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There is always uncertainty in markets, and there will always be
difficult asset allocation decisions that investors must make.
However, process-driven macro strategies should be able to lean
into this uncertainty to generate positive performance in any market
environment.
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In the US, the presidential election will be contested by Democrat incumbent Joe Biden
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which drives Internationally, there are ongoing issues that will continue to impact global markets.

price action.” China’s retreat from the international financial system, a stalemate in Russia’s war against

Ukraine and the conflict between Israel and Hamas are just some of the geopolitical
themes that could feature prominently in 2024.

Finally, the ongoing transition to renewable energy sources and progress toward net zero
carbon emission targets will have a considerable, and possibly disruptive, impact on
economies and energy infrastructure.

When combined with existing concerns about inflation, economic growth, and labour

markets, the level of uncertainty in markets can seem overwhelming. At RBC BlueBay,

we believe all this uncertainty creates ‘capturable volatility’ opportunities for alpha due
to heightened volatility in credit markets.



Capturable volatility in the US Treasury market

Over the past few years, considerable volatility in the
US Treasury market has resulted in a range of opportunities
and attractive entry points for flexible macro investors.

Yields for 10-year US Treasuries have risen meaningfully
over the past two years, as investors have dealt with
unprecedented interest rate hikes from the Federal Reserve
which have impacted the entire Treasury curve, most
notably at the front-end.

The widening budget deficit and spending demands on the
US government mean there will likely be more issuance

in the coming months, albeit against a backdrop of falling
demand. While this continues to push up yields, there is still
considerable economic uncertainty, which is causing higher
volatility in the Treasury market.

“A process-driven macro investor
can capture more positive asymmetric
risk-reward.”

Before the Covid-19 pandemic, volatility in US bond
markets — as represented by the ICE BofA Merrill Lynch
Option Volatility Estimate (MOVE) Index, the so-called ‘fear
gauge’ for the US bond market and a measure of expected
short-term volatility in US Treasuries — was typically low
and in the range of 40-60 basis points. Since the pandemic,
however, the higher inflation environment has resulted in

a steep change in volatility for bond indices, and we think
there are several reasons that it is here to stay.

Although headline inflation has been coming down as
commodity prices have fallen, much of the inflation now
embedded in the US economy is structural and will likely
take some time before it starts falling, pushing back the
start of any rate-cutting cycle by the Federal Reserve.

How to capture volatility

Trading interest rate risk, or duration, is one of the principal
ways of exploiting the capturable volatility opportunity in
US Treasury markets.

For example, at the start of 2023, sentiment in the

market suggested that the Federal Reserve would embark
on a rate-cutting agenda in the belief that the US economy
would slow, and that inflation would drop. We took the
opposite stance and increased our short-duration
position just as Treasury yields started to rise and the
economy strengthened, prompting the Fed to rethink

its strategy.

Our tactical and nimble approach means we avoid running
positions too long and take risk off when we need to, which
was helpful when Silicon Valley Bank collapsed. Some of

our peers lost money because of what happened at Silicon
Valley Bank, but we waited again for the capturable volatility
opportunity as a result of the dislocation in Treasury markets.
Itisn’t just US markets where we can find opportunities.

In the UK market, there have been opportunities too.

In June, inflation figures surprised to the upside, and the
Bank of England was forced to increase rates.

In the months to come, capturable volatility opportunities
might be found in Japan, where, in our opinion, the Bank of
Japan is behind the curve and bucking the trend of other global
central banks and could hike rates two or three times in 2024.
If that were to happen, we believe there could be opportunities
on the short side in Japanese Government Bonds, which are
currently trading at low yields.

By focusing on the fundamentals and waiting for markets

to dislocate either to the upside or the downside, a process-
driven macro investor can capture more positive asymmetric
risk-reward.




Performing in an uncertain market

The world can be a very uncertain place, and an
allocation to a process-driven macro credit strategy
can play a crucial role in a diversified portfolio to help
mitigate some of the risks in markets and generate
returns in any market conditions.

The BlueBay Global Sovereign Opportunities Strategy
was developed in 2015 and is overseen by a highly
experienced team of macro analysts and portfolio
managers focusing on global government bonds,
rates and FX. The strategy was launched to provide
an alternative to the traditional macro hedge fund
strategies with three core components: simplicity,
liquidity and transparency.

We don’t believe a macro strategy should be a ‘black box’;
it should be easy to understand and transparent. Unlike
other macro hedge funds, the team behind BlueBay
Global Sovereign Opportunities Fund are investors rather
than traders, positioning the portfolio for medium-term,
structural opportunities.

Our top-down macro thematic convictions are based
on deep fundamental country-level research and
proprietary on-the-ground policy analysis. Indeed,
research is crucial to our process and how we deliver
performance.

We want to understand the fundamentals before taking
a position; we aren’t day trading. The investment strategy
doesn’t rely on short-term tactical or technical trading;
holding periods for positions in the fund typically range
between one week and several months, depending on the
opportunity and the market dynamics.

“Research is crucial to our process

and how we deliver performance.”

Some macro strategies have experienced difficulties

in recent years because of the mismatch between the
liquidity of the underlying portfolio and the liquidity
demanded by investors. As a liquid alternative strategy,
the BlueBay Global Sovereign Opportunities Fund aims
to ensure our investors’ money is not locked away. The
portfolio maintains at least 50% of it’s net asset value,

at all times, in highly liquid investment grade government
bonds or cash.

Investors will likely face a challenging macroeconomic
environment, making asset allocation extremely difficult.
However, allocating to a flexible, liquid macro strategy
driven by a rigorous investment process can help spread
risk and diversify your return profile.



RBC Global Asset Management What is capturable volatility, and how can it deliver returns in an unstable world?

Portfolio Manager Perspectives

Our experts offer their perspectives on the latest developments in global credit and the state of the markets.

This document was prepared by RBC Global Asset Management (UK) Limited (RBC GAM UK), authorised and regulated by the UK Financial
Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC) and a member of the National Futures Association
(NFA) as authorised by the US Commodity Futures Trading Commission (CFTC).

In the United States, this document may also be provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered
investment adviser. The entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and
memberships noted should not be interpreted as an endorsement or approval of RBC BlueBay by the respective licensing or registering
authorities.

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance
may or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time

of client investments and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity
of securities that can be purchased at a given time; differences in the underlying currency of the assets in the account, and other factors.
Client assets managed using these strategies in separate accounts or different vehicles may be subject to restrictions, fees or expenses that
are materially different than those found in the non-US funds.

This document is confidential and, without RBC BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means
or (ii) distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but RBC BlueBay does not warrant its completeness or accuracy. This document contains
information collected from independent third-party sources. For purposes of providing these materials to you, neither RBC BlueBay nor any
of its affiliates, subsidiaries, directors, officers, or employees, has independently verified the accuracy or completeness of the third-party
information contained herein.

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an
independent review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and
accounting aspects of all transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not
be confused with and do not imply no or low risk. No chart, graph, or other figure provided should be used to determine which strategies to
implement or which securities to buy or sell.

Copyright 2024 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada which
includes RBC Global Asset Management (U.S.) Inc., RBC Global Asset Management Inc., RBC Global Asset Management (UK) Limited and

RBC Global Asset Management (Asia) Limited, which are separate, but affiliated corporate entities. ® / Registered trademark(s) of Royal Bank
of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. RBC Global Asset Management (UK) Limited, registered office
100 Bishopsgate, London EC2N 4AA, registered in England and Wales number 03647343. All rights reserved.

RBC Global Asset Management (U.S.) Inc. %
Minneapolis | Boston | Chicago N
800.553.2143 | rbcgam.com RBCH


https://institutional.rbcgam.com/en/us/insights/archive?type=archive&team=f5eee4af-9ad9-4d90-a4d2-876f02fc41c0

