monetary policy. The US still looks at risk of recession too, even if activity
data to date has been fairly robust.

Inflation has fallen significantly and, although higher energy prices threaten a revival in headline
inflation, other factors – including a weak economic backdrop – should pull inflation lower still.
With taming inflation still the priority for central banks, there is still a possibility of further rate
hikes from the Federal Reserve (Fed), European Central Bank (ECB) and Bank of England
(BoE), but peak rates look to be near, with real rates now well into positive territory.

Global government bond markets continued to see yields move higher (as prices decline) – a
trend that started in mid-2020, reflecting market views that rising inflation would necessitate
higher interest rates and that the central banks and governments would ultimately have to
withdraw the support measures put in place during the global financial crisis and then used

further to help mitigate the economic impact of Covid. With the end of the rate rising cycle
possibly in sight, but issuance expected to remain high, markets have become more volatile. UK
government bonds struggled, being impacted by the higher-than-expected inflation print. Gilts
delivered a -0.63% return (FTSE Actuaries) over the third quarter with the benchmark 10-year
gilt yield rising to 4.44% from 4.39% but pulled back from a 4.75% high seen in mid-August.

The sterling investment grade credit market (Non-Gilt) returned 2.26% over the quarter, as the
negative impact of higher government bond yields was offset by tighter credit spreads and the
greater proportion of short-dated bonds (which performed well relatively to longer-dated
equivalents) in credit indices. The average sterling investment grade credit spread (the average
extra yield available from non-gilt bonds compared with government debt of equal maturity)
tightened from 1.48% to 1.38% (iBoxx). Banks and insurance bonds performed strongly in the
quarter while senior insurance debt also enjoyed an impressive quarter. No sector saw negative
returns, but real estate was broadly flat, and healthcare and transportation lagged other sectors.

Outlook

As fund managers, we create our own investment identity which we imprint on markets. This
identity can be a function of objective evidence as to what delivers performance in the long run,
beliefs such as the importance of sustainability and the strengths and weaknesses of the people
who are enacting it. Done thoughtfully and applied consistently, we believe this is the path to
long-term investment success. Alongside this we are market observers. Each day there is
messaging from within and across asset classes as to what is occurring in the global economy.
Sometimes this is right, and sometimes this is wrong, but it is always worth paying attention to.
What are the trends in the global economy markets are pointing to today?

The clearest messages we can see are that we are entering into something of a boom time for
both the physical and digital worlds. In the last decade, the physical world has been somewhat
left behind by the digitisation of large parts of the economy. This has created many of the
technology giants we know so well. Investment in physical infrastructure has lagged, but this is
changing.

The key trends in physical infrastructure include electrification, a consequence of a desire to
decarbonise, and onshoring, which is a consequence of rising geopolitical tensions and a desire
to have industrial and manufacturing capacity at home rather than abroad. We have seen this
most prominently in the United States, where the Inflation Reduction Act (climate investment
essentially) and CHIPS Act (semiconductor manufacturing) have created material incentives to
invest in the physical world and those companies which help build it.
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Market commentary
The strength in equity markets this year has been a positive surprise and has been a result of
the view that we have reached and (potentially) passed peak inflation and interest rates while
not seeing a meaningful slowdown in economic growth. In recent weeks however markets have
increasingly priced in a higher-for-longer interest rate scenario as a result of more embedded
and structural inflation than was previously expected. This has resulted in a weakness in both
bond and equity markets while benefitting commodities. We believe the next six months will be
crucial in determining the future path of inflation and whether developed economies such as the
US and UK are able to avoid a recession.

Despite more challenging performance in September, we believe that 2023 is on track to be a
good year for the Royal London Sustainable funds with our funds ahead of benchmarks and key
peers. The macro environment remains complex and confusing, but we continue to have high
conviction in the underlying drivers of the companies in which we are invested and in many cases
find valuations to be undemanding. We consider our portfolios to be more diversified and lower
risk than 18 months ago and would expect them to be relatively more resilient if we do enter a
period of slowing economic growth or recession.

There is considerable uncertainty about the economic outlook for the remainder of 2023. In the
US, the Federal Reserve has continued to raise interest rates in response to high inflation and
many investors fear that this could tip the US into recession, although economic indicators
remain broadly positive at this stage. The picture is potentially more problematic in the UK where
inflation is higher and growth weaker. Europe is somewhere in the middle of these two outcomes.
How inflation progresses from here, and how central banks respond, will be a key determinant
of near-term returns.

In the long term, we believe that the trend towards sustainability remains a strong one, with all
companies we meet with pointing to an acceleration both in recent years and since the start of
the Ukraine war. Whilst this may seem counterintuitive given the strong performance of oil,
energy security – as well as increased concerns about climate change – are resulting in an
acceleration in the demand for renewable energy. Although innovation may be becoming more
incremental in the consumer arena, recent developments in AI are driving significant advances
in technology. Within healthcare innovation is accelerating as a greater understanding of the
immune system as well as genetics, is resulting in a step change in cancer treatments, amongst
other areas. The physical economy is also seeing a renaissance after many years of being
overshadowed by the digital world. Electrification is a core part of path to a lower carbon
economy and will require a significant investment in infrastructure over many years. These
trends make us optimistic about the long-term outlook for sustainable investing.

8
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Further Information

FI

Please click on the links below for further information:
www.rlam.co.uk/institutional-investors/responsible-investment/responsible-investment-at-rlam/stewardship-and-responsible-investment-re p o r t / www.rlam.com/uk/intermediaries/our-capabilities/sustainable-investing/ www.rlam.com/globalassets/media/literature/emails/royal-london-sterling-credit-esg-analysis.pd f /

www.rlam.com/globalassets/media/literature/emails/royal-london-voting-and-engagement---web-version.pdf/ www.rlam.com/globalassets/media/literature/reports/2023/tcfd-rlam-climate-report-2022.pdf 0

Find out more

Articles, videos and webinars explaining our investment thinking can be found in the
Our Views section of www.rlam.com, including regular updates from our Fixed Income,
Global Equity, Sustainable and Multi Asset teams. Notable publications in the third
quarter include our annual Climate Report, as well as our annual Assessment of Value
reports, available from the home page of www.rlam.com.
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Disclaimers

Royal London Asset Management - Royal London Sustainable Growth Fund - 30 Sep 2023 - Report ID: 151769

D

Important information

For professional clients only, not suitable for retail clients.

This is a financial promotion and is not investment advice.

Telephone calls may be recorded. For further information
please see the Privacy Policy at www.rlam.com.

Issued in October 2023 by Royal London Asset
Management Limited, 80 Fenchurch Street, London
EC3M 4BY. Authorised and regulated by the Financial
Conduct Authority, firm reference number 141665. A
subsidiary of The Royal London Mutual Insurance Society
Limited.

The Fund is a sub-fund of Royal London Equity Funds
ICVC, an open-ended investment company with variable
capital with segregated liability between sub-funds,
incorporated in England and Wales under registered
number IC000807.

The Authorised Corporate Director (ACD) is Royal London
Unit Trust Managers Limited, authorised and regulated by
the Financial Conduct Authority, with firm reference
number 144037.

For more information on the fund or the risks of investing,
please refer to the Prospectus or Key Investor Information
Document (KIID), available via the relevant Fund
Information page on www.rlam.com.

MSCI indexes and data are the intellectual property of
MSCI Inc. MSCI has no liability to any person for any loss,
damage, cost, or expense suffered as a result of any use
of or reliance on any of the information.
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Risks and Warnings

The value of investments and any income from them may
go down as well as up and is not guaranteed. Investors
may not get back the amount invested.

Investment Risk

The Fund may engage in EPM techniques including
holdings of derivative instruments. Whilst intended to
reduce risk, the use of these instruments may expose the
Fund to increased price volatility.

EPM Techniques

Changes in currency exchange rates may affect the value
of your investment.

Exchange Rate Risk

In difficult market conditions the value of certain fund
investments may be difficult to value and harder to sell, or
sell at a fair price, resulting in unpredictable falls in the
value of your holding.

Liquidity Risk

Investing in Emerging Markets may provide the potential
for greater rewards but carries greater risk due to the
possibility of high volatility, low liquidity, currency
fluctuations, the adverse effect of social, political and
economic instability, weak supervisory structures and
accounting standards.

Emerging Markets Risk

The insolvency of any institutions providing services such
as safekeeping of assets or acting as counterparty to
derivatives or other instruments, may expose the Fund to
financial loss.

Counterparty Risk

The Fund can only invest in holdings that demonstrate
compliance with certain sustainable indicators or ESG
characteristics. This reduces the number securities in
which the Fund can invest and there may as a result be
occasions where it forgoes more strongly performing
investment opportunities, potentially underperforming
non-sustainable funds.

Responsible Investment Risk

11
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Performance to 30 September 2023

Cumulative (%)

3 Month 6 Month 1 Year 3 Years Since Inception

Fund (gross) (0.09) 2.11 11.99 - 7.82

Fund (net) (0.28) 1.72 11.13 - 6.70

Annualised (%)

3 Years
(p.a.)

Since Inception
(p.a.)

- 5.72

- 4.91

Year on year performance (%)

30/09/2022 -
30/09/2023

30/09/2021 -
30/09/2022

30/09/2020 -
30/09/2021

30/09/2019 -
30/09/2020

30/09/2018 -
30/09/2019

Fund (gross) 11.99 - - - -

Fund (net) 11.13 - - - -

Past performance is not a guide to future performance. The impact of fees or other charges including tax,
where applicable, can be material on the performance of your investment.
Source: RLAM as at 30 September 2023. All figures are mid-price to mid-price in GBP for the Royal London
Sustainable Growth (M Acc); Since inception date 24 May 2022.
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Glossary

G

Fund value

Total value of the fund as of the last business day of the
calendar month. The fund value is as at close of business
and on a mid-price basis.

Number of holdings

Total number of unique holdings of the Fund excluding cash,
currency and derivatives.

Performance

Performance is calculated using the daily end of day NAV per
share produced by HSBC based on the mid price.

Regional weights

Breakdown of holdings by country of risk relative to the
benchmark index and grouped using RLAM's proprietary
regional classification scheme.

Sector weights

Breakdown of holdings by FTSE ICB (Industry Classification
Benchmark) sector relative to the benchmark index.

Top 10 holdings

Top 10 assets held by market value, excluding derivatives
and cash.

Tracking error

Tracking error measures how closely a portfolio follows its
benchmark. It quantifies the standard deviation of the
difference in return between the portfolio and benchmark.
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