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Investors have spent the past few years fearing inflation and avoiding duration. Persisting with that

approach could mean missing out on significant opportunities, argues David Roberts.

In recent years, focusing on the short end of the curve in fixed income made sense. ‘Fear inflation rises
evermore,’ or FIRE, kept investors in cash and short-duration funds while central banks raised rates and
bond prices fell. Anyone skewed to long duration through that period risked capital losses, and anyone

who avoided it looked smart for having done so.

The trouble with good calls is that investors keep making them even when the world has moved on.
Yields are at their highest levels in twenty years. Curves have steepened, with the opportunity to
generate decent returns appreciably higher at the long end. Despite this, positioning has barely changed.

FIRE persists even when the fire looks to be burning itself out.

Short or long?

For investors fearful of adding duration, some simple bond maths may help. A short-duration fund is
locked into whatever income the front end of the curve offers, currently around 4%. A more flexible
strategy with duration of around 6 years is currently earning closer to 5.5%, simply from higher yields

further out.

Investors, quite reasonably, want to know what happens if rates move. If yields rise another half a point,
the short-duration fund loses roughly a point of capital with the total return netting out at around 3%.

The flexible strategy loses more in capital terms, but the higher starting income leaves it close behind in



total return terms, at around 2.5%.

However, if yields fall by half a point, the return of the short-duration fund will be around 5%. The flexible
strategy, benefiting from higher income and price appreciation, will see returns of 8.5%. This is not to
claim a fall in yields is likely, but investors are now being paid enough for the risk that a similar-sized
move in either direction leaves the downside comparable and considerably better upside. And that’s just

beta - returns could be higher for managers who can add alpha on top.

lllustrative returns under different yield scenarios

Market move Short duration (2 years) Flexible strategy (6 years)

Income | Capital Total Income | Capital Total
return return

No change to 4% - 4% | 55% - 5.5%

market rates

Rates rise S0bp (to | 4o, 1% 3% | 55% | -3% | 2.5%

5.7%)

Rates fall S0bp (to- | 4q, 1% | 5% | 55% | 3% | 8.5%

4.7%)

Return range (beta o 2.5-

only) 5% 8.5%

Alpha opportunity | Narrow Broad

Source: Nedgroup Investments, September 2026. For illustrative purposes only.

Returns without undue risk

Importantly, the potential upside from taking on more duration does not require moving further down
the risk spectrum. It will come from income and active management of interest rate exposure in liquid,

public markets.

The opportunity is not confined to UK gilts either. Interest rate cycles across the G7 are no longer
moving in lockstep. Japan's rate structure has shifted enough this year to generate meaningful gains
from a market that a UK-only mandate cannot touch. New Zealand's central bank raised rates in
September but was explicit that the move was calibrated to limit how much further it would need to go,
flagging the toll higher energy costs are taking on growth. A short-duration, UK-focused fund cannot

capture either move. A global, flexible mandate can go where the opportunity is forming.

Furthermore, the opportunity does not rest on rate cuts. Markets are currently pricing in three or four

more hikes across most of the G7 over the coming year. If that turns out to be correct, funds with longer



duration should hold their own against short-duration ones through income alone. But pricing is not
fixed. If the market starts to expect fewer hikes than are currently priced in, yields will fall and bond

prices will rise.

Comments from a member of the Bank of England’s Monetary Policy Committee suggesting one rather
than three hikes might be enough to dampen inflationary pressures were enough to send gilts rallying
sharply. Investors waiting for confirmation that the tightening cycle has ended are, by definition, waiting

to buy after that repricing has already happened.

FOMO vs FIRE

The case for money market or short duration strategies was compelling when inflation spiked, and

central banks tightened monetary policy aggressively in response. It is less compelling after one of the
largest bond-market repricings in decades. At today'’s yields, investors can earn more income by adding

duration, with considerably greater upside if expectations for interest rates shift.

That does not mean buying the longest bonds available and hoping that rates fall. It means having the
flexibility to take duration where the potential return justifies the risk and to adjust that exposure as
conditions change. Investors who continue to wait for confirmation that rates have peaked may miss out

on a sizable rally by the time they enter the fray.
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Disclaimer

This is a marketing communication. Please refer to the prospectus, the key investor information documents (the KIIDs/PRIIPS KIDs) and the financial
statements of Nedgroup Investments Funds plc (the Fund) before making any final investment decisions.

These documents are available from Nedgroup Investments (IOM) Ltd (the Investment Manager) or via the website: www.nedgroupinvestments.com, where
the prospectus is available in English and the KlIDs/KIDs in English and the official languages of each country of registration.

This document is of a general nature and for information purposes only, it is not intended for distribution to any person or entity who is a citizen or resident of
any country or other jurisdiction where such distribution, publication or use would be contrary to law or regulation. Whilst the Investment Manager has taken
all reasonable steps to ensure that this document is accurate and current at the time of publication, we shall accept no responsibility or liability for any
inaccuracies, errors or omissions relating to the information and topics covered in this document.

The Fund is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised as a UCITS pursuant to the European Communities
(Undertakings for Collective Investment in Transferable Securities) Regulations 2011 as amended and as may be amended, supplemented, or consolidated
from time -to-time and any rules, guidance or notices made by the Central Bank which are applicable to the Fund. The Fund is domiciled in Ireland. Nedgroup
Investment (IOM) Limited (reg no 57917C), the Investment Manager and Distributor of the Fund, is licensed by the Isle of Man Financial Services Authority.
The Depositary of the Fund is Citi Depositary Services Ireland DAC, 1 North Wall Quay, Dublin 1, Ireland. The Administrator of the Fund is Citibank Europe plc,
1 North Wall Quay, Dublin 1, Ireland.

The sub-funds of the Fund (the Sub-Funds) are generally medium to long-term investments and the Investment Manager does not guarantee the
performance of an investor's investment and even if forecasts about the expected future performance are included the investor will carry the investment
and market risk, which includes the possibility of losing capital.

The price of shares may go down or up depending on fluctuations in financial markets outside of the control of the Investment Manager meaning an investor
may not get back the amount invested.

Past performance is not indicative of future performance and does not predict future returns.

Risks and fees are outlined in the relevant Sub-Fund supplement.

Prices are published on the Investment Manager’s website.

Distribution: The prospectus, the supplements, the KIIDS/PRIIPS KIDS, constitution, country specific appendix as well as the annual and semi-annual reports
may be obtained free of charge in English for the prospectus and in English together with the relevant local languages for the KlIDs/KIDs from the country
representative, the Investment Manager, or at www.nedgroupinvestments.com. The Investment Manager may decide to terminate the arrangements made
for the marketing of its collective investment undertakings in accordance with Art 93a of Directive 2009/65/EC and Art 32a of Directive 2011/61/EU.

Switzerland: The Representative is Acolin Fund Services AG, Maintower, Thurgauerstrasse 36/38, 8050 Zurich, Switzerland, whilst the Paying agent is
Banque Heritage SA, Route de Chéne 61, CH-1211 Geneva 6. Nedgroup Investments (IOM) Limited is affiliated to the Swiss ombudsman: Verein
Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich.

Germany: The Fund's Facilities agent in Germany is Acolin Europe AG, with the registered office at Line-Eid-Strasse 6, 78467 Konstanz. The Prospectus (in
English) and the PRIIPS KID (in German), may be obtained free of charge at the registered office of the Facilities agent, or electronically by Email via
facilityagent@acolin.com, or by using the contact form at https://acolin.com/services/facilities-agency-services.

U.K: Nedgroup Investments (UK) Limited (reg no 2627187), authorised and regulated by the Financial Conduct Authority, is the facilities agent. The Fund and
certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 2000.

Isle of Man: The Fund has been recognised under para 1 sch 4 of the Collective Investments Schemes Act 2008 of the Isle of Man. Isle of Man investors are

not protected by statutory compensation arrangements in respect of the Fund. |
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