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Maturities Matter

The latest quarterly update of the BlackRock Sovereign Risk Index (BSRI)
highlights France, Japan, Indonesia and selected others among the 48
countries we track. Try our interactive BSRI to view individual country scores,
compare two countries and sort rankings by index components.

Our main headlines for the quarter ended 31 March:

) France slid for a third quarter in a row, dropping two spots to 29th place. It
was dragged down by an increased external debt burden, a relative
worsening of its maturity profile and weakening financial sector health.

) Belgium and Austria each fell two spots, also hurt by increased external
debt burdens.

» Denmark offered a mirror image of France. It rose to 11th place due to an
improved debt term structure and healthier financial sector.

) Japan bounced back to 33rd place on the back of the new government’s
clear mandate and appetite for change. Other metrics worsened.

) Indonesia fell three spots, the most of any country, to 36th place on across-
the-board weakness. The risk of a credit bubble is of particular concern.

Drawing on a pool of financial data, surveys and political insights, the BSRI
provides investors with a framework for tracking sovereign credit risk. The
index uses more than 30 quantitative measures, complemented by qualitative
insights from third-party sources.

The index breaks down the data into four main categories that each count
toward a country’s final BSRI score and ranking: Fiscal Space (40%),
Willingness to Pay (30%), External Finance Position (20%) and Financial
Sector Health (10%).

) Fiscal Space includes metrics such as debt to gross domestic product
(GDP), the debt’s term structure, tax revenues and dependency ratios.

» Willingness to Pay measures a government’s perceived effectiveness and
stability, and factors such as perceived corruption.

) External Finance Position includes exposure to foreign currency debt and
the state of the current account balance.

) Financial Sector Health gauges the banking system’s strength.

For full descriptions, see Introducing the BlackRock Sovereign Risk Index of
June 2011. The BSRI's inputs are updated at irregular intervals, meaning some
changes may only reflect the timing of data releases. Small changes in scores
can spur big changes in rankings, as many issuers are bunched together in the
index. The BSRI is not meant to forecast the creditworthiness of countries.

BLACKROCK INVESTMENT INSTITUTE

The BlackRock Investment Institute leverages the firm’s expertise across asset classes, client groups and
regions. The Institute’s goal is to produce information that makes BlackRock’s portfolio managers better
investors and helps deliver positive investment results for clients.
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IT’S ALL RELATIVE

France slipped two notches to 29th place, landing in the
BSRI’s fourth quintile. France’s scores declined across
the board (see the chart on the right), but two factors in
particular stuck out:

) Worsening external finances
) Deteriorating financial sector health

France’s external debt burden increased. This includes
quasi-external debt, or euro-denominated debt that we
have designated as external for eurozone countries in
proportion to their likely influence on central bank
policies. France extended its maturity profile slightly, but
made less headway than other countries. This caused
France’s relative external debt profile to worsen. The BSRI
is a relative index, so a positive move by one country can
hurt another’s score. Maturities matter: More debt
coming due sooner gives a government less time to
decide if and how to restructure debt, retool the economy
or implement spending cuts.

MAPPING SOVEREIGN RISK
BSRI Country Rankings by Quintile
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France’s Financial Sector Health score also deteriorated.
Credit to the private sector as a percentage of GDP has
increased over the past three years — whereas it has
fallen in other countries (such as the United States). It is
far from a credit bubble — but increases the risk of one.

Aside from funding pressures, the Achilles heel of
France’s banks has been exposure to Europe’s southern-
tier countries. Banks have cut this exposure but still were
owed 348 billion euros as of September 2012, according
to a Moody’s analysis in March 2013.

Belgium and Austria also moved down in the rankings by
two spots each, primarily because of increases in their
(quasi)-external debt burdens. They are by no means
alone in their weak external finance scores. All eurozone
countries tracked by the BSRI have negative scores in this
area -- except Europe’s de-facto paymaster, Germany.
See the chart on the right.

NORDIC LIGHTS

Developed Europe’s Fiscal Space Scores
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JAPAN FLIPS BACK

Japan swung back to 33rd place, halting a two-quarter
slide. The reason was a jump in the country’s Willingness
to Pay score. See the chart on the right. This was
triggered by the landslide election of Prime Minister Abe
Shinzo with a clear mandate to rev up the economy
through quantitative easing and inflation targeting.

It remains to be seen if “Abenomics” will work. One thing
is for sure: Japan's planned $1 trillion-plus monetary
stimulus indicates a radical break with the past -- and
could reverberate through global markets.

Japan’s other metrics worsened. Its Fiscal Space score
edged down as net debt rose to 138% of GDP, from 135%.
On the plus side, the country’s projected budget deficit
decreased to (a still high) 8.9%, from 9.4%.
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EXTERNAL FLAWS

Eurozone’s External Finance Scores
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DANISH DYNAMITE

Denmark offered a mirror image of France in the quarter.
It rose two spots to 11th place due to improved external
finance and banking sector scores. The first was driven
by a big improvement in Denmark’s term structure as
bonds maturing in less than two years dropped by about
half to less than 5% of GDP. The country’s financial sector
health also improved, thanks to a decrease in private
sector credit as a percentage of GDP.

Despite these improvements, Denmark’s external finance
and financial sector scores remain challenged. Denmark
is trailing other Nordic nations on the key Fiscal Space
metric as well. See the chart on the left. Overall, however,
Denmark ranks near the top of the BSRI due to its healthy
fiscal position (government debt is less than 50% of GDP,
for starters).

JAPAN: THE AUDACITY OF HOPE
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RUNNING AMOK?

Indonesia sank three spots to 36th place - its lowest
ranking since we started the index in 2011. The main
driver for the quarterly move was its worsening Financial
Sector Health score. Heady credit growth pushed up its
loans-to-deposit ratio to 98.1% of GDP, from 92.2%. The
country’s projected current account deficit increased to
1.95% of GDP, from 1.61%.

Risk of a credit bubble dominated debate about
Indonesia at a March 2013 gathering of leading
BlackRock emerging market portfolio managers.

So far, markets have mostly shrugged off any worries.
Indonesian equities were the second-best emerging
market performer in the first quarter (after the
Philippines), up 13.4% in US dollar terms. The total
return on Indonesian dollar debt was -3.4% in the period,
however.

The main reason for Indonesia’s low overall ranking is a
weak Willingness to Pay score. The country is not unique
in this: just five out of 25 emerging markets tracked by
the BSRI have a positive score in this area. See the chart
on the right.

WHO’S UP AND WHO’S DOWN
BlackRock Sovereign Risk Index Rankings, March 2013

TO PAY OR NOT TO PAY
Emerging Markets’ Willingness to Pay Scores
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Sources: BlackRock, Bloomberg, IMF, World Bank, central banks, Eurostat, BIS, Consensus Economics, UN, Moody’s, Standard and Poor’s, Fitch, PRS Group and

www.euromoneycountryrisk.com.
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Why BlackRock

As the world’s largest investment manager, we believe it’s our responsibility
to help investors of all sizes succeed in the New World of Investing. We were
built to provide the global market insight, breadth of capabilities, unbiased
investment advice and deep risk management expertise these times require.

The Resources You Need for a New World of Investing

Investing with BlackRock gives you access to every asset class, geography
and investment style, as well as extensive market intelligence and risk
analysis, to help build the dynamic, diverse portfolios these times require.

The Best Thinking You Need to Uncover Opportunity

With deep roots in all corners of the globe, our 100 investment teams in 30
countries share their best thinking to translate local insight into actionable
ideas that strive to deliver better, more consistent returns over time.

The Risk Management You Need to Invest with Clarity

With more than 1,000 risk professionals and premier risk management
technology, BlackRock digs deep into the data to understand the risk that
has to be managed for the returns our clients need and bring clarity to the
most daunting financial situations.

BlackRock. Investing for a New World.

This paper is part of a series prepared by the BlackRock Investment Institute and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or
solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of April 2013 and may change as subsequent conditions vary. The information and opinions
contained in this paper are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no
warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock,
its officers, employees or agents. This paper may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections and forecasts.
There is no guarantee that any forecasts made will come to pass. Reliance upon information in this paper is at the sole discretion of the reader. In the EU issued by BlackRock Investment Management
(UK) Limited (authorised and regulated by the Financial Conduct Authority). Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Registered in England No. 2020394. Tel: 020 7743 3000.
For your protection, telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. For distribution in EMEA for Professional Investors only, or
“professional clients”, as such term may apply in relevant jurisdictions.

Issued in Australia and New Zealand by BlackRock Investment Management (Australia) Limited ABN 13 006165975. This document contains general information only and is not intended to represent
general or specific investment or professional advice. The information does not take into account any individual’s financial circumstances or goals. An assessment should be made as to whether the
information is appropriate in individual circumstances and consideration should be given to talking to a financial or other professional adviser before making an investment decision. In New Zealand, this
information is provided for registered financial service providers only. To the extent the provision of this information represents the provision of a financial adviser service, it is provided for wholesale clients
only. In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this document is issued by BlackRock (Hong Kong) Limited and has not been
reviewed by the Securities and Futures Commission of Hong Kong. In Canada, this material is intended for permitted clients only.

In Latin America, for Institutional and Professional Investors only. This material is solely for educational purposes and does not constitute investment advice, or an offer or a solicitation 1o sell or a solicitation
of an offer to buy any shares of any funds (nor shall any such shares be offered or sold to any person) in any jurisdiction within Latin America in which such an offer, solicitation, purchase or sale would
be unlawful under the securities laws of that jurisdiction. If any funds are mentioned or inferred to in this material, it is possible that some or all of the funds have not been registered with the securities
regulator of Brazil, Chile, Colombia, Mexico, Peru or any other securities regulator in any Latin American country, and thus, might not be publicly offered within any such country. The securities regulators
of such countries have not confirmed the accuracy of any information contained herein. No information discussed herein can be provided to the general public in Latin America.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax situation. Investment involves risk. The two main
risks related to fixed income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility
that the issuer of the bond will not be able to make principal and interest payments. International investing involves risks, including risks related to foreign currency, limited liquidity, less government
regulation, and the possibility of substantial volatility due to adverse political, economic or other developments. These risks are often heightened for investments in emerging/developing markets or
smaller capital markets.
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