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When volatility  
is a good thing

Generating alpha requires both volatility to be present in the opportunity set and positive 
manager skill. And the good news is that with many uncertainties around the likes of the 
path of central bank policy, economic growth, inflation, and indeed politics and geopolitics, 
volatility looks set to continue. This environment is particularly attractive for our active 
investment grade propositions, with plenty of alpha to capture by our very stable, 
experienced investment team. The team has been running absolute return funds, alongside 
traditional benchmarked strategies, for over 20 years, using a proven, strong, disciplined 
investment process.

Comprising 26 specialists who focus on the universe of global rates, sovereign and 
corporate credit and currencies, the team is part of the broader BlueBay fixed income 
platform, which comprises 128 investment professionals and manages over USD125 billion 
in assets1. The team is structured to deliver outcomes tailored to meet clients’ needs and 
operates according to a single investment process. We believe that having one team  
of specialists using this single process gives us a more holistic and nuanced approach  
to decision making.

Our Investment Grade Absolute Return fund has been designed to generate returns of 
cash plus 3%, with volatility of 3%, through active management. We use long and short 
positions to reflect high conviction investment ideas coming from our investment process. 
Approximately half the targeted return is expected to come from bottom-up sector and issuer 
selection, with the other half from macro and policy analysis and themes. Return potential 
is not a function of actual market yields, but rather we seek to capitalise on the movement 
of yields, credit spreads and currencies. As such, it is volatility, divergence, and issuer  
and sector dispersion that provide the opportunity for positive risk-adjusted returns.
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“ Generating alpha 
requires both 
volatility to be 
present in the 
opportunity set  
and positive  
manager skill.”

Global volatility is resulting in divergent returns in financial market  
assets and differentiation in performance. Below we look to explain  
how this backdrop creates opportunity, and how our Absolute Return 
Bond fund benefits from this market environment.
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1 RBC GAM, as at 31 May 2024.
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Over time, clients investing in this strategy have done so 
to fulfil various needs. For years, the main reason was 
as an alternative to traditional beta-driven funds i.e. to 
obtain fixed income exposure but without taking exposure 
to embedded duration risk (driven by the fear of higher 
interest rates) and credit risk, which are features of  
a benchmarked fund.

Clearly, with yields having repriced much higher in 2022 
and rates having peaked, this is a less of a concern for 
investors currently. However, there is still demand on 
the back of the fear that rates could go higher, or more 
likely, that with multiple rate cuts already priced in by the 
market, there is room for disappointment and so higher 
yields. In this context, a cash plus return when the curve 
is inverted could provide attractive returns, and indeed, 
the non-correlation dynamic could lead investors to hold 
such funds as a diversifier. With rate cuts priced into bond 
yields, and therefore inverted curves, our fund, which seeks 
to generate returns by monetising volatility in markets, 
remains an attractive prospect.

At a broader level, we still see investors using ‘’liquid alts’ 
funds for diversification benefits, which comes from the 
low correlation to fixed income market returns and, in some 
cases, we see investors using the fund as an enhanced vehicle 
for cash that will not be needed in the short term.

As we go into the second half of the year, we continue to see 
scope for volatility, and this could benefit a fund that looks 
to monetise volatility through manager skill in investment 
decision making, and so is able to generate attractive returns 
in all market conditions.
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“ With rate cuts priced into bond yields, 
and therefore inverted curves, our fund, 
which seeks to generate returns by 
monetising volatility in markets, remains 
an attractive prospect.”
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