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executive Summary

}  the setbacks many fixed income investors suffered in may and June of 2013 
confirmed the dangers now embedded in traditional core bond portfolios.  
In our view, strategies tethered to the increasingly concentrated barclays  
uS aggregate bond Index simply contain far too much interest rate risk. 

}  higher rates are not the only issue. Greater volatility, shortage of supply and 
lower liquidity pose additional challenges. with a 30-year cycle of falling rates 
now behind us, bond investors face a much more difficult landscape.

}  the benchmark-constrained approaches that served investors well in decades 
past seem unsuited to this landscape. we believe it now makes sense to look to 
a wider opportunity set, and to a flexible strategy that can diversify risks and 
seek out new sources of return.

}  the global fixed income universe is large, and the tools to take advantage of it 
are many. an unconstrained strategy can build a portfolio with a more diversified 
set of exposures, dynamically adjusting them as it seeks to enhance returns and 
mitigate risk.

}  executing a flexible strategy takes significant resources, including the right 
people and capabilities around the world as well as tools that can analyze 
diverse exposures on a risk-factor level and aggregate them across the portfolio.

}  the blackrock unconstrained approach is a disciplined process that combines 
top-down direction-setting by portfolio managers with bottom-up opportunity 
identification and security selection by sector specialists. 

}  both alpha generation and risk management are supported by a risk and 
quantitative analysis team, whose outputs are embedded in the investment 
process and populate the digital “dashboard” the managers use to steer  
the strategy. 

}  our modeling indicates that adding an unconstrained allocation to a core fixed 
income portfolio can diversify risks while improving return prospects. Generally, 
up to a point, the larger the allocation, the lower the overall risk.

}  our modeling also indicates that despite lower overall risk, the blended 
portfolios retain a substantial exposure to interest rates and can continue to 
provide diversification in “risk off” market regimes.

}  the fixed income landscape will continue to evolve and present challenges to 
investors seeking returns and diversification. In times like these, and in the 
times to come, adaptability is likely to be an important advantage.
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Predicted storms can inflict as much damage as 
unforeseen ones. Such was the case in the bond market  
in the spring and early summer of 2013, when a rise of  
109 basis points in the 10-year part of the treasury curve 
inflicted losses on many fixed income portfolios. the 
dramatic move came between may 2 and July 5, a period 
when the barclays uS aggregate bond Index returned 
-4.5%, delivering a significant setback to investors  
whose portfolios were tethered to it. 

the simple fact is that, then and now, traditional core 
bond portfolios generally contain far too much interest 
rate risk. this year, for the first time in the history of the 

uS aggregate bond Index , the price risk embedded in  
the index surpassed its coupon. (See exhibit 1.) the chief 
culprit is rate risk—not a good thing in a climate of rising 
rates. years of extraordinary monetary policy have 
distorted bond prices, pushing yields low and durations 
high. when rates spiked after the Fed’s spring signal that  
it might taper its bond-buying sooner than expected, 
investors who had been bearing excessive rate risk in 
return for meager coupon rewards found themselves on  
the wrong side of the asymmetry we had been discussing 
for many months. 

but there is nothing simple about the landscape now at 
hand. a historic inflection point for rates may be behind  
us, but the end of quantitative easing lies ahead, and  
its withdrawal will be as much of an experiment as its 
implementation was. Interest rates, still headed higher, 
may also overshoot. other powerful factors are at work  
as well, including a shortage of fixed income supply, 
heightened competition among investors for scarce 
assets and a reduction in liquidity caused by tightened 
regulations on banks. Fixed income volatility, recently 
rising, could even surpass that of equity markets, posing 
yet another challenge in the years to come. 

this backdrop can be expected to display the weaknesses 
of traditional core fixed income strategies in even sharper 

*  Unannualized 
Source: Barclays Capital, Barclays US Aggregate Bond Index, 1/3/2000-7/31/2013. Volatility calculation based on rolling five-year annualized index price return volatility. Past performance 
is no guarantee of future results. Index performance is shown for illustrative purposes only. It is not possible to invest directly in an index.
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relief. In our view, the benchmark-oriented approaches 
that served investors well across a 30-year cycle of falling 
rates are far less likely to help them achieve their goals  
of real returns and diversification in the years to come. 

where can investors turn, then? we believe that recent 
events, and the uncertainties ahead, underscore the value 
of a more flexible and opportunistic approach to fixed 
income. Provided a manager has the resources and 
capabilities to make it work, such a strategy—often  
called unconstrained, since it isn’t tied to a conventional 
benchmark—will likely enjoy important advantages. 
exposures to rates and credit can be adjusted dynamically 
as market circumstances change. the majority of the 
fixed income universe, much of which is off-limits to the 
benchmark-constrained manager, becomes investable.  
the opportunity set becomes a global one, with currency 
flexibility, a greater ability to manage liquidity—and a far 
broader range of potential alpha sources. 

to be sure, putting such a strategy to work in the context 
of a traditional core fixed income portfolio requires analysis 
and planning. Investors need to think through how an 
unconstrained allocation would change the return profile, 
overall risk level and diversification of their fixed income 
portfolios. as we will show, the short answer to these 
questions is: for the better. but first, it’s helpful to ground 
our discussion with a deeper look at the unprecedented 
fixed income landscape investors now face.

A lAndscAPe tRAnsfoRMed 
It’s not news to investors that emergency monetary policy 
and financial crisis aftershocks have changed the bond 
market. what some may not fully appreciate is the depth 
and persistence of the changes. 

consider the barclays uS aggregate bond Index 
(hereinafter, the “uS agg”). Since 2006, the proportion  
of treasuries has risen by 12%, driven by record uS 
government debt issuance. In the same period, the 
proportion of securitized products fell by 10%, as the  
risk-bundling process slowed sharply in the years after 
the financial crisis. rate risk increased commensurately, 
with the effective duration rising from 4.47 years to 5.09 
years. (See exhibit 2.)

with many non-government borrowers in the developed 
world still in deleveraging mode, a more diversified uS agg 
doesn’t appear to be on the horizon. according to credit 
Suisse projections (using Fed and SIFma data), over the 
next two years the majority of issuance—and thus the 
majority of bonds going into the issuance-based index—
will be from the minority of entities that are increasing 
leverage, mainly the uS Government and investment 
grade corporations, issuers of longer-duration paper.  
we believe the trend toward issuance concentration by 
sector has effectively turned traditional core fixed income 
portfolios into bets on uS interest rates.

the imbalance of supply and demand that has further 
distorted markets is also unlikely to disappear soon, 
despite the Fed’s plan to taper its buying. uS supply is 
projected to increase only modestly, from $1.2 trillion  
in 2012 to a projected $1.5 trillion in 2015, according to 
credit Suisse. demographics—specifically, the need for 
fixed income investments on the part of the retiring baby 
boomers—will help ensure stiff competition among 
investors for the same limited product set. 

a third challenge—and a significant contributor to the 
increased volatility markets are experiencing—is a  
lack of liquidity in the system. even as yield-parched 

qw

2006

2013

0 20 40 60 80 100%

Securitized  ■Corporate  ■Gov’t Related  ■Treasury  ■

41%19%15%25%

37% 11% 21% 31%

1 In years. Duration measures the sensitivity of a bond’s price to a change in 
interest rates.  2 “Break-even” is the required change in interest rates to result in 
a 0% total return. Source: Barclays Capital, Barclays US Aggregate Bond Index, 
as of 6/20/2013. Past performance is no guarantee of future results. Index 
performance is shown for illustrative purposes only. It is not possible to invest 
directly in an index.

exhiBit 2: more concentration,  
smaLLer safety cushion in us agg
Barclays us aggregate: yield, duration and Break-even

Barclays us aggregate composition change—2006 vs. 2013

year yield-to-worst
effective  
duration1

annual  
Break-even2

2006 5.34% 4.47 +1.20%

2013 2.25% 5.09 +0.44%

change down up down
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investors rushed into corporate bonds, traditional liquidity 
providers such as dealers and proprietary trading desks 
were retreating, driven by risk aversion, tighter basel  
III capital standards and anticipation of Volcker rule 
implementation. as of march, primary dealers’ inventories 
of uS corporate bonds had plummeted 76% from a high  
of $235 billion in 2007, according to new york Federal 
reserve data. 

In sum, we believe it has become difficult to construct a 
diversified, risk-controlled portfolio within the confines  
of a traditional core fixed income strategy. Increasingly, 
building a diversified portfolio means going beyond the  
uS agg, and also looking beyond traditional risk factors. 
as was amply demonstrated by the market dynamics in 
the spring and summer, the risks to portfolios presented 
by monetary policy changes (genuine or perceived) are 
extraordinary and must be weighed carefully as the 
stance of the Fed’s Federal open market committee 
shifts in the months ahead. a traditional benchmark-
constrained portfolio is unlikely to be able to adjust to  
a policy environment that shifts rapidly.

the good news is that the opportunity set available to 
more flexible investment vehicles is broad, and the tools 
to take advantage of it are many. opportunities include  
uS and international high yield, non-uS sovereign debt, 
emerging market sovereign and corporate debt, bank 
loans, and collateralized loan obligations, among many 
other securitized instruments. 

while supply remains tight within the uS agg, outside of it 
potentially attractive new assets are becoming available. 
changing capital requirements are pushing banks to sell 
assets, continuing a trend that has seen the capital markets’ 
share of the uS credit market rise from 28% in January of 
2009 to 38% in June of 2013, according to barclays capital. 
Looking ahead, technological advances have the potential 
to impact issuance trends, as evidenced by the rise of 
Internet-based peer-to-peer lenders such as Lendingclub, 
now gaining traction and repackaging loans at attractive 
rates for sale to institutions. 

already, the burgeoning supply of emerging markets  
debt has changed the fixed income picture in important 
ways. between 2008 and 2012, the market capitalization 
of the main emerging market debt benchmarks more  
than doubled, to $2.73 trillion, according to JP morgan. 
recent volatility has highlighted the sector’s risks, but  
it’s important not to paint these securities with too broad 
a brush. the fact remains that the developing markets  
are likely to contribute a larger and larger portion of the 
opportunity set in global fixed income markets—a  
portion that will be beyond the reach of domestically 
constrained approaches.

the character of the global capital markets is changing. 
Flexible strategies are likely to be better at adjusting to 
new realities than benchmark-led styles, many of which 
may find that new opportunities are simply unavailable.

q

Portfolio characteristics are of a representative account managed in the BlackRock Strategic Income Opportunities strategy as of 7/31/2013. Duration measures the sensitivity of a bond’s 
price to a change in interest rates. Risk (vol) defined as standard deviation of portfolio absolute return. The strategy is an actively managed one, and its positioning and characteristics 
are likely to change in anticipation of changing market conditions and investment opportunities. Sources: Barclays Capital; BlackRock Solutions (BRS); Ex-ante value-at-risk (1 standard 
deviation) based on the BRS Portfolio Risk model average contribution to risk.

exhiBit 3: fLexiBiLity means wider diVersification of risKs
risk allocation for Barclays us aggregate index risk allocation for Blackrock strategic income opportunities strategy

US Rates
MBS

IG
EM
Vol

CMBS
ABS

US Rates
Non US Rates

Vol
FX

Inflation
CMBS

ABS
MBS

Non Agencys
EM

IG
HY

Equity

duration (years) risk (vol)

5.03 394 bps

duration (years) risk (vol)

0.04 270 bps
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the unconstRAined APPRoAch 
unlike traditional, benchmark-constrained approaches,an 
unconstrained strategy can invest across the full spectrum 
of sector, quality, maturity and geography. we use the 
term here in its fullest sense: to describe a strategy that 
can continually evaluate and access the widest possible 
set of opportunities in the fixed income universe, with no 
built-in bias toward any particular subsector. 

Instead of seeking to outperform an index, a flexible strategy 
pursues a more ambitious goal: consistent, attractive 
risk-adjusted returns across all market environments over 
the medium term. It seeks to do this by building a portfolio 
with a much more diversified set of exposures, dynamically 
adjusting them as it seeks to enhance returns and mitigate 
risk in a constantly changing global market. as shown in 
exhibit 3, the uS agg is dominated by its exposure to interest 
rates, with credit and volatility exposures providing only 
modest diversification. blackrock’s flagship unconstrained 
Strategic Income opportunities strategy, by contrast, has 
more than a dozen risk strategies to find value within, and 
the ability to adjust them as needed. 

It takes significant resources to analyze the widest range 
of fixed income exposures on a risk-factor level and 
aggregate and manage them across the portfolio. among 
other things, it means being able to track 15,000 securities 
with a market value of $42 trillion (the scope of the barclays 
Global aggregate bond Index) as opposed to 8,500 securities 
and $16 trillion for the uS agg. understanding what drives 
the debt of chinese and mexican homebuilders becomes 
as relevant as the ability to dissect uS mortgage-backed 
securities on a zip-code by zip-code basis. but with the 

requisite tools, plus the right people and capabilities 
around the globe, it’s possible to navigate this much  
larger opportunity set and derive significant return and 
diversification benefits from it. 

the blackrock unconstrained approach is a disciplined 
and rigorous process that combines top-down direction-
setting on the part of the portfolio managers with bottom-
up opportunity identification and security selection by 
sector specialists around the world. Guiding this flexible 
investment strategy is a structured and active risk 
budgeting process that is designed to determine and 
manage appropriate levels of interest rate and credit risk. 

the portfolio managers’ first step is to determine the 
“investment regime” and macro view of markets. that  
view relates to a range of factors, including inflation, 
central bank policy, interest rates and other components. 
then, once the portfolio’s overall risk level is set (using a 
probability-adjusted standard-deviation metric), we begin 
allocating risk across geographic and credit sectors based 
on macroeconomic views as well as return and price 
factors. the macro view then forms the basis for allocating 
risks to the different sector specialists, based on their 
conviction in different sectors. the sector specialists, in 
turn, draw on their knowledge and relationships to buy 
and sell securities within their sectors. 

the Strategic Income opportunities (SIo) strategy divides 
the opportunity set into three categories: “traditional” uS 
fixed income, including core and core-plus sectors, such 
as high yield and bank loans; global fixed income, comprising 
developed and emerging markets sovereign and credit 
investments; and non-traditional fixed income, which 

Barclays us aggregate Bond index
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exhiBit 4: fLexiBLe duration management in action
strategy duration (daily data: march 2010–July 20131)

1 The data is daily since March 2010, when the current investment strategy was inaugurated. 
Portfolio characteristics are of a representative account managed in the BlackRock Strategic Income Opportunities strategy and are subject to change. 
Sources: BlackRock, Barclays Capital, Barclays US Aggregate Bond Index, March 2010-July 2013.
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includes absolute return and macro strategies. within this 
last category, the Pms implement macro hedges and long/
short alternative strategies to mitigate interest rate risk, 
increase diversification and smooth volatility. 

both alpha generation and risk management are supported 
by the work of a risk and quantitative analysis team, whose 
outputs are embedded in the investment process and 
populate the digital “dashboard” the managers use to 
steer the strategy. the dashboard provides a comprehensive 
and highly detailed view of all the strategy’s risk exposures, 
with data on each position’s carry (or yield from coupon 
and other sources), liquidity and P&L contribution, among 
other attributes. a key contribution of the risk team—and 
a prominent feature on the dashboard—are the results  
of stress tests run daily to generate insights into what 
various market or macro developments might mean for 
different sectors and for the portfolio as a whole. 

what would a “risk-on” scenario—defined as a one-day 
rise of 2% in the S&P 500 index—mean for the value of 
the portfolio’s exposures to rates, as well as for the rest of 
the portfolio? modeling based on the past performance of 
the strategy’s sectors provides useful guidance. For other 
scenarios—such as the likely effects of an employment 
number that exceeds, slightly misses, or widely misses 
projections—the risk team polls the sector specialist 
teams, processes their findings, and makes them 
available via the dashboard. 

thanks to these and other insights developed in conjunction 
with the risk team, the Pms are equipped to make tactical 
adjustments in step with a changing market. Perhaps  
the most important ability in the current rate climate is 
the flexibility to manage duration exposure, taking it up, 
down, or even into negative territory if warranted. (See 
exhibit 4.) but the same toolkit also enables managers  
to be nimble in allocating to alpha opportunities, as well 
as to implement macro hedges that mitigate tail risk. 

as shown in exhibit 5, flexibility and active management 
has been rewarded. Since 2010, the Strategic Income 
opportunities strategy has achieved lower risk and higher 
returns than the barclays uS agg. 

Adding An unconstRAined AllocAtion 
having presented the merits of a flexible fixed income 
strategy, we come to the question of how to put one to 
work in the context of a traditional fixed income portfolio. 
the key issue is sizing.

as always, an investor’s objectives will drive the decisions. 
In this case, however, the end of the long bull market for 

bonds adds an additional factor. Investors typically hold 
bonds for some combination of diversification, income 
and total return. For a 30-year period of falling rates, their 
fixed-income portfolios delivered all three, but that’s 
unlikely to happen in the years to come. 

Investors therefore need to begin by revisiting their fixed 
income objectives in the context of their market outlook. 
as of the fourth quarter of 2013, those who assign a 
significant probability to a reprise of the 2008 market crash, 
and look to their bonds mainly for capital preservation, 

* See page 10, “BlackRock Strategic Income Opportunities Composite,” for related 
GIPS compliant data. Performance shown is of a representative account managed 
in the BlackRock Strategic Income Opportunities strategy from strategy inception 
3/1/2010. Risk calculations are for the same representative account. US Agg 
performance assumes reinvestment of coupons. Sources: BlackRock, Barclays 
Capital. Calculations performed using BlackRock Solutions risk model and exposures 
as of 7/5/2013 from the trailing 156 weeks of equal weighted observations. Past 
performance is no guarantee of future results. Index performance is shown for 
illustrative purposes only. It is not possible to invest directly in an index.

exhiBit 5: unconstrained strategy’s  
historicaL risK and return Vs. the us agg
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SIO characteristics are those of a representative account managed in the BlackRock 
Strategic Income Opportunities strategy. US Agg characteristics are those of the 
Barclays US Aggregate Bond Index. All data as of 7/31/13. Volatility defined as standard 
deviation of portfolio absolute return. Ex-ante volatility calculated using BlackRock 
PortfolioRiskTools, with a covariance matrix constructed using 156 weeks of equally 
weighted observations. Sources: BlackRock, Barclays Capital.

exhiBit 6: adding unconstrained  
aLLocations to a core fi portfoLio
overall risk is reduced, but rates remain the primary exposure

may favor a smaller allocation to a flexible strategy. Investors 
more focused on enhancing the returns of their fixed 
income portfolios, or concerned about erosion of capital 
in a climate of rising rates, may favor a larger one. 

this much is easy to see, given the unconstrained strategy’s 
current shorter-duration positioning and emphasis on 
generating alpha. Somewhat less intuitive, however, are 
the probable effects of adding different proportions of a 
flexible strategy to the core portfolio. they can be summed 
up this way: up to a point, the larger the allocation, the 
lower the overall risk generally becomes. 

at work here are the diversifying effects of the flexible 
strategy, which are highlighted in exhibit 6. using the uS agg 
as a proxy for the core portfolio, the modeling shows how 
allocating 10%, 20%, and 30% of the fixed income portfolio 
to the unconstrained strategy lowers overall risk, even as 
the portfolios retain a significant exposure to rate risk. 

why this is important is made clear in exhibit 7, which models 
how the three blended portfolios would have fared during 
three recent periods of market volatility: the credit selloff of 
2011, the treasury sell-off of early 2013, and the credit and 
treasury selloff in may and June of 2013. although the 
blended portfolios underperform the uS agg in the credit 
selloff, the rates exposures keep them relatively close, and 
well ahead of the barclays uS corporate high yield Index. In 
the treasury selloff, the blended portfolios outperform the uS 
agg while slightly lagging the high yield Index. For the may–
June period, the blended portfolios outperform both indices.

the stabilizing effects of the unconstrained allocations 
are the result not just of greater diversification, but also  

* See page 10, “BlackRock Strategic Income Opportunities Composite,” for related GIPS compliant data. SIO performance used is that of a representative account managed 
in the BlackRock Strategic Income Opportunities strategy. US Agg performance is that of the Barclays US Aggregate Bond Index and assumes reinvestment of coupons. US 
HY Index performance is that of the Barclays US Corporate High Yield Index. All performance is for dates shown. Past performance is no guarantee of future results. Index 
performance is shown for illustrative purposes only. It is not possible to invest directly in an index Sources: BlackRock, Barclays Capital. 

exhiBit 7: stress testing the BLended portfoLios
projected results under recent market conditions (supplemental information) * 
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exhibit 8 shows the dynamism of SIo’s strategy by listing 
the top three risk drivers for a representative account at 
the end of July in 2011, 2012 and 2013. the drivers are 
different for each of the three dates, but on all three,  
the makeup of the flexible strategy would have given  
each blended portfolio a lower overall risk than a uS  
agg-only portfolio. It’s reasonable to expect that in July 
2014, SIo will be allocated to yet a different set of risk 
factors, based on market conditions and the views of  
the managers—but that the diversification benefit will 
still be there.

A tool foR the tiMes 
the bond market is undergoing a profound set of changes, 
many of which are still in their early stages. Investors 
should not underestimate the challenges these shifts  
may pose, even for a flexible strategy. For example,  
active managers need to be attuned to the impact that 
both unusually high and unusually low market volatility 
may have on their ability to generate alpha. they need  
to be exacting in their use of less-liquid instruments to 
manage risk. and they need to make sure they have the 
necessary human capital and risk technology in place  
to monitor markets that are large, complex, and 
constantly evolving. 

needless to say, a flexible fixed-income strategy is not a 
cure-all. despite the resources needed to make it work, it 
is at its heart something much simpler: a tool for the times. 
as the market moves of may and June made clear, bond 
portfolios completely tethered to a conventional benchmark 
are ill-suited to a climate of rising rates, scarce supply, 
and periodic volatility. In times like these—and in times  
to come—adaptability is likely to be an advantage. 

altering an investment approach that has worked well for 
a generation is not something to be done lightly. but when 
the conditions that made that approach so successful cease 
to exist, it is something that clearly needs to be done. during 
a transformational time in the global capital markets, 
allocating a portion of the fixed income portfolio to a flexible 
strategy can provide important diversification, as well as 
access to a much larger opportunity set and new sources 
of alpha. 

an allocation to an unconstrained strategy can provide an 
additional benefit as well, hard to quantify but not to be 
underestimated: a vital window on a changing landscape, 
as fixed income continues its evolution from a comparatively 
placid past to a more challenging future.

Marginal contribution to risk measures the risk contribution, taking correlations into account, of a given strategy or a sector, to the overall strategy. SIO characteristics are those of a 
representative account managed in the BlackRock Strategic Income Opportunities strategy. US Agg characteristics are those of the Barclays US Aggregate Bond Index. Data is for 
dates shown. Volatility defined as standard deviation of portfolio absolute return. Ex-ante volatility calculated using BlackRock PortfolioRiskTools, with a covariance matrix constructed 
using 156 weeks of equally weighted observations. Sources: BlackRock, Barclays Capital.

exhiBit 8: sio strategy’s risK driVers change, whiLe risK reduction persists
for July month-end in each of the Last three years, the top marginal contributors to risk are Varied... 

...But the reduction in the ex-ante Volatility of the Blended portfolios is consistent. 
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calendar year 2010  
(2Q-4Q)

2011 2012

Gross of fee  
composite return (%)

10.03 -0.42 10.82

net of fee composite 
return (%)

9.58 -0.97 10.22

benchmark  
return (%)

0.11 0.1 0.11

number of portfolios 1 1 1

composite  
dispersion (%)

nm nm nm

composite 3yr 
annualized Standard 
deviation (%)*

n/a n/a n/a

benchmark 3yr 
annualized Standard 
deviation (%)*

n/a n/a n/a

total assets at  
end of period  
(uSd millions)

1,443 2,783 3,717

% of firm assets <1 <1 <1

total firm assets 
(uSd millions)

3,527,898 3,495,787 3,775,033

BLacKrocK strategic income  
opportunities composite

Past performance is not indicative of future results. 

Data shown may be subject to revisions from time to time based on availability of new 
information. Any such revisions are not material. 

* N/A – 36 months of data is not available for that period.

Notes

1.  For purposes of compliance with the Global Investment Performance Standards 
(GIPS®), the “firm” refers to the investment adviser and national trust bank 
subsidiaries of BlackRock, Inc., located globally, with the exception of BlackRock 
Kelso Capital Advisors, LLC. This definition excludes: i) BlackRock subsidiaries that 
do not provide investment advisory or management services, and ii) the Absolute 
Return Strategies (funds-of-hedge-funds) business unit under the “BlackRock 
Alternative Advisers” platform.

2.  BlackRock claims compliance with the GIPS standards and has prepared and 
presented this report in compliance with the GIPS standards. BlackRock has been 
independently verified for the periods 1 January 1993 through 31 December 2012. 
The verification reports are available upon request. Verification assesses whether 
(1) the firm has complied with all the composite construction requirements of the 
GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures 
are designed to calculate and present performance in compliance with the GIPS 
standards. Verification does not ensure the accuracy of any specific composite 
presentation. The firm is verified annually by Deloitte & Touche LLP.

3.  BlackRock uses a time-weighted linked rate of return formula with adjustments 
for cash flows to calculate rates of return. Trade date accounting has been used 
since the inception of the composite. The currency used to calculate performance is 
US dollars.

4.  The benchmark index shown is the BofA ML 3 Month Treasury Bill Index. 

5.  Composite dispersion measures represent the consistency of a firm’s composite 
performance results with respect to the individual portfolio returns within a 
composite. Composite dispersion is the square root of the sum of monthly variances 
of portfolio returns around the composite returns. The monthly variance is the sum 
of the asset-weighted squared differences between the individual portfolio returns 
and the composite returns. Only portfolios that have been included in the composite 
style for a full month are accounted for in the dispersion calculation. For composites 
containing only one account, a measure of dispersion is not meaningful.

6.  Percentage of Firm Assets are rounded to the nearest whole percent. 

7.  There have been no alterations of the composite due to changes in personnel or 
other reasons.

8.  When permitted by investment guidelines, leverage and shorting may be used in 
the portfolio, but are not integral to the investment process. The use of derivatives is 
integral to the investment process for the portfolios in this composite, there are no 
constraints regarding derivative usage and no range is to be provided as it will vary 
at the discretion of PMG and market conditions. Derivatives include options, futures, 
total return swaps, foreign currency transactions, and TBA’s. The strategy uses 
derivatives as a substitute for taking a position in the underlying asset and/or as part 
of a strategy designed to reduce exposure to other risks, such as currency risk. The 
strategy may seek to obtain market exposure to the securities in which it primarily 
invests by buying/selling contracts or by using other investment techniques. 

9.  Gross of fee performance results are presented before management and 
custodial fees and net of broker fees, transaction costs, and withholding taxes (If 
applicable). Net performance reflects the deduction of the highest management 
fee that could have been charged to any account in the composite. The standard 
management fee schedule for this strategy for institutional separate accounts is as 
follows: first $1 billion of assets, 0.55 of 1%; next $1 billion of assets, 0.50 of 1%; 
next $1 billion of assets, 0.475 of 1%, remaining assets in excess of $3 billion, 0.45 
of 1%.

10.  A complete list and description of all composites maintained by BlackRock and 
the related performance results are available upon request. Additional information 
regarding policies for calculating and reporting returns as well as valuation policies is 
also available upon request.

The BlackRock Strategic Income Opportunities Composite is comprised of all 
fully discretionary, unconstrained total return fixed income portfolios that have the 
flexibility to invest across all fixed income asset classes and manage duration within 
a risk controlled framework. These portfolios have at least $50 million in assets and 
are not actively managed to a specific benchmark. The BofA ML 3 Month Treasury 
Bill index is used for performance comparisons only. All accounts included in the 
composite follow a similar investment philosophy.

The creation date of the composite is 11 February 2013. The composite does not 
have a Significant Cash Flow Policy.
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Stock and bond values fluctuate in price, so the value of an investment can go down depending upon market conditions. 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. This document contains general information only and is not intended to be relied upon as a forecast, research, investment advice, 
or a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information does not take into account your financial circumstances. An 
assessment should be made as to whether the information is appropriate for you having regard to your objectives, financial situation and needs. 

The opinions expressed are as of October, 2013 and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and 
non-proprietary sources deemed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy. 
There is no guarantee that any forecasts made will come to pass. Any investments named within this material may not necessarily be held in any accounts managed by BlackRock. 
Reliance upon information in this material is at the sole discretion of the reader. Past performance is no guarantee of future results. 

This material is for distribution only to those types of recipients as provided below and should not be relied upon by any other persons. This material is provided for informational purposes 
only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter 
into an investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement. Moreover, where historical 
performance information of other investment vehicles or composite accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been included in this 
material, such performance information is presented by way of example only. No representation is made that the performance presented will be achieved, or that every assumption made 
in achieving, calculating or presenting the historical performance information herein has been considered or stated in preparing this material.

This material 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.

In the US this material is for institutional investors only.

This document contains general information only and is not intended to represent general or specific investment advice. The information does not take into account your financial 
circumstances. An assessment should be made as to whether the information is appropriate for you having regard to your objectives, financial situation and needs.

THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE RECIPIENT.

foR MoRe infoRMAtion: www.blackrock.com

©2013 BlackRock, Inc. All Rights Reserved. BLACKROCK is a registered trademark of BlackRock, Inc.  
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