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Mark Dowding, Managing Director, Senior Portfolio Manager
& BlueBay Chief Investment Officer, RBC Global Asset
Management (UK) Limited, explains why the asset class is
best invested in using an active rather than passive approach.

While the market backdrop in fixed income has shifted meaningfully over
recent years, the overarching argument to invest in active funds over passive

bl el remains ever present. Yields have risen, resulting in a much brighter total

BlueBay Cl1O
Hesay returns outlook and increasing demand for fixed income funds.

Published February 2026 In 2026 so far, the backdrop in financial markets has been relatively benign.
However, with political and policy unpredictability remaining a key feature of
everyday life, investors should be mindful of turbulence ahead; in particular,
the US mid-term elections later this year could mean increased policy shifts

“Active and market volatility.

managemenl: Active management can be used to provide smoother returns in an uncertain

can be used world, through capital preservation techniques. We believe that active

t id fixed income managers are well placed to outperform the benchmark over
O provide the medium term. The performance of our BlueBay Investment Grade Euro
smoother Aggregate Bond Fund versus the Bloomberg Euro Aggregate Index illustrates
returns in an the tangible benefits of investing in an actively managed fund (Figure 1).

uncertain world,
. Figure 1: BlueBay Investment Grade Euro Aggregate Bond Fund
through C(lplt(l| versus Bloomberg Euro Aggregate Index

preservation Past performance is not indicative of future results
techniques.”
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Source: RBC GAM, as at 31)anuary 2026. Returns are shown gross of fees, in EUR terms.
Fees and other expenses will have a negative effect on investment returns. The return on
your investment may increase or decrease as a result of currency fluctuations if your
investment is made in a currency other than that used in the past performance calculation.
Fund inception date: 2 November 2010.

Transaction costs and fees mean passive funds will always lag benchmark
returns, especially in volatile periods when costs are higher and passive fund
flows tend to be larger.
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We discuss below why we believe that an active rather
than passive approach is best suited to fixed income
investing:

Structure of fixed income benchmarks: index
methodologies mean that those issuers with the most debt
are the largest constituents in benchmarks. In other words,
the most indebted, potentially most vulnerable issuers, are
also the most impactful on index performance. Therefore,
passive investors need to be aware of concentration risks
from both an issuer and sector perspective.

In contrast, active managers can focus on investing into
compelling opportunities which potentially offer the most
alpha (outperformance), rather than those issuers with

the most debt. Our BlueBay fixed income team achieves

this through rigorous proprietary credit analysis of issuer
fundamentals, technicals and valuations, incorporating
politics and macro analysis to give a top-down element to

a fundamentally bottom-up driven decision-making process.

Responsible investing: the rise of responsible investing

is also strengthening the case for active fixed income
approaches. We believe that investors who pursue a passive
approach in fixed income could find themselves at the mercy
of rules that benchmark providers articulate and bond
issuers may seek to exploit. Through active management,

we can integrate responsible investment analysis into our
credit evaluations when selecting investments, with an
emphasis on forward-looking and qualitative factors.

Fixed income - structurally inefficient: inefficient
markets typically mean more opportunities in the active
management space. As a mostly ‘over the counter’ (OTC)
market, the bond market is generally less efficient than the
equity market and is more prone to the mispricing of risk.
This can create opportunities for active managers, who
through their analysis, are able to better understand

these risks and how they should be priced.

Information inefficiencies also exist, as price discovery
can be opaque. Many securities comprise complex features
such as callability, subordination or covenant protection,
which are difficult to value. This market structure can

lead to pricing anomalies that can be exploited through
active management.

The deep knowledge of our investment professionals
within the Investment Grade team, with an average of
20 years of industry experience, ensures that we are
well equipped to see opportunities when these pricing
discrepancies occur.

New issue market: the new issue market is the most
liquid way to add exposure to issuers. Since issuers

can’t afford the reputational risk of their new issues

not being fully subscribed, they will often provide what

is known as a new issue premium (extra spread) and
offer investors a discount for participating in the primary
market. This gives managers the opportunity to take
active long positions in order to take advantage of

this premium.

“In contrast, active managers

can focus on investing into
compelling opportunities which
potentially offer the most alpha
(outperformance), rather than
those issuers with the most debt.”

The broader the universe, the higher the alpha... when
manager skill is positive: the investment grade universe
is broad, with the Bloomberg Barclays Global Aggregate
universe containing 30,000 issues from over 3,000 issuers
and multiple sources of alpha built in, while in the
Bloomberg Global Aggregate Corporate Bond universe
alone there are over 2,000 issuers'.

' Bloomberg as at February 2026.
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These markets give access to a variety of investment
opportunities including active sector rotation, bottom-up
security selection and curve positioning. Furthermore, active
management allows for investing off-benchmark, broadening
the universe of opportunities even further into areas such

as the subordinated debt of banks and non-financials.

As a result, investors who take an active approach can
take advantage of opportunities across a vast and diverse
global universe, in contrast to passive investors who are
limited to benchmark-driven strategies.

“Passive strategies must
replicate the benchmark, and
this can therefore mean holding
deteriorating securities until a
formal downgrade takes place.”

Volatility: generating alpha requires both volatility and
positive manager skill. With uncertainties surrounding
the path of growth, inflation, politics and geopolitics,
volatility is always a key feature of the markets we invest
in (Figure 2). An active approach suits an uncertain
environment, as managers can be proactive in portfolio
positioning to take advantage of dispersion in security
performance and deliver excess returns to investors. In
particular, our team’s tactical and nimble approach allows
us to limit the drawdown from underperforming positions
and to reduce risk when needed.

Asymmetry of returns: an inherent feature of fixed
income is the asymmetric risk profile, in which there is
the potential for more downside than upside in bonds.
As a result, an active portfolio can benefit more from not
owning a deteriorating issuer than holding bonds from

a company that is generating strong cashflows. Hence,
risk management is crucial in managing bond portfolios.

Passive strategies must replicate the benchmark, and

this can therefore mean holding deteriorating securities
until a formal downgrade takes place. However, in active
management, managers are able to adjust their portfolios
to focus more on fundamentally strong issuers and exclude
less creditworthy issuers. Furthermore, they can favour
sectors with more attractive risk/reward profiles and

avoid more uncertain sectors.

Another point worth considering is the ability of active
managers to engage in index trading and take advantage
of the known momentum that will be created, as issuers
enter or leave a particular index.

Price distortion: along with index trading, the
development of momentum trading can also lead to
further opportunities resulting from disruptions to the
market price. Within momentum trading, price movements
build on existing trends and can therefore diverge from
the fundamental value of the assets. If we believe certain
assets are mean-reverting, or will eventually converge to
reflect their true value, we are able to take a contrarian
view and position ourselves in direct opposition to
ongoing market trends.

Looking ahead

Elevated yields have increased demand for fixed
income assets, particularly as the market has grown

in confidence that rate hikes are in the rearview mirror.

However, as we have seen, bond markets still face

many economic, political, and geopolitical uncertainties,
which likely means further volatility ahead. In this
environment, we believe that active management is

best placed to reduce the impact of this volatility on
returns and exploit the mispricings that are created.

Figure 2: History shows that market volatility is never far away
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Source: Bloomberg, as February 2026.
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without the written consent of RBC GAM or the relevant affiliated entity listed herein. RBC GAM is the asset management division of Royal Bank of Canada (RBC)
which includes RBC Global Asset Management Inc. (RBC GAM Inc.), RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset Management (UK)
Limited (RBC GAM-UK), and RBC Global Asset Management (Asia) Limited (RBC GAM-Asia), which are separate, but affiliated subsidiaries of RBC.

In Canada, the material may be distributed by RBC GAM Inc., (including PH&N Institutional), which is regulated by each provincial and territorial securities
commission. In the United States (US), this material may be distributed by RBC GAM-US, an SEC registered investment adviser. In the United Kingdom (UK)
the material may be distributed by RBC GAM-UK, which is 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 European Economic Area (EEA), this material may be distributed by BlueBay Funds Management Company S.A. (BBFM S.A.), which
is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and Netherlands the BBFM S.A. is operating under a
branch passport pursuant to the Undertakings for Collective Investment in Transferable Securities Directive (2009/65/EC) and the Alternative Investment Fund
Managers Directive (2011/61/EU). In Switzerland, the material may be distributed by BlueBay Asset Management AG where the Representative and Paying Agent
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third parties is believed to be reliable, but no representation or warranty, expressed or implied, is made by RBC GAM, its affiliates or any other person as to its
accuracy, completeness or correctness. RBC GAM and its affiliates assume no responsibility for any errors or omissions in such information. Opinions contained
herein reflect the judgment and thought leadership of RBC GAM and are subject to change at any time without notice.

Some of the statements contained in this material may be considered forward-looking statements which provide current expectations or forecasts of future
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