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THE PORTFOLIO VIEW *:

Unbundling your fixed income risks:
Know what works for your portfolio
BlackRock Portfolio Analysis & Solutions, March 2020
* A series of short papers to provide a high-level view on themes and topics BlackRock believes you should
consider when implementing changes to your Asset Allocation, and on which we can assist you.

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.
The ability of government bonds to generate income in a suppressed yield environment has been challenged
and has pushed investors to potentially shift fixed income allocations into higher-yielding asset classes such
as: investment grade credit, high yield, and emerging markets debt. Yet, such a move needs to be considered
alongside the potential protection government bonds can provide in a multi-asset context. Regular
assessments and balancing of these two objectives is paramount, together with a monitoring of unintended
bets that could materialise as markets dislocate, distancing the portfolio from its liquidity, risk, costs, income,
and alpha generation targets.
US Treasuries were impacted by the market weakness in March, yet, historically, they have proven to be a “safe
haven” to weather heightened market volatility. While US Treasuries are not immune to risk, their addition to a
predominantly European-focused Fixed Income portfolio still has the potential to enhance diversification
through both on-boarding of US currency and US rates exposures. From a long-term perspective, and if we
continue to see the expansion of monetary policy globally, accompanied by increasing fiscal stimulus,
inflation-linked government bonds could be an alternative asset class to consider. As we approach a lower
bound on rates, that could diminish the attractiveness of nominal government bonds, we invite investors to
assess the potential of such exposures in the context of their portfolios, un-bundling the overall risks of their
Fixed Income allocations across factors such as rates, inflation, credit, and currency.
Allocation compositions:

Client Case Study – Part 1
Get to know your Fixed Income risks
We have helped several clients explore how the risk profile of their Fixed
Income allocation can evolve as different sectors / exposure are added.

Evolution of fixed income risk contributions
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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
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Source: BlackRock, as at 31/07/2020. Risk factor contribution as at 31/12/2019. For illustrative purposes only.
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An additional helpful perspective in this assessment comes from observing the behaviours of different Fixed
Income allocations under given stress scenarios.

Client Case Study – Part 2
What if?
We have worked with several clients to test their portfolios, particularly on helping to understand their Fixed
Income allocations under different scenarios, including extreme historical ones such as the 2008 global
recession. Based on the results, when testing the six allocations defined in the previous Client Case Study in
the context 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 - long term, investors may wish to consider :
1. Adding US Rates or US TIPS exposures to a predominantly European Fixed Income allocation, which
could potentially enhance diversification and may offer defence even in extreme market downturns. See
Portfolios 5 and 6 below, where the negative P&L effect from the equity and spread sell offs is reduced,
almost to the level of Portfolio 1.
2. 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. See Portfolios 2, 3, and 4
below.
3. The FX risk factor is a significant contributor to portfolio risk – yet, in certain scenarios, can partially
offset losses (similarly 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-consider their
currency exposures especially as dollar hedging costs vs Euro have been falling since mid-2019. See
Portfolios 5 and 6 below.

Stress Test Impact – Recession 2008
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Scenario definition:
2008 Recession Scenario: 3 December 2007 – 9 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.
Source: BlackRock, as at 31/07/2020. For illustrative purposes only.
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Want to know more?
If you are looking to make changes to your portfolio, or would be interested in better
understanding how your 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. Investors 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.
Important Information
This material is for distribution to Professional Clients (as defined by the Financial Conduct
Authority or MiFID Rules) and Qualified Investors only and should not be relied upon by any other
persons.
Until 31 December 2020, issued by BlackRock Investment Management (UK) Limited, authorised and
regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N
2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 02020394. For your protection
telephone 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 Economic Area, the issuer of this material is:
(i) BlackRock Investment Management (UK) Limited for all outside of the European Economic Area; and
(ii) BlackRock (Netherlands) B.V. for in the European Economic Area,
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: 31-20-5495200. Trade Register No. 17068311 For your protection telephone calls are usually recorded.
For qualified 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.
For investors in Israel: BlackRock Investment Management (UK) Limited is not licenced under Israel's
Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 5755-1995
(the “Advice Law”), nor does it carry insurance thereunder.

[ADD CONTACTS]
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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.

© 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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