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*  Return horizon: 31 December 2012 to 31 December 2013 and 31 December 2013 to 31 December 2014 respectively.
Source: BlackRock estimates, Barclays POINT, Bloomberg, as of 12/01/2015. Past performance is not indicative of future returns

Global government bond returns 2013 and 2014

Fixed income is no longer the safe haven that investors 
perceive
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Is this really what your 
clients are investing in 

bonds for?
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Central bank policy rates – divergence to come?
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Developed market policy rates 2006 – 2015 

“…one lesson is that we 
should get used to periods of 
higher volatility. At very low 
levels of interest rates, asset 
prices tend to show higher 
volatility…” 

- Mario Draghi, President 
of the ECB, ECB Press 
Conference 3 June 2015



Prolonged again - when will the Fed hike rates?

Source: Deutsche Bank Research, Bloomberg, as of 30 September 2015. 

Rates markets have been pricing in Fed liftoff since 2009
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Source: Bank of America Merrill Lynch Global Research as of 08 September 2015.

Global FX volatility is at the highest for non-crisis periods in 20 years

Volatility and dispersion have returned with a bang

6

GDP-weighted range-based FX Volatility for the largest 20 countries in the world 
(range = diff between high and low over a 52 week window)
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Sources: BlackRock Investment Institute, Barclays and Thomson Reuters, 31 March 2015. The bars show market capitalisation weights of assets with an average annual yield over 4% in a select universe that represents 
about 70% of the Barclays Multiverse Bond Index. Euro core is based on French and German government debt indexes. Euro peripheral is an average of government debt indexes for Italy, Spain and Ireland. Emerging 
markets combine external and local currency debt.

Fixed income assets yielding over 4%, 1999-2015

Finding a decent yield means taking a lot more risk 
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Unconstrained investing



For fixed income, this leads us to some principles for 
a new approach

Be Flexible Remove benchmark
constraints

Deliver consistent, high risk-adjusted returns in all environments

Be Diversified Seek out best opportunities globally
Seek a low correlation to traditional fixed income indices

Retain the general risk profile of conservative fixed income investments

Mitigate Losses Aim to hedge tail-risk and control volatility to deliver
attractive risk-adjusted returns

Retain “Tail-risk” hedge characteristics
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“Total Return” versus “Absolute Return”
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Absolute Return

 Positive returns with an emphasis on alpha

 Targeting low / zero correlation with beta

 Long /short strategies through derivatives 

 Flexible duration bands

 Working to avoid capital losses

 Lower volatility

 Positive returns driven by beta and alpha

 Targeting low market correlation

 Flexible beta allocations enhanced by alpha strategies 

 Wide duration bands

 Working to minimise capital losses

 Moderate volatility

Total Return

Unconstrained fixed income approaches

Risk Management framework
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Global fixed income can offer a much more diverse opportunity set 
than traditional benchmarked products can typically access
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Global Opportunity set

Traditional US fixed income
Largest single bond market globally with breadth and depth of sectors

Core
 Government bonds
 Investment grade credit
 Agency MBS
 Municipal bonds

Plus sectors
 High yield
 Securitised products

Traditional global fixed income
Add in country and regional diversification by government and corporate bonds and by hard and local currency in EM

Global
 Sovereigns
 Asian credit
 European credit

Emerging market
 Sovereigns
 Credit

Non-traditional Fixed Income
Use non-traditional strategies to control risk and add diversification

Macro RV
 Duration / Yield curve
 Sovereign / Credit
 FX
 Equity

Relative Value
 Beta neutral
 Long, short relative value
 Capital structure arbitrage
 Systematic trading
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Yields Duration

Credit Spread Typical risk (1 ann standard deviation)**

Typical characteristics

Source: Bloomberg as at 31 May 2015. Indices/ Funds used: GARBF: BSF Global Absolute Return Bond Fund X2 EUR class net of fees, FIGO: BGF Fixed Income Global Opportunities Fund, D2 EUR hedged class net of 
fees, Cash: 3m Euribor, US IG Corporates: Barclays U.S. Agg. Index EUR hedged, Global Gov’t Bonds: Barclays Global Agg Treasuries Index EUR hedged, Global IG Corporates: Barclays Global Agg Corporates Index EUR 
hedged, Short Dur Credit: Barclays Global Agg 1-3 year xMBS x Tsy Index EUR hedged. Period utilised: 31 May 2013 – 31 August 2015. 
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A flexible solution avoids the rates-dominated risk profile 
of traditional indices 

*  Yield to Worst as of 30 June 2015. Yields for fixed income indexes are yield-to-worst, calculated based on all possible call dates, reflecting lowest potential yield that can be received without the issuer actually defaulting.
# The above pie charts show the distribution of Stand Alone Risk within the Barclays Global Aggregate and BGF FIGO. Source: BlackRock Solutions (BRS); Ex-ante value-at-risk (1 standard deviation) based on the BRS 

Portfolio Risk model average contribution to risk
All data as of 30 June 2015. Source BlackRock
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Risk allocation for Barclays Global Aggregate index (EUR Hedged) Risk allocation for BlackRock total return strategy

US Rates
Non-US Rates
Volatility
FX
CMBS
ABS
Mortgages
EM
IG
HY
Swap Spreads
Inflation
Non-Agency
Equity
Commodity

US Rates

Non-US Rates

Volatility

FX

CMBS

ABS

Mortgages

EM

IG

HY

Swap Spreads

Barclays Global Agg. Index Global Total Return
Duration 6.23 years 0.77 years

Yield* 1.74% 1.81%

Risk# 336 bps 130 bps

 89% of the portfolio is concentrated in interest rates
(i.e. duration risk)

 Flexibility and diversification results into attractive risk adjusted returns
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Strategy Examples



Opportunities in peripheral European corporate bonds
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The outcome we seek: consistent positive returns; 
downside protection
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BlackRock, Bloomberg, as at 31 August 2015. Rising rate defined as any increase of 25 basis points or more in 10-year US Treasury Yields. Performance shown for the A2 USD share of BGF FIGO, net of fees 
and expenses.

Performance during periods of rising interest rates (10 year US treasury yield increase > 25 bps)
Yield increase:
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+40bps
(19/07/13 -
19/08/13)

+29bps
(27/08/13 -
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+52bps
(29/10/13 -
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+28bps
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BlackRock Total Return Strategy Global Global Agg EUR hdg



BlackRock Unconstrained Fixed Income Platform
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BlackRock product names: Global Absolute Return Bond (GARBF), Fixed Income Global Opportunities (FIGO), Fixed Income Strategies Fund (FISF), EM Flexi Dynamic, European Credit Strategies (ECS), Obsidian.

Global Absolute Return
Global multi-sector, multi-strategy, long / short alpha 
strategies. Fundamental and quantitative in style

Target Return and Risk:
LIBOR + 3-5%; Typical volatility 1-3%

Duration Management:
+/- 2 year, typically around 0
Max +/- 5 years
Market Exposure:
Low Beta

Global Total Return
Global multi-sector, multi-strategy approach.  Traditional 
investment style combined with alpha opportunities

Target Return and Risk:
LIBOR +4-6%; Typical volatility 2-4%

Duration Management:
Max -2 to +7 years
Typically 0 to 3 years

Market Exposure:
Moderate Beta

Euro Total Return
Diversified sources of relative value within Euro fixed 
income market.  Based on fundamental analysis

Target Return and Risk:
EONIA + 3-4%; Typical volatility 1-3%

Duration Management:
Duration neutral staring point
Typically -0.5 and +1.5 years

Market Exposure:
Beta: Low (non-Euro)/Moderate (Euro)

EM Total Return
Global EM multi sector, multi strategy. Thematic style 
providing total return and income

Target Return and Risk:
LIBOR + 5-7%; Typical volatility 6-10%

Duration Management:
0-10 years

Market Exposure:
Moderate EM Beta

Euro Credit Absolute Return
Captures a diversified long/short opportunity set across 
liquid European credit markets

Target Return and Risk:
8-10% absolute; Typical volatility 2-5%

Duration Management:
Interest rate hedged

Market Exposure:
Market neutral across the credit cycle

Total Return Hedge Fund
Fundamental global fixed income hedge fund. Employs a 
combination of relative value and directional strategies.

Target Return and Risk:
10-12% absolute; typical volatility 8-10%

Duration Management:
Max +/- the duration of a 5 year Treasury

Market Exposure:
Low Beta, opportunistic across sectors
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Looking forward

Source: BlackRock as at September 2015

Europe (periphery)
Peripheral sovereigns have been 
making progress with reforms and 
ECB QE

US
How will the fed react to US 
labour market

UK
Strong economic momentum, BoE 
rate hike priced to the end of 2016

China – can policy makers 
continue to steer the economy?

Japan
Large QE Programme enough 
to spur inflation and growth
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Europe (core)
German Bunds with low yields, re-
pricing of longer end, increase of 
volatility.  Opportunities in credit

Australia
Commodity boom over, Chinese growth 
concerns, supportive central bank

Emerging Markets
Selective positioning within EM
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This material is for distribution to Professional Clients and should not be relied upon by any other persons.

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: 020 7743 3000. Registered in England No. 2020394. For 
your protection telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited.

Past performance is not a guide to future performance. The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get back the amount originally invested. 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.

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.

BlackRock Global Funds  (BGF) is an open-ended investment companies established in Luxembourg which is available for sale in certain jurisdictions only. BGF is not available for sale in the U.S. or to U.S. persons. Product information concerning 
BGF should not be published in the U.S. It is recognised under Section 264 of the Financial Services and Markets Act 2000. BlackRock Investment Management (UK) Limited is the UK distributor of BGF. Most of the protections provided by the UK 
regulatory system, and the compensation under the Financial Services Compensation Scheme, will not be available. A limited range of BGF sub-funds have a reporting fund status A sterling share class that seeks to comply with UK Reporting Fund 
Status requirements. Subscriptions in BGF are valid only if made on the basis of the current Prospectus, the most recent financial reports and the Key Investor Information Document, which are available on our website. Prospectuses, Key Investor 
Information Documents and application forms may not be available to investors in certain jurisdictions where the Fund in question has not been authorised.

BGF Fixed Income Global Opportunities Fund invests a large portion of assets which are denominated in other currencies; hence changes in the relevant exchange rate will affect the value of the investment. 

The fund invests in fixed interest securities issued by companies which, compared to bonds issued or guaranteed by governments, are exposed to greater risk of default in the repayment of the capital provided to the company or interest payments 
due to the fund.  

The fund invests in high yielding bonds. Companies who issue higher yield bonds typically have an increased risk of defaulting on repayments. In the event of default, the value of your investment may reduce.  Economic conditions and interest rate 
levels may also impact significantly the values of high yield bonds. 

The fund invests in fixed interest securities such as corporate or government bonds which pay a fixed or variable rate of interest (also known as the ‘coupon’) and behave similarly to a loan. These securities are therefore exposed to changes in interest
rates which will affect the value of any securities held. 

The fund may invest in structured credit products such as asset backed securities (‘ABS’) which pool together mortgages and other debts into single or multiple series credit products which are then passed on to investors, normally in return for interest
payments based on the cash flows from the underlying assets. These securities have similar characteristics to corporate bonds but carry greater risk as the details of the underlying loans is unknown, although loans with similar terms are typically 
packaged together. The stability of returns from ABS are not only dependent on changes in interest-rates but also changes in the repayments of the underlying loans as a result of changes in economic conditions or the circumstances of the holder of 
the loan. These securities can therefore be more sensitive to economic events, may be subject to severe price movements and can be more difficult and/or more expensive to sell in difficult markets. 

Important Notes



This material is for distribution to Professional Clients and Qualified Investors (as defined by the FCA Rules) and should not be relied upon by any other persons.

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority.  Registered office: 12 Throgmorton Avenue, London, EC2N 2DL.  Tel: 020 7743 3000.  
Registered in England No. 2020394.  For your protection telephone calls are usually recorded.  BlackRock is a trading name of BlackRock Investment Management (UK) Limited.

Past performance is not a guide to future performance.  The value of investments and the income from them can fall as well as rise and is not guaranteed.  You may not get back the amount originally invested.  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.

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.

BlackRock Strategic Funds (BSF) is an open-ended investment company established in Luxembourg which is available for sale in certain jurisdictions only. BSF is not available for sale in the U.S. or to U.S. persons.
Product information concerning BSF should not be published in the U.S. It is recognised under Section 264 of the Financial Services and Markets Act 2000. BlackRock Investment Management (UK) Limited is the UK
distributor of BSF. Most of the protections provided by the UK regulatory system, and the compensation under the Financial Services Compensation Scheme, will not be available. A limited range of BSF sub-funds have
a reporting fund status A sterling share class that seeks to comply with UK Reporting Fund Status requirements. Subscriptions in BSF are valid only if made on the basis of the current Prospectus, the most recent
financial reports and the Key Investor Information Document, which are available on our website. Prospectuses, Key Investor Information Documents and application forms may not be available to investors in certain
jurisdictions where the Fund in question has not been authorised.

► Exchange Rate Risk: The fund invests a large portion of assets which are denominated in other currencies; hence changes in the relevant exchange rate will affect the value of the investment.

► Interest Rate Risk: The fund invests in fixed interest securities such as corporate or government bonds which pay a fixed or variable rate of interest (also known as the ‘coupon’) and behave similarly to a loan. These
securities are therefore exposed to changes in interest rates which will affect the value of any securities held.

► High Yield Bond: The fund invests in high yielding bonds. Companies who issue higher yield bonds typically have an increased risk of defaulting on repayments. In the event of default, the value of your investment
may reduce. Economic conditions and interest rate levels may also impact significantly the values of high yield bonds.

► Liquidity Risk: The fund investments may be subject to liquidity constraints, which means that shares may trade less frequently and in small volumes, for instance smaller companies. As a result, changes in the value
of investments may be more unpredictable. In certain cases, it may not be possible to sell the security at the last market price quoted or at a value considered to be fairest.

Important Information
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Important Notes

Issued in Switzerland by the representative office BlackRock Asset Management Schweiz AG, Bahnhofstrasse 39, CH-8001 Zürich from where the Company's Prospectus, Key Investor Information Document, Articles of Association, Annual Report 
and Interim Report are available free of charge. Paying Agent in Switzerland is JPMorgan Chase Bank, National Association, Columbus, Zurich Branch Switzerland, Dreikönigstrasse 21, CH-8002 Zurich.
BGF has been registered on the official list of the Financial Supervision Commission (Komisja Nadzoru Finansowego) for distribution in Poland.  Issued in Poland by the representative office BlackRock Investment Management (UK) Limited, Dubiński, 
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factsheet is for information purposes only and does not constitute an offer of shares in the Fund in Singapore. For your protection, telephone calls are usually recorded. 
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Am Stadtpark 9.
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upon by any other persons or redistributed to retail clients in Hong Kong. For Hong Kong investors, please refer to the BlackRock Global Funds Prospectus for details, including risk factors. 
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'Professional Clients' and no other person should rely upon the information contained within it. Neither the DFCA or any other authority or regulator located in the GCC or MENA region has approved this information. 
This is a financial promotion. For further information, the prospectus, Key Investor Information Document, annual report and semi-annual report can be obtained free of charge in hardcopy form from the German information centre: BlackRock 
Investment Management (UK) Limited, German Branch, Frankfurt am Main, Bockenheimer Landstraße 2–4, 60306 Frankfurt am Main.The paying agent in Germany is J.P. Morgan AG, CIB / Investor Services – Trustee & Fiduciary, Taunustor 1 
(Taunus Turm), D-60310 Frankfurt am Main. 
The risk indicator show on this document refers to the A share class of the Fund. Higher or lower risk may apply to the other share classes of the Fund. Issued in the Netherlands by the Amsterdam branch office of BlackRock Investment Management 
(UK) Limited: Amstelplein 1, 1096 HA Amsterdam, Tel: 020 - 549 5200.
BlackRock Global Funds ("BGF") is a UCITS (icbe) as defined in section 1:1 Financial Markets Supervision Act (Wet op het financieel toezicht; "FMSA"). BGF and its sub funds are listed in the register as defined in section 1:107 FMSA. Please refer to 
the Key Investor Information Document (essentiële beleggersinformatie; "EBI") for further information about BGF and its sub funds. The prospectus and EBI of BGF and its sub funds are available on BlackRock's website www.blackrock.nl. All financial 
investments contain a certain risk. The value of the assets managed by BGF and its sub funds may greatly fluctuate as a result of the investment policy and your initial investment is not guaranteed.

This information and associated materials have been provided to you at your express request, and for your exclusive use. This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such 
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