
FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

 Portfolio
 insights
Asset allocation and trends  
within EMEA portfolios
2020 Edition

BlackRock Portfolio Analysis & Solutions (BPAS) is part of BlackRock’s global consulting platform, a team 
of portfolio and investment professionals aiming to help BlackRock clients achieve their investment goals. 
Fully dedicated to EMEA investors, BPAS consult with investors to empower them to implement their 
chosen asset allocation, across all asset classes and investable vehicles. Consultations utilise the risk 
capabilities of Aladdin® – a leading risk management and portfolio construction platform – in conjunction 
with BlackRock Investment Institute’s macro insights, BlackRock’s expertise in portfolio construction and 
breadth of our products. 

MKTGM0520E-1193972-1/44



FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

Contents
Foreword	 04

Introduction	 05

Executive summary 	 06

Section 1  
Portfolio attributes	 09
Average asset allocation and risk allocation	 10
Investments	 12

Section 2 
Three key themes which shaped portfolios in 2019	 14
Theme 1: Fixed income	 15

Case Study 1: Unbundling your fixed income risks	 18
Case Study 2: Navigating the waters of fixed income	 20

Fixed income summary	 23
Theme 2: Portfolio sustainability	 24

Case Study 3: Incorporating ESG into portfolios	 26
Portfolio sustainability summary	 28
Theme 3: The factor approach	 29
Factor approach summary	 34

Section 3  
Emerging portfolio trends	 35
Emerging theme 1: ESG	 36
Emerging theme 2: Increased focus on asset allocation	 37
Emerging theme 3: The importance of understanding fixed income	 38
Conclusions	 39

Appendix	
Portfolio Analysis	 40
Looking for insights into your portfolio? 	 41
BlackRock Portfolio Analysis & Solutions team	 42

2	 Portfolio insights | Asset allocation and trends within EMEA portfolios, 2020 Edition
MKTGM0520E-1193972-2/44



 
FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

$400bn
AUM analysed through client portfolio 
consultations by the BlackRock 
Portfolio Analysis & Solutions (BPAS) 
team over the past year.

Source: BPAS, portfolios received from January 2019 – December 2019. For illustrative purposes only.
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The last few weeks of this first quarter of 2020 have been 
exceptional: many of us have experienced crises before, yet  
the driving forces and implications of the current environment 
are unprecedented. 

As we finalise this publication, we are witnessing and discussing with  
you – our clients – a significant drawdown in risky assets, followed by 
extraordinary monetary and fiscal policy coordination to address a  
pandemic challenge which is somehow new to us all.

Most allocations have suffered through this sell off: our report shows 
European investors entered 2020 having made full use of their whole risk 
budgets (and some!), something that has compounded the effects of an 
environment where assets have moved in tandem with each other. 

As a result, we hear that many of you are questioning your asset allocation 
processes and correlation assumptions. Will strategic asset allocation 
choices evolve off the back of this? It is highly likely. What has worked before 
will not necessarily work in the future due to the sheer size of market moves 
and evolution in long-term fundamentals. 

As we enter what many of you have told us is a ‘new world’, the mission of  
our Portfolio Analysis & Solutions team remains the same: to help you 
measure, re-design and evolve your portfolios, ultimately contributing to 
your continuous quest to achieve better outcomes for your clients.

This report contains unique data and insights on portfolios managed by you 
or your peers throughout the industry, collected over the past 12 months. 
Every portfolio has been analysed through our Aladdin® risk management 
platform. Some of the key takeaways we would like to highlight:

1. �The role of fixed income in multi-asset portfolios is evolving to better 
balance and address both yield and diversification challenges. This trend 
was evident throughout 2019; what was a long-term, structural evolution 
will now be significantly accelerated by the current events;

2. �Sustainable investing is taking centre stage in many portfolios thanks to 
ever reducing barriers to entry of broader adoption. As the new environment 
leads to deeper and more material re-designing of asset allocations, 
assessing your sustainable approach to investing will become paramount;

3. �The focus is asset allocation. A large portion of portfolio outcomes is 
driven by asset allocation and factor choices. MiFID II is encouraging us 
all to embrace this reality, through more conscious decision-making 
around whether or not to outsource asset allocation and deliberate factor 
allocations to alpha-seeking managers.

As with each edition we publish, we hope you will find the insights and 
observations useful, regardless of the role you play in the industry. 

We look forward to continuing to partner with you at an unprecedented 
moment of change, and beyond.

Contributors
Gabor Koppanyi, CFA, FRM 
Varia Pechurina 
Aye Mon Myo 
Gavin Crawford 
Anita Rana, CAIA 
Paul Unseld, CFA

Ursula Marchioni
Managing Director and Head of 
BlackRock Portfolio Analysis & 
Solutions (BPAS) in EMEA

Marina Evtimova
Vice President and  
Portfolio Consultant
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Introduction
Over the past 12 months, the 
BlackRock Portfolio Analysis & 
Solutions (BPAS) team has engaged 
with over 750 investors in assessing 
their existing asset allocations,  
and helping evolve their portfolios 
through the inclusion of trends such 
as ESG or factor investing. Over the 
past 3 months, we have also carried 
out interviews and surveys with 
more than 30 clients to understand 
forward-looking changes in their 
portfolio construction process.  
This paper outlines the key trends 
we observed, and the future 
portfolio trends we believe we  
will see in the years ahead.

Methodology
We analysed an estimated 750 
portfolios submitted by EMEA 
wealth managers, large independent 
financial advisors and family  
offices between January 2018 and 
December 2019. The portfolios 
represent clients from 14 countries: 
Austria, Belgium, Czech Republic, 
Denmark, Finland, France, Germany, 
Italy, Monaco, the Netherlands, 
Portugal, Sweden, Switzerland and 
the UK. The combination of these 
portfolios in 2019 amounts to an 
estimated $400 billion+ in assets 
under management and have been 
analysed through our multi-asset 
risk platform, Aladdin®.

For the purpose of this study,  
the portfolios have been grouped 
into three target risk categories – 
Conservative, Moderate and 
Aggressive – based on the 
classification our investors provided 
or through total risk measurement 
as calculated by Aladdin®. We refer 
to these sets of portfolios as “risk 
category portfolios”. 

Please note:
1. �The portfolios under review 

represent a subset of the EMEA 
wealth industry. We do not aim  
to analyse the industry in its 
entirety. Biases will almost 
certainly be present as the 
portfolios included in this  
analysis are those received by  
the BPAS team.

2. �We have chosen to aggregate 
portfolios received over a 
12-month period. This choice 
reflects the type of work we 
undertake with investors – which 
is typically at strategic asset 
allocation level (as opposed to 
in relation to tactical, short-term 
tilts). The selected time window,  
in our view, allows for a 
statistically significant sample, 
while reflecting the ‘velocity’  
of asset allocation changes 
implemented by investors 
included in the sample. 

3. �‘Alternatives’ include funds  
that fall within the Morningstar 
broad asset class categories of 
alternatives, hedge funds, direct 
property, convertible bonds, 
miscellaneous and commodities. 
These do not include any  
direct real assets or private 
market investments.

4. �‘Allocation’ includes all multi-
asset funds that fall within  
the Morningstar broad asset  
class category.

5. �‘Cash’ includes money market 
funds and pure cash allocations.

6. �‘Equity’ includes long only  
equity funds that fall within  
the Morningstar broad asset  
class category.

7. �‘Fixed Income’ includes funds that 
fall within the Morningstar broad 
asset class category such as 
government, corporate, inflation 
linked, high yield, mixed and 
emerging market bonds excluding 
convertible bond funds.

8. �Various breakdowns of the 
portfolio sample can be found  
in the Appendix.
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Executive 
summary
We believe a complex and rapidly changing world demands 
a fresh approach to portfolio construction. Successful 
investors are those able to control and monitor their 
portfolios holistically. This means that their choices of 
managers and products are always assessed not just as 
standalone decisions, but in the context of the portfolio as 
a whole. It is not just about the strategy’s ability to deliver 
alpha, it is also about how the combination of the chosen 
strategies might fit versus the original asset allocation. The 
ability to control unintended deviations from the target 
portfolio due to sub-optimal combinations of products 
is key when working towards successful outcomes.

This paper brings to life many of these concepts through 
the lenses of the work conducted by the BPAS team 
in EMEA over the past 24 months. Furthermore, it 
offers practical help on improving the efficiency and 
performance of portfolios amid the ongoing search for 
yield, and portfolio protection in order to help achieve 
positive and more optimal investment outcomes.
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	 Executive summary	 7

Section 1
Portfolio attributes

Includes a summary of the asset 
allocation, risk allocation and 
investment trends we observed, 
partnering with over 750 investors 
on evolving their portfolio 
construction process from January 
2019 to December 2019. We also 
compare our results to portfolio 
attributes identified in our 2018 
portfolio sample. Key trends we 
identify relate to asset class 
allocations and their effect on 
portfolio risk allocations, index and 
alpha blending, and the ongoing 
average fees we observe in our 
investors’ portfolios. We estimate 
the portion of the EMEA wealth 
industry we analysed to be around 
$400 billion of assets under 
management across 14 countries  
in EMEA.

Section 2
Three themes in portfolios

Provides a detailed discussion  
of the three key themes we  
observed emerging in client 
portfolios throughout 2019, and  
our suggestions on how clients 
could consider building more 
efficient portfolios in relation  
to these themes.

Theme 1
The role of fixed income in 
modern portfolios 

During 2019, fixed income had a  
big comeback in our portfolios 
dataset supported by flows and  
off the back of central bank policy, 
US-China trade tensions, and 
suppressed yields in developed 
markets. Unsurprisingly, we 
observed fixed income sleeves 
indicating a tilt to credit strategies, 
potentially reflecting the on-going 
search for yield in the lower for 
longer environment for this asset 
class. European, US and Global  
High Yield funds gathered more 
attention, especially in the 
Aggressive portfolio risk category 
which saw an allocation in high yield 
commensurate with investment 
grade corporate bond exposures. 
Home biased rates strategies were 
more popular with Conservative 
portfolios, while allocations to  
hard currency emerging markets 
sovereign debt were stable and 
represented an average of 6% of  
the fixed income sleeve across all 
portfolio risk categories. There was 
also evidence of a rise in popularity 
of more unconstrained fixed income 
strategies, often allocated to several 
different alpha-seeking managers 
(see Theme 1 on page 15).

Our view? In the current low yield 
environment – where yield is harder 
to come by and the portfolio ballast 
properties of some fixed income 
assets (e.g. government bonds) may 
be tested – the decision around how 
to allocate to and amongst different 
fixed income asset classes becomes 
even more important. This is 
compounded by the unfolding  
of COVID-19, where significant 
drawdowns in risky assets and 
unprecedented monetary and  
fiscal policy measures, is likely to  
lead to a paradigm shift for rates, 
supply chains and likely inflation. 
Consequently, we believe that it  
is critical to understand how the 
sources of risk and return in the 
fixed income sleeve evolve and 
interact through time, be it from the 
perspective of safeguarding or, for 
those that seek to capture higher 
yield, by increasing allocation to 
specific asset classes. We encourage 
investors to take a holistic approach 
to asset allocation, taking advantage 
of the entire product toolbox 
(blending index and alpha-seeking) 
to become more deliberate, 
diversified and scaled in their  
fixed income sleeves and the  
overall portfolio.
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Theme 2
Portfolio sustainability 

Sustainable investing is gradually 
moving from a satellite strategy  
to a fundamental consideration in 
the portfolio construction and 
investment process. In 2019, we saw 
clients continuing to adopt ESG 
strategies, with the share of 
sustainable products in portfolios 
we analysed rising by 60% (from 
7.8% in 2018 to 12.4% in 2019) – 
which corresponded with a flurry of 
sustainable product launches in the 
EMEA-domiciled ETP industry. We 
observed an average ESG Quality 
Score for portfolios in 2019 of 6.2 
(based on MSCI ESG research 
methodology) indicating a good 
starting point for our domestically 
focussed European investors,  
but also an opportunity for more 
deliberate and conscious choices in 
this area. In addition, in our sample 
the portfolios with an above average 
ESG Quality Score had lower 
ex-ante risk and a more defensive 
equity style factor profile vs. 
portfolios with below average ESG 
Quality Score (see Theme 2 on  
page 24).

Our view? We believe sustainability 
adoption in portfolios will continue 
across asset classes as investors 
become more educated, price 
premiums for sustainable funds 
drop across the industry and more 
research shows the impact of 
sustainability on investment 

performance and risk. In equities, 
we will likely see the final missing 
ESG building blocks coming to the 
market. Fixed income still needs to 
catch up with equities in terms of 
product availability – here we will 
continue to see key building blocks 
launching alongside more niche 
exposures. We also see the 
emergence of new capital market 
assumptions to include ESG factors 
as an opportunity for investors to 
shift their attention away from  
solely product substitution into 
incorporating sustainability at the 
core of portfolios.

Theme 3
The factor approach 

The factor approach in portfolios is 
coming to the fore, but data show  
us that investors still have room to 
further buy into their longer-term 
nature. Some investors are seeing 
factor adoption as an approach that 
could potentially work strategically 
in their equity sleeves only, while 
others are starting to implement 
broad macro factors at the core of 
their SAA across all asset classes as 
an additional dimension on top of 
region and sector views (see Theme 
3 on page 29).

Our view? We believe factors should 
sit at the centre of the portfolio 
construction process. We encourage 
investors to better understand  
their existing factor exposures and 
actively adopt a cross-asset, total 

portfolio approach to constructing 
their SAA using both macro and 
style factor strategies. This could 
potentially enable them to better 
diversify the portfolio sources of risk 
and return and positively enhance 
its long-term investment outcome 
due to the low correlation of macro 
and equity style factors.

Section 3
Emerging trends

Complementing the historical 
perspective of the previous two 
sections, our focus here shifts to  
the future. We share investors’ 
expectations of future trends  
in their portfolio construction 
processes, their views on the drivers 
that are behind them, and how  
they plan to implement changes  
in their portfolios. Three clear, 
shared themes emerged from our 
consultations and surveys with 
clients in 2019:

1. �ESG - The move from  
product selection to portfolio 
transformation

2. �An increased focus on asset 
allocation capabilities –  
through the adoption of a  
barbelled approach

3. �The importance of rethinking the 
role of fixed income in light of a 
potentially completely different 
macro environment
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Section 1

Portfolio  
attributes
On the following page you can see the average breakdowns of the aggregation 
of our investors’ portfolios. These attributes underpin the trends and themes 
discussed in Section 2.
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Average asset allocation and risk allocation
The average asset allocation in 
portfolios has changed since 2018 
(see figure 1 above). This includes an 
increase in allocations to equity and 
fixed income funds and a reduction 
in cash, multi-asset and liquid 
alternative funds, across all  
portfolio risk categories. In 2019,  
in line with a record risk-on year in 

terms of asset performance, low- 
risk portfolios saw a significant 
proportion of their allocations going 
into fixed income funds, while  
high-risk portfolios saw an increase 
in allocation to equities. We saw 
investors making more deliberate 
asset class bets, both fixed income 
and equity. Liquid alternative 

exposures in the form of multi-
strategy and long/short equity 
hedge funds, as well as commodities, 
remained a popular exposure in 
portfolios. However overall allocation 
to liquid alternatives decreased 
which may suggest a shift towards 
illiquid real assets and private  
market exposures.

Conservative

Moderate

Aggressive

All

 Allocation    Fixed income    Equities    Cash    Alternatives

3%

45%

35%

9%

8%

6%

35%

46%

5%

8%

4%

10%

77%

4%

5%

4%

30%

53%

6%

7%

Source: BPAS, portfolios received from January 2019 – December 2019. For illustrative purposes only.

Figure 1: Average asset allocation in 2019
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Figure 2: Changes in average asset allocations from 2018 to 2019 
Conservative Moderate Aggressive All

2019 2018 2019 2018 2019 2018 2019 2018

Equities 35% 18% 46% 31% 77% 46% 53% 31%

Fixed  
Income 45% 25% 35% 21% 10% 10% 30% 20%

Alternatives 8% 25% 8% 21% 5% 23% 7% 22%

Allocation 3% 19% 6% 19% 4% 16% 4% 18%

Cash 9% 13% 5% 8% 4% 5% 6% 9%

Source: BPAS, portfolios received from January 2018 – December 2019. For illustrative purposes only.

Meanwhile, average portfolio risk jumped almost 1% higher across all portfolio risk categories when compared  
with results from our 2018 portfolio sample. This seemed to be mostly driven by an increase in equity risk –  
the most prominent risk contributor across all risk categories averaging out at more than 69% of all portfolio risk. 
This was followed by FX risk at 12% on average of all portfolio risk, and then fixed income risk, but in much  
smaller proportions.

Figure 3: Average ex-ante portfolio risk and contribution to portfolio risk in 2019

Conservative

Moderate

Aggressive

Average portfolio ex-ante risk, %

Average contribution to portfolio ex-ante risk, %

0 20 40 60 80 100

 Equity risk    Rates risk    Spread risk    FX risk    Alts risk    Total risk

9.54

6.21

4.52

10%6 82 40

Source: BPAS, BlackRock Aladdin, portfolios received from January 2019 – December 2019. For illustrative  
purposes only.
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Blending of index and alpha-seeking strategies within a portfolio is on the rise (see figure 4). This increase has been 
driven by a greater use of ETFs in fixed income, as supported by industry flows in 2019, but also indexing in equities 
and smart beta strategies.

Investments

Figure 4: Percentage of portfolios with index product holdings

 2018    2019

100% index 0% index75%-100%
index

50%-75%
index

25%-50%
index

0%-25%
index

37%

23%

30%

34%

6%

14%

8%
10%

12%
13%

4%

6%

Allocation to index strategies in portfolios, %

Source: BPAS, portfolios received from January 2018 – December 2019. For illustrative purposes only.
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Average on-going management fees of the portfolios’ underlying funds continued to go down (from approximately 
80bps in 2018 to around 60bps in 2019), as a result of both greater price reduction pressures from clients and 
increased adoption of cost-efficient index building blocks (see figure 5).

Figure 6: Average number of funds in portfolios

Total Equities
Fixed 

Income Allocation
Hedge  
Funds

2019 17 9 5 1 1

2018 20 8 5 2 2

Source: BPAS, portfolios received from January 2018 – December 2019. For illustrative purposes only.

There was some evidence of continued portfolio consolidation in 2019, where the average number of investments 
per portfolio reduced from 20 to 17 (see figure 6). This largely came from the allocation and hedge funds category, 
suggesting investors were placing more focus on fewer high-conviction strategies, or potentially entirely outsourcing 
the asset allocation decision.

Figure 5: Average on-going fees in 2019, %

 2018    2019

0.8

0.6
0.7

0.4

1.2

0.9
0.8

0.6

0.1 0.1

0.8

1.1

Alternatives Cash Equities Fixed income Allocation Total

Source: BPAS, portfolios received from January 2018 – December 2019. For illustrative purposes only.

	 Portfolio 
attributes | Section 1	 13
MKTGM0520E-1193972-13/44



FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

Three key  
themes which 
shaped portfolios 
in 2019
Markets generally performed strongly in 2019 and leading to  
a risk-on sentiment for investors we interacted with. There  
were a few blips with short risk-off periods due to trade tensions  
and some challenges in European yield assets, but nothing  
compared to what we have seen so far in 2020. We witnessed fixed  
income having a comeback with credit strategies dominating  
fixed income sleeves, sustainability making its way into portfolios  
(albeit slowly), and underutilisation of macro or style factors in  
the context of the overall portfolio construction process. This  
potentially meant the portfolios we saw throughout 2019 entered  
into 2020 with higher risk levels than the ones we saw the year before.

Section 2

14	 Portfolio insights | Asset allocation and trends within EMEA portfolios, 2020 Edition
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Fixed income 

The use of fixed income in pursuit 
of better portfolio outcomes 
continued to be prevalent. In this 
section, we discuss the implications 
of this alongside the ever-relevant 
search for yield and look at ways  
to improve the use of fixed income 
allocations as a core strategic  
asset class in clients’ portfolios.  
In addition, we look at hidden risks 
that can divert investors from their 
intended bets, and we challenge  

the use of too many alpha-seeking 
managers both against uncertainty 
in the market and to target  
superior performance.

Against an industry backdrop of 
consistent flows into fixed income 
funds over the course of 2019  
(see figures 7 & 8), the asset  
class continued to represent  
a core building block in our 
investors’ portfolios.

Allocations to fixed income across 
all three portfolio categories 
increased when compared to our 
2018 results. Notably in the case of 
the more Conservative portfolios in 
our sample, fixed income averaged 
45% of all portfolio allocations – 
the highest we have ever seen in 
our data sets. Overall, fixed income 
accounted for an average portfolio 
allocation of 30%, second only to 
the ever-high equity allocations.

Figure 7: 2019 Mutual fund flows per  
asset class ($mn) 

Figure 8: 2019 ETP flows per asset  
class ($mn)

 Alternatives   Bond   Equity   Mixed assets

1/19 3/19 5/19 7/19 9/19 11/19

-12,000

-6,000

-8,000

-10,000

10,000

8,000

6,000

4,000

2,000

0

-2,000

-4,000

 Commodities   Fixed income   Equity

1/19 3/19 5/19 7/19 9/19 11/19

-15,000

-10,000

-5,000

20,000

10,000

5,000

15,000

0

Source: BPAS, portfolios received from January 2019 – December 2019. For illustrative purposes only.
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Portfolio trends 
In 2019, we saw our investors 
heightening their focus on fixed 
income with two main strategic 
objectives for their portfolios: to  
find ways of generating sufficient 
income, and to enhance the 
portfolio diversification to limit 
downside risks as the perception 
that the end of the cycle might  
be approaching became more 
widespread. We believe these two 
roles of fixed income in portfolios 
will continue to be relevant in 2020 
and will likely require a change in 
the allocation approach, given  
the profound shifts in the macro 
environment for this asset class  
in particular, brought on by the 
COVID-19 market re-set.

While equity markets generally 
performed well on a full year basis  
in 2019, there were several themes 
that supported greater fixed income 
allocations for portfolio protection 
throughout the year. These included 
bouts of risk-off sentiment due to 
traditional late-cycle concerns and 
softer economic indicators, as well 
as the fluctuations in the US-China 
trade war. The ongoing low yield 
environment continued to push 
investors towards potentially riskier 
fixed income assets, with more  
than 40% of all fixed income 
exposures in our sample targeting 
higher yielding strategies such as 
investment grade, high yield, and 
emerging markets bonds (see figure 
9), an allocation choice that was 
consistent regardless of the risk 
profile of the portfolio.

The allocation to higher income 
credit was no surprise given the 
suppressed yields observed in  
other fixed income asset classes 
(see figure 10) which also typically 
had higher sensitivity to interest  
rate changes, making them even  
less attractive.

Figure 9: Average asset allocation within the fixed 
income sleeve of the portfolio sample

 High yield    Investment grade corporates    EMD
 Government bond    Inflation linked    Mixed allocation

Aggressive Moderate Conservative

0

20

40

60

80

100%

Source: BPAS, portfolios received from January 2019 – December 2019. For 
illustrative purposes only.
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Figure 10. Average yield and duration observed across 
fixed income funds in the portfolio sample

Inflation
linked

Government
bond

$ EM
government

bond

IG corporates

High yield

 Effective duration    Yield to maturity

11.9%
1.4%

7.9%
1.1%

7.1%
5.9%

5.1%
1.6%

2.3%
4.4%

Source: BPAS, portfolios received from January 2019 – December 2019. For 
illustrative purposes only.
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The tilting we observed between 
investment grade credit, high yield 
and emerging markets debt varied 
slightly across portfolio risk profiles. 
In Conservative and Moderate 
portfolios, the dominant exposure 
was investment grade credit. But  
as the risk profile of the portfolios 
changed towards more Aggressive, 
we saw a shift away from investment 
grade exposures into high yield in a 
similar weight. EMD exposures 
remained stable at on average 6% 
allocation in fixed income sleeves in 
all three portfolio categories. This  
all happened alongside a steady 
reduction in more defensive  
fixed income categories such as 
government bond and inflation 
linked which combined continued to 
shrink in the fixed income sleeve – 
down from an average of 23% in the 
fixed income sleeve in Conservative 
portfolios to 16% in Aggressive ones. 

The 2019 trend to allocate to  
more risky fixed income assets has 

unsurprisingly skewed the fixed 
income risk in the portfolios we 
analysed towards spreads (see 
figure 11). This, coupled with the 
home bias for EUR government 
bond exposures observed in our 
portfolio sample in a very negative 
rates environment in Europe, may 
have limited the risk diversification 
potential of the fixed income sleeves 
in our investors’ portfolios.

This highlights the always tricky  
but constant need to understand 
and review the fixed income sleeve 
exposures and try to balance the 
search for income with the need  
for overall downside protection of 
the portfolio. This is especially  
true in the case of a multi-asset 
proposition, where certain fixed 
income exposures could act as 
better portfolio stabilisers while 
others could demonstrate equity-
like risk behaviours in more 
challenging market conditions. 
Understanding the risks in your 
fixed income portfolio is therefore 

an important part of taking an 
overall portfolio view.

One way to better assess the 
strategic role that different fixed 
income asset classes could play 
when it comes to the risk of a  
multi-asset portfolio is to look  
at the fundamental risk drivers 
underpinning them. When allocating 
to more than one of these fixed 
income asset classes, it is important 
to look at how their underlying  
risk factors interact within the  
fixed income sleeve but also in 
connection to the overall volatility  
of the broader portfolio that may 
also include equity and other asset 
classes. We showcase how such a 
fundamental risk factor approach 
could help to identify additional 
opportunities for portfolio resilience 
in our portfolio data set or 
alternatively how portfolio risk can 
be managed as investors move into 
credit sectors in search of yield.

“ �Following a record 2019 
of asset gathering in fixed 
income, the asset class was 
under a lot of pressure in Q1 
2020, with investors fleeing 
credit. The rapid de-risking 
of portfolios highlighted the 
importance of access to a full 
range of investment tools and 
technology, in an effort to raise 
the bar on the management of 
portfolio market risk.”

Ahmed Talhaoui, CFA, Managing Director, 
Head of the Middle East & Africa Business 
and Head of EMEA Product Strategy for 
BlackRock’s Global Fixed Income Group
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Figure 11. Average ex-ante 
risk factor contribution in 
fixed income sleeves. 

 Rates    Spreads    Inflation

42%

1%

58%

Source: BPAS, BlackRock Aladdin, 
portfolios received from January 
2019 – December 2019. For 
illustrative purposes only.
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Case study 

1 Unbundling your fixed 
income risks

Figure 12: Evolution of fixed income risk contributions
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Allocation compositions: Allocation 1: 100% BBG Barc Glob Treas Euro Bond Index; Allocation 2: 30% BBG Barc 
Glob Treas Euro Bond Index + 70% BBG Barc Euro Agg Corporate Index; Allocation 3: 30% BBG Barc Glob Tres Euro 
Bond Index + 50% BBG Barc Euro Agg Corporate Index + 20% Markit iBoxx Glob Dev Markets Liq HY Capp Index; 
Allocation 4: 30% BBG Barc Glob Tres Euro Bond Index + 40% BBG Barc Euro Agg Corporate Index + 20% Markit 
iBoxx Glob Dev Markets Liq HY Capp Index + 10% J.P. M EMBI Glob Core Index; Allocation 5: 15% BBG Barc Glob 
Tres Euro Bond Index + 40% BBG Barc Euro Agg Corporate Index + 20% Markit iBoxx Glob Dev Markets Liq HY Capp 
Index + 10% J.P. M EMBI Glob Core Index + 15% ICE US Tres Core Index; Allocation 6: 10% BBG Barc Glob Treas Euro 
Bond Index + 40% BBG Barc Euro Agg Corporate Index + 20% Markit iBoxx Glob Dev Markets Liq HY Capp Index + 
10% J.P. M EMBI Glob Core Index + 15% ICE US Tres Index + 5% BBG Barc US Government Inflation-Linked Index.
Source: BPAS, BlackRock Aladdin, as at 31/12/2019. For illustrative purposes only.

Deciding on the fixed income asset allocation of a portfolio in the current market environment is 
harder than ever. It calls for deeper understanding of the risks, returns and the role of such a core 
and significant part of a multi-asset portfolio. We believe technology, and strong portfolio and risk 
management practices are needed more than ever in assessing even more extreme trade-offs.

In this study, we look at how the risk profile of a fixed income portfolio evolves as you add different asset classes, and 
how each of these different allocations would have performed as part of a 60%/40% equity/fixed income portfolio in 
a global recession scenario.

The allocations 1 to 4 below are aimed at illustrating the evolution of risk we observed in fixed income sleeves in our 
investors’ portfolios. They start from more Conservative ones with exposures to government bonds, to more Moderate 
and Aggressive ones with increasingly higher credit tilts. Allocations 5 and 6 illustrate the change in key risk factor 
drivers when we introduce US rates and inflation linked bonds into the mix. We anchor the asset allocations to the 
average fixed income sleeves we see in our sample for Moderate portfolios.

18	 Portfolio insights | Asset allocation and trends within EMEA portfolios, 2020 Edition
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Figure 13: Profit and loss of fixed income sleeves in a 60/40 portfolio:  
2008 Recession scenario

 Equity    Rates    Spreads    FX    Inflation    Total
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Source: BPAS, BlackRock, as at 31/12/2019. For illustrative purposes only. 2008 Recession Scenario: 3rd December 
2007 – 9th March 2009. Starting date for this scenario is the official beginning of the recession in the US. The end 
date is the lowest point of the S&P 500 Index in the recent decade. There is no guarantee that stress testing will 
eliminate the risk of investing in this fund or strategy nor that the profit and loss movements depicted in the stress 
testing will replicate in the future.

Key findings
1	 Diversify: Adding US rates or inflation linked 

exposures to a predominantly European fixed  
income sleeve could potentially enhance 
diversification and may offer defense even  
in extreme market downturns.

2	 Take care with credit: Investment Grade Credit  
can be an attractive source of income in certain 
environments going forward, but it comes at the 
‘cost’ of a higher equity-like risk exposure – more 
vulnerable in extreme stress scenarios when both 

spreads and equity assets tend to behave in a  
similar way.

3	 Currency matters: The FX risk factor is a significant 
contributor to portfolio risk – yet, in certain 
scenarios, can partially offset losses (similar to the 
rates risk factor). A deliberate and targeted approach 
to FX can reduce portfolio volatility and enhance 
portfolio performance. We encourage investors to 
re-evaluate their currency exposures especially as 
dollar hedging costs vs. Euro have been falling since 
mid-2019 and more recently due to COVID-19 
related interest rate polices.

An additional helpful perspective in this assessment comes from observing the behaviours of 
different Fixed Income allocations under given stress scenarios.

The following chart shows the results of testing the six fixed income allocations shown in figure 12, as part of a 60 / 
40 multi-asset portfolio – a portfolio invested 60% in MSCI ACWI Index, and the remaining 40% in the defined Fixed 
Income allocations – under an extreme market scenario, in this case the 2008 global recession.
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MKTGM0520E-1193972-19/44



FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

Case study 

2

20	 Portfolio insights | Asset allocation and trends within EMEA portfolios, 2020 Edition

“ �The market volatility we witnessed in March 2020 has 
caused investors to turn to bond ETFs to exchange risk. 
And bond ETFs are being used for liquidity purposes, 
re-balancing of holdings, hedging of portfolios – overall, 
managing risk and adjusting portfolios through an 
effective wrapper.”

Brett Olson,  
Managing Director, Head of Fixed Income iShares in EMEA for BlackRock

We already discussed the challenges our investors face when deciding on how to allocate to the 
various fixed income asset classes. However, navigating and managing the various exposures in 
fixed income sleeves can be done in more than one way. 

Market challenges paired with limited portfolio 
construction resources, can often result in investors’ 
preference for ‘outsourcing’ fixed income decisions  
to one or several alpha-seeking managers. These 
managers, who are often afforded flexibility in their 
choices of fixed income asset classes are expected to 
make the right asset allocation decisions and deliver 
superior returns while offering ‘protection’ around a 
deteriorating credit market or other idiosyncratic events. 

In the fixed income sleeves of the portfolios we analysed 
in 2019 there was one fund category, which was difficult  
to ignore. Our portfolio set indicated that around  
one-third of all the fixed income allocations involved 
outsourcing of the fixed income asset allocation 
decision. Regardless of the portfolio risk category, on 
average 34% of all fixed income allocations fell in the 
mixed allocations bucket which includes dynamic, 
flexible, strategic, global aggregate or other more 
specific bond funds (figure 9, page 16). Within this 
category, approximately 85% of all funds utilised alpha-
seeking strategies. The makeup of fund strategies in the 

mixed allocations bucket was varied but some of the 
most frequently seen funds fell into the Global Flexible 
Bond sub-category. In the following case study we can 
see that the diversity of strategies in this sub-category 
can make them particularly challenging to compare, 
leading to an apples-to-oranges scenario for an investor 
trying to select the best outsourcing option. 

The trend to outsource the asset allocation of the fixed 
income sleeve to alpha-seeking flexible bond managers 
was even more relevant in the UK subset of investor 
portfolios, where the mixed allocations category 
averaged at 45% of all fixed income exposures – global 
flexible bond funds within it had the lion’s share.

We examine in detail some of the most popular flexible 
bond funds that ended up in the UK sample of our 
portfolios in figure 14 on the next page. We also 
consider the effects of blending several of these flexible 
asset managers (something around two-thirds of our 
investors did) to examine the effects such a decision  
can have from a risk exposure perspective.

Navigating the waters of 
fixed income – not an easy 
job for one captain?
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Figure 14: Ex-ante risk factor profile of the top 6 most frequently seen fixed income 
alpha-seeking funds in the UK portfolio sample falling into the Global Flexible Bond 
GBP hedged Morningstar category. 
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. For illustrative purposes only.
All 6 managers selected fall into the top quintile based on the funds’ total-return percentile rank over 6M, 1Y and 3Y  
periods relative to all funds that have the same Morningstar Category as at 31/12/2019. The order of managers illustrated 
above is based on the 3Y Morningstar return percentile rank as at 31/12/2019 starting with the highest ranking fund.

Blending wisely - The best funds don’t 
always make the best portfolios
Selecting the right fixed income alpha-seeking manager 
in the context of the overall portfolio construction 
process is an important but potentially time-consuming 
task. Regular research and monitoring of the managers 
are required and a good understanding of their strategy, 
objectives and constraints is necessary so that you  
can consistently identify strong and outperforming 
managers in the given fixed income category.

Having to select and blend several of these alpha-
seeking fixed income managers requires more skill and 

time and has a cost associated with additional due 
diligence needed on the investments which shouldn’t  
be underestimated. Different investment strategies, 
benchmarks, target levels of risk, duration and alpha 
targets could result in an active fund blend that is 
suboptimal from a risk or return perspective when 
compared to the portfolio’s strategic objectives. A  
better understanding of how your fixed income active 
managers work together in the context of the overall 
portfolio is crucial in order to avoid issues such as asset 
allocation drifts, cancelling of alpha or unintended risk 
exposures potentially revealing themselves in the least 
favourable moments. 

In figure 14, we examine 6 of the most frequently used and highest performing alpha-seeking managers (top quintile 
in the last 3 years according to Morningstar ranking) we encountered in our UK portfolio set who fall in the Global 
Flexible Bond – GBP hedged fund category. We showcase the variety of risk factor exposures and tilts an investor 
could have ended up with in this fund category holding each of the managers separately but also in an equally 
weighted blended portfolio. We compare the risk profiles of the managers and the equal weighted blended portfolio 
to find out the differences and similarities against an equal weighted index based global benchmark consisting of the 
Barclays Global Aggregate, Corporate and High Yield indices.
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Key findings
1	 The flexibility of the global flexible bond category 

can lead your portfolio astray: The global flexible 
bond category could be considered too broad for 
straightforward like-for-like fund comparison. In  
our example we saw top performing active bond 
managers having very different risk factor exposures 
on the rates and spreads side, as well as overall 
ex-ante risk - to the point where they are not always 
comparable. If we focus primarily on performance  
as a criterion for selection, this could result in  
more cautious strategies in the category being 
misrepresented as underperforming when compared 
to higher risk/return targeting ones containing, for 
example, more credit risk. Selecting a manager from 
this category can therefore require a lot of time  
and effort.

2	 Getting the right blend: Blending 6 of the most 
popular managers in our UK portfolio sample results 
in a risk factor profile almost identical to an equal 
weighted index-based benchmark (see figure 15).  
In our portfolio sample we see investors blending  
on average between 2 and 3 active bond managers, 
with just over a fifth blending more than 3 and  
in some extreme cases more than 12 within  
the category of flexible bonds – presenting an 
opportunity for consolidation and re-assessment  
of portfolio efficiency. If there is limited capacity  
for more rigorous fund selection or assessment of 
alpha-seeking manager blends, we encourage clients 
to consider low-cost index-based solutions which 
can consistently provide the portfolio with precise 
and diversified fixed income exposures. This will 
allow investors to use the full fixed income product 
toolbox in the most efficient way, freeing up time and 
resource to deliberately select a few complementary  
alpha-seeking managers.

Conclusion
Allocating and managing a fixed income sleeve in the 
current market environment could be a challenging job – 
potentially leading to a decision to outsource such 
decisions to more than one alpha-seeking manager 
which could lead to cancelling alpha or strategic  
risk exposures.

Figure 15: Ex-ante risk factor profile of 
the 6-mangers equal weighted portfolio 
and an equal weighted index portfolio.
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. 
Active blend: Equal weight portfolio of managers  
1 through 6; Index blend: Equal weight portfolio of the 
Bloomberg Barclays Global Aggregate Index GBP Hedged, 
Bloomberg Barclays Global Corporate Bond Index GBP 
Hedged and the Bloomberg Barclays Global High Yield 
Index GBP Hedged. For illustrative purposes only.
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 1
Adopting a deliberate and 
scaled outcome-oriented 
approach to their fixed income 
sleeve assessing the role the 
different underlying asset 
classes and products will play 
in the context of the sleeve 
but also the overall portfolio 
asset allocation.

 2
Regularly reviewing the 
liquidity, cost, risk and 
performance efficiency of  
the sleeve in conjunction  
with the rest of the portfolio 
 but also in isolation through 
risk management tools. 
Obtaining a granular view of the 
underlying risk factor drivers 
and different behaviours of the 
sleeve in stress test scenarios 
could help control unintended 
exposures and help steer the 
portfolio back to its original 
investment objective.

 3
Using the full investment 
toolbox – from index-based 
solutions which can work as 
strategic and precise fixed 
income building blocks, to  
high performing and more 
flexible alpha-seeking 
managers who could deliver 
additional income and 
diversification, blending 
in a way that meets the 
portfolio constraints, without 
unnecessary cancelling of 
alpha or costly accumulation 
of unintended risks.

Fixed income 
summary
In 2020, we see markets continuing to be supportive of risky 
assets such as credit, investment grade and even high yield. 
However, the impact of COVID-19 on market volatility, potential 
inflation pressures, heightened monetary and fiscal policy, or 
potential global economic slowdown, could call for a review of 
the resilience of portfolios. Ultimately, we continue to believe 
that it is critical to understand how the risks of your fixed 
income sleeve evolve and interact through time, be it from a 
pure portfolio protection viewpoint or, for those that seek to 
capture yield by increasing allocation to specific asset classes. 
We encourage investors to do so with an informed consideration  
for how these assets classes might interact with the rest of a 
multi-asset portfolio by:

	 Three themes observed in portfolios | Section 2	 23
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Portfolio sustainability 

The move of capital into  
sustainable assets is the largest 
asset allocation shift that we expect 
in the upcoming years, with assets 
under management (AUM) in  
ESG funds globally, tripling in the 
past decade to a little under $1tn 
(Source: IMF). 

In line with our expectations, the 
share of ESG products in client 
portfolios rose by 60% in 2019 
(from 7.8% in 2018 to 12.4% in 
2019). If we look at EMEA-domiciled 

ETPs more broadly, the share of 
sustainable AUM vs. total AUM rose 
from 1.4% in 2018 to 3.1% in 2019. 
This increase is unsurprising given 
the surge of EMEA-domiciled 
sustainable products in the ETP 
universe. Specifically, if we zoom 
into ETP space, the number of 
sustainable funds increased from 
90 in 2018 to 126 in 2019. Last 
year these products attracted 
$18bn of inflows – $13bn more 
than the year before! 

The drivers behind sustainable 
investing are very powerful 
(regulation, societal pressures, 
senior management attention, 
among others) and so although ESG 
adoption is accelerating, we believe 
there is still significant room for 
allocation to grow within investor 
portfolios. In line with these trends, 
sustainability has become one of  
the main conversation topics with 
investors in EMEA. In the portfolio 
trends section we aim to answer the 
two main questions we get asked:

Theme 2

+60% increase

2018 

7.8% 
2019  

12.4%

in ESG products in the portfolio sample in 2019

Source: BlackRock, Markit, as at 31/12/2019. For illustrative purposes only.
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“ �Sustainable investing favours companies which evolve 
their business models in light of the world’s largest 
challenges. These companies are best positioned to 
maintain their license to operate and will continue to 
grow. Sustainable investing is not about trade-off, it’s 
about progress: societal, business and financial progress.”

Thomas Fekete,  
Managing Director, EMEA Head of Strategy and Products for Sustainable Investing
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Portfolio trends
Question 1: Which asset  
classes have seen the highest 
ESG adoption? 
In the portfolio sample we analysed 
in 2019, fixed income ESG saw the 
largest growth with the share of 
sustainable products doubling in 
2019 to 13% of total fixed income 
products held in client portfolios. 
This was driven by the combination 
of higher demand for fixed income 
assets and greater product 
availability. The adoption of  
equity sustainable products 
increased to 15% (up by over  
2 percentage points). 

Larger shares of sustainable 
products – within equities – were 
below observed in European (31%), 
Global (28%), US (16%) and EM 
(12%) exposures, and – within fixed 
income – in Mixed Allocation (43%) 
and Investment Grade Credit (33%) 
categories. It is worth highlighting, 
however, that these trends may 

partly be driven by product 
availability – for example, in fixed 
income, there is a limited number  
of ESG offerings in government 
bonds as the industry is only 
starting to agree on methodologies 
for incorporating sustainability  
in this space.

What’s coming next? 
We believe sustainability adoption 
will continue across asset classes  
as investors become more educated, 
price premiums for sustainable 
funds drop across the industry and 
more research shows the impact  
of sustainability on investment 
performance. In equities, we will 
likely see the final missing ESG 
building blocks coming to the 
market. Fixed income still needs to 
catch up with equities in terms of 
product availability – here we will 
continue to see key building blocks 
launching alongside more niche 
exposures (e.g. targeting different 
parts of the yield curve). 

Question 2: How does inclusion 
of ESG products impact 
investor portfolios?
The usage of ESG funds can 
substantially increase a portfolio’s 
ESG Quality Score and reduce its 
carbon emissions intensity (see case 
study). It is worth noting, however, 
that the availability of ESG products 
in a portfolio is not the only factor 
determining the portfolio’s ESG 
score – regional allocation matters 
too. For example, the average ESG 
score of all portfolios we saw in 
EMEA last year was 6.2 – i.e. A/ 
upper average according to MSCI 
methodology (see below) – largely 
due to home bias (Europe has a 
much higher ESG score than other 
regions). On the contrary, a high 
allocation to emerging markets 
could drag your ESG score down as 
factors such as different levels of 
disclosures, less consumer activism 
and weaker governance standards in 
emerging vs. developed markets all 
contribute to companies operating 
in emerging markets trending 
towards lower ESG scores.

Source: For explanations about the methodology, refer to ‘Methodologies and 
assumptions’. The ratings, metrics, methodologies and scores may differ from 
those of other providers. Certain information ©2020 MSCI ESG Research LLC. 
Reproduced by permission; no further distribution. For illustrative purposes only.
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Did you know?
Sustainable fixed income indices 
have comparable risk and return 
characteristics to the non-SRI 
equivalent indices. This is 
because by going sustainable,  
you are introducing active risk 
only marginally thanks to the  
low levels of idiosyncratic risk in 
fixed income exposures whilst 
keeping the main risk factor 
drivers the same.

ESG score
How well does my portfolio score across broad E, S, and G measures?

Management of key 
Environmental, Social,  
and Governance risks & 
opportunities. The figure 
is an industry-adjusted 
weighted average of 
scores ranging from 0-10 
(10=best).

8.6 - 10 AAA
Leader

7.1 - 8.6 AA

5.7 - 7.1 A
Average

4.3 - 5.7 BBB

2.9 - 4.3 BB

1.4 - 2.9 B
Laggard

0 - 1.4 CCC
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To showcase how the introduction of 
sustainable products can improve the 
sustainability profile of an all-equity 
portfolio, we look at two portfolios 
aiming to replicate the MSCI ACWI 
Index. The first uses traditional 
benchmarks, while the second uses 
SRI equivalents, i.e. benchmarks with 
a sustainable strategy that selects the 
top ESG performers in each sector. The 
second portfolio has a much higher 
ESG Quality Score and a much lower 
carbon emissions intensity. 

Similarly, a comparable affect can be 
observed in fixed income portfolios. 
An 80% Euro Investment Grade and 
20% Euro High Yield portfolio that 
uses traditional benchmarks will 
have a lower ESG score and a higher 
carbon emissions intensity than one 
that uses SRI benchmarks. 

Traditional portfolio SRI replication portfolio

55.6%

 MSCI USA Index
 MSCI Europe Index
 MSCI Japan Index 
 MSCI Pacific Ex-Japan Index
 MSCI EM Index

21.1%

7.4%
3.9%

12.0%

55.6%

 MSCI USA SRI Select RFF Index
 MSCI Europe SRI Select RFF Index
 MSCI Japan SRI Select RFF Index 
 MSCI Pacific Ex-Japan Index
 MSCI EM SRI Select RFF Index

21.1%

7.4%
3.9%

12.0%

Aggressive portfolio ESG Aggressive portfolio

European
Corporate

Bonds
80%

European
High Yield

Bonds
20%

ESG
European
Corporate

Bonds

80%

ESG
European

High Yield
Bonds

20%

ESG Quality Score 5.89 vs. 7.67 

Carbon Emissions Intensity
(metric tonnes CO2/$M sales) 

181 vs. 73 ▼

Source: BPAS, as at 31/12/2019. For explanations about the methodology, refer to ‘Methodologies and assumptions’. 
The ratings, metrics, methodologies and scores may differ from those of other providers. Certain information ©2020 
MSCI ESG Research LLC. Reproduced by permission; no further distribution. For illustrative purposes only.

ESG Quality Score 6.1 vs. 6.8 

Carbon Emissions Intensity
(metric tonnes CO2/$M sales) 

152 vs. 127 ▼

Source: BPAS, as at 31/12/2019. For explanations about the methodology, refer to ‘Methodologies and 
assumptions’. The ratings, metrics, methodologies and scores may differ from those of other providers. Certain 
information ©2020 MSCI ESG Research LLC. Reproduced by permission; no further distribution. The following 
indices are used to represent each exposure: European Corporate Bonds: BBG Barclays Euro Aggregate Corporate 
Bond Index, European High Yield Bonds: BBG Barclays Pan Euro High Yield Index, ESG European Corporate Bonds: 
BBG Barclays Euro Corporate Sustainable SRI Index, ESG European High Yield Bonds: BBG Barclays MSCI Euro High 
Yield Sustainable BB+ SRI Index. For illustrative purposes only.
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Case study 

3 Incorporating ESG  
into portfolios
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Back to the trends in portfolios we 
analysed last year, we observed that 
portfolios with higher ESG Quality 
Scores also had a lower ex-ante risk, 
according to BlackRock’s proprietary 
Aladdin risk model. Specifically, we 
have compared two portfolio groups 
– one with above average ESG 
Quality Score (relative to the rest  
of our sample) and one with below 
average ESG Quality Score. As  
figure 16 shows, the average  
ex-ante risk of the first group was 
lower on average than that of the 
second group (6.09% vs. 6.31% 
respectively) which could have been 
driven partially by the above average 
group having a higher tilt to more 
balanced portfolios.

However, the lower ex-ante risk  
of more sustainable portfolios in  
our sample could also be partly 
explained by a more defensive equity 
style factor profile – specifically 
lower volatility and higher quality  
tilts (see figure 17). In our sample, 
the group of portfolios with above 
average ESG Quality Score had a 
more negative tilt to the volatility 
factor (meaning the portfolio is tilted 
to less volatile stocks on average) vs. 
portfolios with below average score. 
This is intuitive given sustainable 
securities are less exposed to 
controversies and other ESG-related 
risks. The above average ESG  
score group also displayed a higher 
quality tilt as highlighted through  
the profitability factor in figure 17.  
The explanation? By taking ESG 
considerations into account, 
companies are more likely to have 
stronger working practices which 
can result in higher profits, lower 
pay-outs off the back of controversy-
related risks and stronger balance 
sheets. The causation works both 
ways: profitable companies are  
likely to have more means to 
introduce sustainable practices vs.  
non-profitable peers. How about 
fixed income? Here, we also see 
sustainability associated with a 
higher quality tilt: ESG ratings and 
credit ratings tend to be correlated. 
Therefore, by screening out names 
with the lower ESG scores, one often 
screens out lower credit ratings as 
well, which, in turn, can result in a 
slightly higher quality tilt potentially 
at the expense of slightly giving up 
some yield.

Figure 16: Average ex-ante portfolio risk
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. For explanations about the 
methodology, refer to ‘Methodologies and assumptions’. The ratings, metrics, 
methodologies and scores may differ from those of other providers. Certain 
information ©2020 MSCI ESG Research LLC. Reproduced by permission; no 
further distribution. Above average ESG group captures all portfolios from the 
sample with ESG score above 6.2, and below average ESG group captures all 
portfolios from the sample with ESG score below 6.2. For more details on the 
portfolio groups please see the appendix. For illustrative purposes only.

Figure 17: Equity style factor exposures
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. For illustrative 
purposes only.

“ �Sustainability can enhance the ways 
in which we invest by taking new data, 
new insights and new approaches. 
Sustainability-related issues that  
have been considered non-financial  
in the past are becoming key part of 
the financial analysis.”

Meaghan Muldoon 
Managing Director, EMEA Head of Sustainable  
Investing at BlackRock
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 1
ESG on the rise: the share  
of sustainable products  
rose from 7.8% in 2018 to 
12.4% in 2019, with the 
equity share rising to 15% 
and fixed income share 
doubling to 13%.

 2
Sustainable investing 
could reduce portfolio 
risk: Portfolios with above 
average ESG Quality Score 
(relative to the rest of our 
sample) displayed a lower 
ex-ante risk vs. the group 
with below average score. 
Overall, including sustainable 
products can increase a 
portfolio’s ESG Quality Score 
and decrease its carbon 
emissions intensity. 

 3
More ESG! We believe the 
adoption of sustainable 
products will continue to 
rise across both equities 
and fixed income due to 
increased investor education, 
decline in price premiums 
for sustainability across the 
EMEA industry, and the launch 
of remaining building blocks 
across both asset classes.

Portfolio 
sustainability 
summary
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The factor approach

When talking about factors, investors 
need to make a distinction between 
risk management factors discussed 
in detail in portfolio attributes, 
(theme 1 and theme 2 sections) 
which explain the underpinning 
drivers of volatility and exposures in 
a portfolio and investment factors 
which will be the focus of this theme.

We group investment factors into 
either a macro or a style bucket. 
Macro factors such as economic 
growth, real rates, credit and 
inflation explain the majority  
of returns across asset classes, 
whilst style factors such as value, 
momentum, quality and minimum 
volatility explain the variation within 
an asset class. 

Within asset classes, especially  
but not exclusively equities, 
investors have long been focusing 
on investment factors as building 
blocks that can be used to  
enhance returns and desirable 
portfolio outcomes. 

But a factor framework can also  
be applied to build a diversified  
and deliberate strategic asset 
allocation (“SAA”).  

Theme 3

Source: BlackRock, as at 31/12/2019. For illustrative purposes only. 
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“ �There is no better time for factors 
to help fortify your portfolio for 
defense – lessening our reliance 
on economic growth with other 
diversified macro factors, and 
tilting to defensive styles like 
quality and minimum volatility in 
equities. Given investors’ current 
holdings, there is tremendous scope 
for factors to help make portfolios 
more resilient.”

Andrew Ang, PhD, Managing Director,  
Head of the Factor-Based Strategies Group.

Risk 
management 
factors
zoom in on  
the tiniest detail

	z Tend to be narrow

	z Nuanced and specific

	z Utilized to help mitigate  
risk exposures and  
control losses

Investment 
factors
zoom out to the  
bigger picture

	z Few

	z Broad

	z Persistent

	z Utilized to seek  
long-term premia
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A traditional form of SAA may be  
to allocate capital across assets 
such as public equities, bonds, 
private equities, and cash. Viewing 
asset classes in isolation can 
underestimate the commonalities 
between asset classes and may not 
be an effective framework to build 
diversified portfolios, as shown in 
figure 18. 

An alternative approach would be  
to combine this traditional form of 
considering assets with a factor 
approach, whereby risk is allocated 
across macro-economic factors  
that run through multiple asset 
classes and better help investors 
understand the fundamental drivers 
of risk and return.

A style factor approach can then be 
used as a framework for portfolio 
design within an asset class, such  
as public equities. More and more 
investors are now allocating capital 
across index, factors and alpha 
strategies in their public equities 
sleeve, so a style factor framework 
can allow the investor to better 
diagnose and examine the 
exposures they have and build more 
efficient allocations to create higher 
risk-adjusted returns, increase  
value for money and save time.

Asset allocation is an essential step 
in building a portfolio and has been 
found to determine up to 90% of 
variance in multi-asset portfolios 
invested in more conventional asset 
classes such as equities and fixed 
income. (Source: Gary P. Brinson, 
L.R. Hood, and Gilbert L. Beebower, 
“Determinants of Portfolio 
Performance,” Financial Analysts 
Journal 51, no.1 1995.)

Looking at portfolios from a capital 
allocation perspective (equity vs. 
fixed income vs. alternatives for 
example) may make the portfolio 
appear diversified but the risk can 

often gather in a few sources of 
macro factors. We believe that 
investors can improve diversification 
and the outcome of their 
investments by incorporating factor 
insights into their asset allocation. 

Portfolio trends
All investors own factors. However 
the tilts towards particular factors  
in portfolios are not always 
intentional. The main point to 
consider is whether the macro  
and style factor exposures coming 
through are as intended and 
properly diversified by the investor. 

In our sample we identified the 
following trends:

1	 Economic growth dominates – 
in 2019 we saw an overwhelming 
tilt to equities, predominantly 
mid- to large-cap developed 
market exposures (see figure 19). 
Although this factor could have 
been viewed attractive going into 
2020, over reliance on it could 
leave investors exposed to market 
downturns (such as that caused 
by Coronavirus). Additional 
allocation to factors such as 
inflation and real rates, which 
have low correlation to economic 
growth could help to diversify a 
portfolio more tactically but also 
on a more strategic level. Asset 
classes to consider here could 
include real assets or nominal  
vs. inflation linked bonds.

Figure 18: Different assets, similar fundamental  
macro drivers 
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. Home-biased equities: 
MSCI Europe IMI Index, International equities: MSCI All Country World Index, 
Fixed income – EUR Hedged: Bloomberg Barclays Global Aggregate Index 
EUR Hedged, Hedge funds: BlackRock proxy index which explains risk of a 
globally diversified hedge funds exposures.
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Figure 19: Macro factor average risk contribution in 2019
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Source: BPAS, BlackRock Aladdin, as at 31/12/2019. Portfolios received from January 2019 – December 2019. For 
illustrative purposes only.
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2	 Investors could incorporate 
equity style factors more 
effectively – in 2019 we saw 
10% of all equity allocations  
in the universe of equity funds 
we encountered in investors’ 
portfolios going into style factor 
specific strategies. In contrast, 
the penetration level of specific 
equity sector funds (including 
thematic equity strategies)  
was at 12%. At the overall 
portfolio level we saw 42%  
of portfolios in the sample 
allocating to sector or thematic 
strategies vs. 34% allocating to 
style factor strategies. We often 
observe investors considering 
and even implementing  
equity style factor views both 
strategically but more frequently 
tactically through specific equity 

sector bets. In our sample, from 
a sector perspective, the most 
frequently seen exposures  
were Health Care, Information 
Technology, Material and Real 
Estate. This sector positioning 
potentially suggests the average 
investor we encountered in 2019 
was positioning for late cycle. 
Looking closely into the sectors, 
characteristic however, this 
could have resulted in style 
factor tilts such as minimum 
volatility, momentum and size. 

We believe targeting specific 
equity style factors in a more 
efficient and precise way can  
be implemented easily through 
index equity factor funds. Within 
the group of factor-focused 
funds we saw, there was mostly  

a blend of value, size and 
minimum volatility strategies. 
Looking at the equity sleeve of 
our investors’ portfolios as a 
whole (across sectors, factors 
and other equity exposures), we 
saw the minimum volatility tilts 
showing up most prominently in 
the Conservative category, with 
the balanced and Aggressive 
categories moving more towards 
a momentum tilt supportive of 
the sector trends we observed. 
Overall, when comparing to long 
only index based smart beta 
factor profiles (see figure 20), we 
identify a potential opportunity 
to further and more deliberately 
and effectively change the  
style factor tilts across all 
portfolio risk categories given 
the deltas observed.

Figure 20: Equity style factor exposure analysis of portfolio sample vs.  
factor indices
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Source: BPAS, portfolios received from January 2019 – December 2019. For illustrative purposes only.
Min Vol Index: MSCI Europe Minimum Volatility. Momentum Index: MSCI Europe Momentum Index. Value Index: 
MSCI Europe Enhanced Value Index. Quality Index: MSCI Europe Sector Neutral Quality Index.
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Example of using macro 
factor insights to build 
asset allocation
The right mix of macro factors will 
be highly dependent on investor 
preference and desired outcomes. 
To give an example of how to apply 
this approach, let’s assume an 
investor wants to maximise the 
Sharpe ratio whilst taking also the 
downside protection into account.

1	 Risk adjusted returns 
BlackRock’s research, based on 
economic intuition and historical 
data, highlights that economic 
growth and credit macro factors 
have the highest risk-adjusted 
returns and can be seen as pro-
cyclical macro factors. 

2	 Sensitivity to drawdowns 
Real rates and inflation factors 
can be seen as defensive in 
nature and historical data show 
that they tend to perform when 
investors seek safe-haven 
securities like nominal and 
inflation-adjusted bonds. 
Economic growth, emerging 
markets and credit have 
displayed strong drawdowns in 
market crisis or in a slowing 
business cycle.

How can investors  
move from macro  
factors to assets?
Buying one unit of a particular 
macro factor may not be possible,  
so to implement a factor-based 

approach investors need to identify 
an investable asset for each factor 
that provides relatively isolated 
exposure to that factor. Please see 
the diagram on the right for some 
ideas on how this can be achieved.

But what about  
style factors?
Whilst the majority of a portfolio’s 
risk-return can be explained 
through macro factors, style factors 
can still provide additional sources 
of returns which are uncorrelated to 
macro factors. BlackRock’s research 
shows that the average pairwise 
correlation between style and  
macro factors is approximately  
zero, highlighting its potential to 
increase risk-adjusted returns whilst 
preserving the balance of macro 
risks and adhering to broader 
investor goals.

In our portfolio analyses throughout 
2019 we identified a low level of 
adoption of explicit factor strategies 
and more anemic style factor tilts  
when compared to index long only 
smart beta strategies.

We believe that this phenomenon 
could be indicative of:

1    �the room indexing in factors  
still has to grow in our  
investors’ portfolios 

2    �the potential neutralization  
of equity style factor 
tilts happening due to 
overdiversification in  
equity strategies. 

Bring macro factors to  
life through traditional 
asset classes

Consideration 
Economic 

growth 
Real  
rates Inflation Credit

Emerging 
markets Commodities

Drawdown mitigation

Return/Risk ratio

Source: BlackRock, as at March 2020. For illustrative purposes only.
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Economic growth
Through developed  
market equities, real estate, 
commodities

Real rates
Through inflation-linked bonds

Inflation
Through nominal bonds vs.  
inflation-linked bonds

Credit
Through investment grade  
and high yield bonds vs. 
developed sovereign bonds

Emerging markets
Through emerging market 
equity vs. developed market 
equity, emerging market debt 
vs. developed market debt

Macro factor portfolio impact
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Factor approach 
summary
The factor approach in portfolios is coming to the fore, but clients must further 
buy into their longer-term nature. Some investors are seeing factor adoption 
as an approach that could potentially work strategically only in their equity 
sleeves through equity style factors while others are starting to implement broad 
macro factors at the core of their SAA across all asset classes as an additional 
dimension (on top of region and sector views).

 1
Understanding which 
factors you own: Knowing the 
factors that drive returns in 
your portfolio from a macro-
economic and style factor 
perspective.

 2
Review investment 
objectives: The optimal 
mix of factors will differ 
for each investor, based on 
risk tolerance, investment 
philosophy, fee sensitivity  
and desired outcomes.

 3
Consider the whole product 
range: Style factor analysis 
can be used for manager 
selection to better understand 
the drivers of the managers’ 
excess returns and building a 
more cost and time efficient 
portfolio using index, factor 
and alpha strategies.

Building better portfolios by applying a factor framework
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 Emerging  
 portfolio 
trends
In section 2, we discussed themes that became apparent from 
the analysis we carried out on recent portfolio allocations. In 
this section, we look ahead to the themes that are emerging 
from the ongoing conversations and consultations we are 
having with clients. These trends include the role of fixed 
income in portfolios and the need to better understand such 
a fundamental portfolio exposure. We discuss sustainable 
investing and how we believe it will become a core investment 
strategy, rather than a bespoke approach. And we also look 
at multi-asset strategies, and how this category of funds is 
affecting investor decision making around broader asset 
allocation in their portfolios for the longer term.

Section 3
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As a result, we expect a significant, further acceleration of ESG adoption – as it goes 
mainstream, from tactical product selection to overall portfolio transformation.

ESG 

As previously mentioned, ESG 
adoption by EMEA investors is 
amongst our most discussed topics 
and continues to evolve.

We see this adoption happening in 
two phases:

1   �Education and ‘product 
exploration’ - Over the last 18 
months, significant investor 
focus has been placed on better 
understanding the sustainable 
world and it nuances. From the 
classification of product types,  
to ESG ratings and metrics, to 
the technology and systems to 
effectively manage and measure 
this part of their portfolios, to 
reviewing the ever-expanding  
set of available products.  
We’ve observed a significant  
shift in ESG product adoption – 
as clients have grown more 
comfortable with the 
opportunities they are presented 
with, they have entered the space 
with conviction – as proven by 

strong flows into sustainable 
strategies across the board,  
from index to alpha-seeking.

2   �Sustainable transformation - 
What we heard during Phase one 
is that many investors wanted  
‘to do more about ESG’, but they 
faced barriers. For example, 
distributors need to scope  
out how their clients want to 
balance the concepts of ‘value’ 
(performance, costs) vs. ‘values’ 
(investing adhering to their 
beliefs). Different countries and 
client segments will likely buy 
into different combinations.

     �Another challenge is related to 
the fact that transforming an 
overall allocation goes beyond 
substituting selected products – 
swapping out traditional 
strategies with ESG ones. It 
requires investors to think across 
all three steps of the portfolio 
construction process: 

	– The definition of the  
portfolio’s objectives

	– The design of an asset allocation 
that allows for their fulfilment

	– Selection of products to  
express such asset allocation in 
‘real investments’. 

Up to now, few investors have been 
empowered to embed ESG in the first 
two steps – primarily due to the 
complexities of estimating future 
asset class and exposure returns and 
risks for ‘classic strategies’ vs. ESG 
ones. This is about to change. The 
industry continues to progress on its 
journey, and these forward views – 
often referred to as Capital Market 
Assumptions, CMAs – are starting to 
become available. This empowers 
investors to set overall ESG portfolio 
objectives and assess at asset 
allocation level what they need to  
do to achieve them.

BlackRock is one of the firms that is 
contributing to this debate and will 
start providing ESG CMAs.

Emerging theme 1

“ �The conventional view assumes that sustainability 
can be ignored: green assets will return less, and non-
green assets will have a risk premium and thus higher 
returns. We believe that is not only wrong but the 
opposite is true.”

Jean Boivin, PhD, Managing Director,  
Head of the BlackRock Investment Institute (BII)
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Increased focus on asset  
allocation - through the adoption  
of a barbelled approach
As the Wealth and Asset Management 
industry continues to undergo 
product transformation – driven by 
regulation, concepts such as ‘value 
for money’ brought to prominence 
by the increase in cost transparency, 
and lower for longer: we have 
observed investors under-taking 
soul-searching exercises to identify 
their ‘unique selling points’. Some 
clients, such as retail banks and 
large distributors, feel they are best 
placed to focus purely on 

distribution and so have looked to 
outsource the asset allocation 
decision to partners they believe 
excel in delivering performance 
through both allocation and  
product selection. 

At the same time, other investors 
have concluded that asset allocation 
and performance delivery should be 
their core business. Within this set 
of clients we have observed a 
reduction in outsourcing to 

multi-asset strategies, and a shift 
towards selecting products which 
target ‘purer’ exposures. This 
accounts for the reduction in 
allocation to multi-asset strategies 
we observed over 2019. 

We predict that over the next 12 
months this trend could intensify. 

We also predict an acceleration  
of the internalisation of asset 
allocation decisions.

Over the last 12 months we’ve observed a bifurcation of investor decisions related 
to ownership of the asset allocation process.

Emerging theme 2
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“ �Building successful multi-asset portfolios, today  
more than ever, requires us to re-think and  
re-assess investment opportunities and themes, 
beyond traditional asset class classifications. Only 
a very tailored approach, a comprehensive platform 
of offerings, solid risk management and a strong 
connection with macroeconomic views can ensure  
our solutions continue to deliver towards investors’ 
unique goals and objectives – in what looks like to be  
a complex, new world.”

Pierre Sarrau, CFA, 
Managing Director, Chief Investment Officer for Multi-Asset Strategies
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Over the past 18 months, a trend we have observed is that of un-bundling of 
portfolio risk and returns. What we mean is that investors have started to think 
about what drives their outcomes in 4 buckets – asset allocation choices, static 
tilts to factors, timing across asset classes and factors, and security selection – 
and have become more deliberate in the decisions they make themselves versus 
those they outsource to a partner.

The importance of understanding 
fixed income

In the last couple of years, we  
have observed investors increasing 
their use of ETFs to express asset 
allocation and factor views they  
want to own, while partnering with 
external managers on ‘high octane’ 
alpha strategies for security 
selection or timing choices they  
have less expertise in.

Yet, until recently this trend has 
primarily applied to equities. This is 
due to the extensive availability of 
academic research and a wider 
selection of products among  
other reasons.

In this respect, fixed income has 
been catching up.

We have witnessed a phenomenal 
growth of fixed income ETFs, as  
the product toolbox available to 

investors has expanded, and a focus 
on cost-effective and more precise 
portfolio construction practices  
has become pervasive. There is still 
plenty of room for growth.

Further deepening of the risk and 
performance un-bundling for fixed 
income is what we predict will be a  
key trend over the next three years. 
Key impacts will be:

	• Evolution in how managers 
generate alpha in fixed income 
sleeves within multi-asset 
propositions. Cost-effective and 
precise index strategies will 
become more frequently used as  
a way to express asset allocation 
and factor views in portfolios 
where the manager wants to own 
such choices; alpha-seeking 
strategies will continue to 

dominate the preferences for 
investors who see their unique 
selling point in other areas, and 
choose to outsource such crucial 
choices to a trusted partner.

	• An expansion in the availability of 
fixed income investment tools. 
This will be as a result of the 
growing demand and progress in 
data quality and availability and 
risk and investment management 
technologies, particularly in the 
indexing space where more 
granularity of exposures will 
become available.

	• Continued evolution of alpha-
seeking strategies, as greater 
availability of benchmarks 
empowers enhanced use of ETFs 
as a tool to express active choices.

Emerging theme 3
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“ �As availability of data and technology evolve, systematic returns 
can more and more be accessed in a cost efficient manner through 
indexing. This is transforming what it means to be active – using 
index vehicles like ETFs to implement asset/factor allocation choices 
– and pivoting alpha generation to focus on idiosyncratic returns. 
This evolution ultimately will benefit all investors, and be a catalyst 
of further indexing acceleration – where we see penetration in wealth 
portfolios in Europe growing from ~10% by 3x over the next 5 years.”

Stephen Cohen,  
Managing Director, Head of EMEA iShares
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Conclusions
Thank you for coming on this journey with us!

We hope the insights we have presented contribute to your reflections on the  
importance of measuring, continuously monitoring and managing risks; and of  
focusing on implementing superior asset allocation and product choices. 

The portfolio made of the best funds is rarely the best portfolio – as investment  
vehicles interact with one another, moving in ways that might not be expected,  
especially at times of regime change or exogenous market shocks such as COVID-19.

In the months to come, many investors will radically evolve their asset allocation  
and portfolio construction practices. Transformational changes in relation  
to Fixed Income, Factor and Sustainable investing, and asset allocation  
out-/in-sourcing choices – already in motion before the current crisis – will  
see significant acceleration.

The challenge in front of us all is immense. Yet, this environment arguably  
also presents unparalleled opportunities to build towards superior long term  
outcomes for the end client.

We look forward to continuing this exciting journey together – and we thank you  
for the trust you have put in us through our partnership.
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Appendix

Portfolio 
Analysis
Portfolios represented by regions
Regions 2018 2019

Europe ex UK 239 214

UK 154 145

Total Portfolios 393 359

Portfolios represented by risk models
Tags 2018 2019

Conservative 101 78

Moderate 184 172

Aggressive 108 109

Total Portfolios 393 359

Portfolios represented by average ESG score (6.2)

Tags Above average ESG score Below average ESG score

Conservative 45 33

Moderate 119 53

Aggressive 69 40

Source: BPAS, portfolios received from January 2018 – December 2019. For illustrative purposes only.
Methodologies and assumptions: MSCI ESG Quality Score:1 The MSCI ESG Quality Score measures the ability of a 
company to manage key medium- to long-term risks and opportunities arising from environmental, social, and governance 
factors. The Fund ESG Quality Score is calculated as the weighted average of the underlying holding’s ESG Scores. The 
Fund ESG Quality Score is provided on a 0-10 score, with 0 and 10 being the respective lowest and highest possible 
fund scores. MSCI rates underlying holdings according to their exposure to 37 industry specific ESG risks and their 
ability to manage those risks relative to peers. These issuer-level ESG ratings correspond to an issuer-level ESG Score. 
Emissions Intensity (Sales):2 A portfolio’s Weighted Average Carbon Emissions Intensity by Sales is achieved by 
calculating the carbon intensity (Scope 1 + 2 Emissions / $M Sales) for each portfolio company and calculating the 
weighted average by portfolio weight. The underlying holdings’ Emissions Intensity data is sourced from MSCI. 
Emissions Scope: Emissions Intensity by Sales and Total Capital cover Scope 1 + 2 Emissions where scopes are defined 
as indicated below:
Scope 1 emissions are those from sources owned or controlled by the company, typically direct combustion of fuel as in 
a furnace or vehicle.
Scope 2 emissions are those caused by the generation of electricity purchased by the company.
Scope 3 emissions include an array of indirect emissions resulting from activities such as business travel, distribution of 
products by third parties, and downstream use of a company’s products (i.e. by customers).
Review the MSCI methodology behind the Sustainability Characteristics:  1 https://www.msci.com/esg-ratings;   
2 https://www.msci.com/index-carbon-footprint-metrics
Certain information ©2020 MSCI ESG Research LLC. Reproduced by permission; no further distribution.
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Looking  
for insights 
into your 
portfolio?
BPAS aim to help our clients seek to achieve their investment 
goals, by using:

BlackRock’s portfolio construction expertise: helping with 
asset allocation using custom objectives and constraints 
from our clients, and leveraging clients’ capital market 
assumptions or BlackRock’s 

Aladdin: multi-asset investment management and risk 
platform which aids in understanding the risk drivers of your 
portfolio and benchmark

BlackRock products: using index, factor and alpha-seeking 
strategies across multiple asset classes

If you are interested in a consultation with the BPAS team, 
please contact your BlackRock representative. 

While proprietary technology platforms may help manage risk, risk 
cannot be eliminated. Risk management cannot fully eliminate the 
risk of investment loss.

	 Appendix	 41
MKTGM0520E-1193972-41/44



FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

BlackRock  
Portfolio Analysis  
and Solutions  
team

Source: BPAS, as at March 2020. Subject to change.

Florian 
Bitsch

Monia 
Gallaire

Aye  
Mon Myo

Anita 
Rana, CAIA

Christiaan 
Wiebols 

Bence 
Babics

Mohamed 
Elsaadany

Dr. Stephanie 
Lang

Varia 
Pechurina

Charlotte 
Tribley, CFA

Gavin 
Crawford

Gabor 
Koppanyi, 
CFA, FRM

Ben 
Pearson

James 
Sellick

Ursula 
Marchioni

Marina 
Evtimova

42	 Portfolio insights | Asset allocation and trends within EMEA portfolios, 2020 Edition
MKTGM0520E-1193972-42/44



FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

	 Appendix	 43

Want to know more?
If you are looking to make changes to your portfolio, or would be interested in better understanding how their existing 
portfolio might be impacted within these current markets, speak with your BlackRock Relationship Manager and 
request a BPAS Portfolio Consultation today. 

Risk Warnings
Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. The 
investor may not get back the amount originally invested. 

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration 
when selecting a product or strategy. 

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. 
Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an investment may fall 
suddenly and substantially. Levels and basis of taxation may change from time to time.

Regulatory Information
This material is for distribution to Professional Clients (as defined by the Financial Conduct Authority or MiFID 
Rules) only and should not be relied upon by any other persons.

BlackRock Investment Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority 
(‘FCA’), having its registered office at 12 Throgmorton Avenue, London, EC2N 2DL, England, Tel +44 (0)20 7743 3000. 
For your protection, calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management 
(UK) Limited.

Until 31 December 2020, Issued by BlackRock Advisors (UK) Limited, which is authorised and regulated by the Financial 
Conduct Authority (‘FCA’), having its registered office at 12 Throgmorton Avenue, London, EC2N 2DL, England, Tel +44 
(0)20 7743 3000, has issued this document for access by Professional Clients only and no other person should rely 
upon the information contained within it. For your protection, calls are usually recorded. Please refer to the Financial 
Conduct Authority website for a list of authorised activities conducted by BlackRock.

From 31 December 2020, in the event the United Kingdom and the European Union do not enter into an arrangement 
which permits United Kingdom firms to offer and provide financial services into the European Union, the issuer of this 
material is:

(i) BlackRock Investment Management (UK) Limited for all outside of the European Union; and 

(ii) BlackRock (Netherlands) B.V. for in the European Union,

BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. 
Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-549-5200. Trade Register No. 
17068311. For your protection telephone calls are usually recorded.

For investors in Israel
BlackRock Investment Management (UK) Limited is not licensed under Israel’s Regulation of Investment Advice, Investment 
Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.

For investors in Switzerland
This document is marketing material. This document shall be exclusively made available to, and directed at, qualified 
investors as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended.

Certain information, such as ESG Ratings, ESG Scores and Emissions Intensity contained herein (the “Information”) 
has been provided by MSCI ESG Research LLC, a RIA (Registered Investment Advisor) under the Investment Advisers 
Act of 1940, and may include data from its affiliates (including MSCI Inc. and its subsidiaries (“MSCI”)), or third party 
suppliers (each an “Information Provider”), and it may not be reproduced or redisseminated in whole or in part without 
prior written permission. The Information has not been submitted to, nor received approval from, the US SEC (Securities 
and Exchange Commission) or any other regulatory body. The Information may not be used to create any derivative 
works, or in connection with, nor does it constitute, an offer to buy or sell, or a promotion or recommendation of, any 
security, financial instrument or product or trading strategy, nor should it be taken as an indication or guarantee of 
any future performance, analysis, forecast or prediction. Some funds may be based on or linked to MSCI indexes, and 
MSCI may be compensated based on the fund’s assets under management or other measures. MSCI has established 
an information barrier between equity index research and certain Information. None of the Information in and of itself 
can be used to determine which securities to buy or sell or when to buy or sell them. The Information is provided “as is” 
and the user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. 
Neither MSCI ESG Research nor any Information Party makes any representations or express or implied warranties 
(which are expressly disclaimed), nor shall they incur liability for any errors or omissions in the Information, or for any 
damages related thereto. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded 
or limited.
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blackrock.com

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The 
results of such research are being made available only incidentally. The views expressed do not constitute investment 
or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock 
Group or any part thereof and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any 
BlackRock funds and has not been prepared in connection with any such offer.

FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY

©2020 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD ON 
BLACKROCK and SO WHAT DO I DO WITH MY MONEY are registered and unregistered trademarks of BlackRock, 
Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners. 
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