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Background 

What is the role of fixed income in your plan’s asset 

allocation? 

 Return seeking? Liquidity for benefits? A hedge 

against equity volatility? Or all the above? 

 What is the appropriate allocation structure and 

benchmark(s)? 

 How should we protect our beneficiaries against the 

risk of rising interest rates and potential inflation? 
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Agenda 

 Traditional Role of Fixed Income and the Risks of 

Today’s Bloomberg Barclay’s U.S. Aggregate Bond 

Index 

 What are the Top 25 Public Plans Doing? 

– Fixed Income Allocation and Benchmark Research 

 Solutions for Public Plans 
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What Role Has Fixed Income 
Traditionally Played in Asset Allocation? 

1 2 3 

DIVERSIFICATION 

FROM EQUITIES 
DOWNSIDE RISK 

MANAGEMENT 
INCOME 

 Coupon is perhaps the 

most certain (least 

uncertain) source of 

investment return 

 Providing regular cash 

flow income  

 Infrequent periods of 

negative returns 

 Losses should be limited  

in size 

 No terrible surprises 

 Negative correlation with  

risk assets 

 Provide a positive return  

to help offset equity  

market losses 



5 

Declining Yields Reduced the Traditional 
Fixed Income Benefits 

 

Source: Bloomberg Barclays. 

Past performance cannot guarantee future results. 

As of September 30, 2016 

FALLING COUPONS LEAVE LESS OF A BUFFER TO ABSORB PRICE VOLATILITY 
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What is the Risk of the Bloomberg 
Barclays U.S. Aggregate Bond Index?  

 Yield-to-Maturity (YTM) is only 1.97% 

 The interest rate duration (risk) of the Bloomberg 

Barclay’s U.S. Aggregate Bond Index is 5.51 years 

 Bond math: Interest rate increase of 1% ≈ 5.5% 

price loss 

 An interest rate increase of 0.36% ≈ 1.98% loss, 

which offsets the YTM of 1.97% 

 

As of September 30, 2016 
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What Are the Top 25 Public Plans Doing 
With Their Fixed Income Allocations? 

 We researched the 25 largest public US pension 

plans based on total defined benefit AUM as of 

12/31/12 

 We revisited the same 25 plans two years later to 

evaluate changes in fixed income allocations and 

strategies 

 Target allocation, actual allocation and benchmarks 

are as of the dates used in their specific public 

filings at the time T. Rowe Price compiled this 

research 
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Majority Target Fixed Income Allocation 
of 21-30% of Plan Assets 
As of June 30, 2015 

Source: Money Market Directory 

Range of Target Fixed Income Allocation 

25 largest US Public Defined Benefit Plans 
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Core Bonds Are Integral, But Many 
Diversify Into Plus, High Yield, Global, etc. 
As of June 30, 2015 

Core: components of Bloomberg Barclays U.S .Aggregate Bond Index, Cash, Stable Value, Diversified Fixed Income, Indexed; Core Plus: includes Core Plus 

Limited; Inflation Linked: includes TIPS, Global Active Inflation Linked; High Yield: includes Mezzanine Debt, Bank Loans 

Source: Money Market Directory and Public Filings 

Analysis: T. Rowe Price 

Strategy Composition of Fixed Income Benchmarks and Actual Allocations 

25 largest Public Defined Benefit Plans, Data as of June 30, 2015 
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Public Plans Have Diversified Allocations 

Source: Money Market Directory and Public Filings 

Analysis: T. Rowe Price 

As of June 30, 2015 

BASED ON FIXED INCOME ASSETS UNDER MANAGEMENT (AUM) 
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 Traditional benchmarks are still most common 

– U.S. Core is the predominant benchmark 

– 32% of the Top 25 plans include Global Fixed Income in their 

benchmarks 

 A greater number of benchmarks are used by significantly 

more plans in 2015 than in 2013 

 36% of plans have out-of-benchmark allocations 

As of June 30, 2015 

Source: Public Filings.  

Analysis: T. Rowe Price.  

Benchmark and Allocation Results 
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Benchmark Sector Diversification 
Excluding Core and Core Plus 
As of June 30, 2015 

Source: Public Filings.  

Analysis: T. Rowe Price.  
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So What Now? 

 The Bloomberg Barclay’s U.S. Aggregate Bond 

Index has interest rate risk and a low yield 

 Many of the largest public plans are moving away 

from this index. What are the pros and cons of 

seeking higher yields? 

 Are there investment opportunities which are less 

affected by the U.S. interest rate cycle and which 

help your plan achieve its goals?  
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Divergence Between Countries Will  
Continue to Offer Opportunities 
As of 31 August 2016 

ILLUSTRATIVE INTEREST RATE CYCLE 

 

The 2 columns of cuts vs hikes are the actual cuts and hikes that have happened across countries worldwide.  

Sources: Central Reserve Bank Rates and T. Rowe Price 

May 2005 – June 2006 

Interest rates up 

Interest rates down 

Interest rates up 

Interest rates stable 

UK Eurozone 

Russia 

Australia 

Canada 

Philippines 

South Korea 

India 

Indonesia 

Mexico 

US 

South Africa 

2015 

Brazil 

77 

cuts 66 

hikes 

Colombia 

2016 YTD 

58 

cuts 
31 

hikes 
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As of 31 August 2016 

Source: T. Rowe Price 

Past performance cannot guarantee future results. 

Diverging Credit Cycles Also Create 
Opportunities 

GROWTH MARKET CYCLE 
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How Does Fixed Income Behave During 
Times of Market Stress? 

Past performance is not a reliable indicator of future performance.. 

Source: UBS, Bloomberg  Barclays, J.P. Morgan, Bank of America/Merrill Lynch, S&P, MSCI, and T. Rowe Price. 

Representative benchmarks used for proxy performance: BofA Merrill Lynch US High Yield Index; J.P. Morgan EMBI Global Index; J.P. Morgan CEMBI Broad 

Index; Bloomberg Barclays US Credit Corp Index; Bloomberg Barclays Euro Credit Corp Index; various Gov’t Bond Indices sourced from J.P. Morgan 

Yield shown is on a hedged basis in U.S. Dollars. Volatility is based on the monthly returns of each asset class hedged into U.S. Dollars. 

As of 30 June 2016 
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How to Think About Potential Solutions 

 The U.S. Aggregate has interest rate risk and a low 

yield 

 Developing a bond portfolio allocation based upon 

the role of fixed income in your overall portfolio is 

important 

 The use of additional sectors and global countries 

and companies may diversify risk to the U.S. 

interest rate cycle 

 Model various fixed income allocations to meet the 

objectives of your policy portfolio and enhance a 

Core allocation 
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Case Study 1 – Custom International 
Multi-Sector Bond Strategies 
As of November 30, 2014 

 Client sought to diversify existing U.S. – centric 

fixed income allocation (core, core plus, high yield) 

with an opportunistic allocation to non-U.S. global 

fixed income markets  

 T. Rowe Price proposed three sample portfolios 

with varying risk profiles to highlight risk/return 

trade-offs to help determine best fit within existing 

fixed income allocation  
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Case Study 1 – Custom International 
Multi-Sector Bond Strategies 

The information provided above reflects data for a hypothetical Custom Strategy as of 30 November 2014 and reflected T. Rowe Price’s current thinking at that time 

for the characteristics of an International Multi-Sector Bond strategy, which was not based on any actual managed account. This information is not static and will vary 

over time and may differ from the characteristics of a managed account based on an account’s investment objectives and securities holdings. 

As of November 30, 2014 
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Case Study 1 – Custom International 
Multi-Sector Bond Strategies 
As of November 30, 2014 

Numbers may not total due to rounding.  

Sources: Bloomberg Barclays and T. Rowe Price. 

The information provided above reflects data for a hypothetical Custom Strategy as of 30 November 2014 and reflected T. Rowe Price’s current thinking at that time 

for the characteristics of an International Multi-Sector Bond strategy, which was not based on any actual managed account. This information is not static and will vary 

over time and may differ from the characteristics of a managed account based on an account’s investment objectives and securities holdings. 
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Case Study 2 – Custom Opportunistic 
Credit Strategy 

 Client sought to diversify existing 100% U.S. Core 

Investment Grade fixed income allocation with an 

opportunistic credit allocation to high yield bonds, 

bank loans and emerging market bonds  

 T. Rowe Price proposed sector and geographic 

diversification to mitigate concentration risk and a 

design to allow flexibility across sector, quality, 

duration and country exposure  
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Case Study 2 – Custom Opportunistic 
Credit Strategy 
As of February 29, 2016 

 

The information provided above reflects data for a hypothetical Custom Strategy as of 29 February 2016 and reflected T. Rowe Price’s current thinking at that time 

for the characteristics of an Opportunistic Credit strategy, which was not based on any actual managed account. This information is not static and will vary over time 

and may differ from the characteristics of a managed account based on an account’s investment objectives and securities holdings. 
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Case Study 2 – Custom Opportunistic 
Credit Strategy 
As of February 29, 2016 

Numbers may not add due to rounding 

Source: Bloomberg Barclays and T. Rowe Price. 

The information provided above reflects data for a hypothetical Custom Strategy as of 29 February 2016 and reflected T. Rowe Price’s current thinking at that time 

for the characteristics of an Opportunistic Credit strategy, which was not based on any actual managed account. This information is not static and will vary over time 

and may differ from the characteristics of a managed account based on an account’s investment objectives and securities holdings. 

Proposed Customized Opportunistic Credit Strategy 
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Historical Diversification Benefits During 
Periods of Rising Treasury Yields 

Total Return (One Year) 

12-Months 

Ended 

10 Year 

Treasury 

Yield Move 

(bps) 

Barclays 

U.S. 

Aggregate 

Bond 

Index 

Barclays 

10 Year 

U.S. 

Treasury 

Bellwether 

Index 

Barclays 

U.S. 

Corporate 

Investment 

Bond 

Index 

J.P. 

Morgan 

Global 

High Yield 

Index 

S&P/LSTA 

Performin

g Loan 

Index 

J.P. 

Morgan 

Emerging 

Market 

Bond 

Global 

Index 

J.P. 

Morgan 

CEMBI 

Broad 

Index 

Dec 31, 

1999 
+179 -0.82% -8.43% -1.96% 3.38% 3.58% 24.18% – 

May 31, 

2004 
+130 -0.44 -5.23 -0.44 13.23 7.50 3.14 3.13% 

Jun 30, 

2006 
+120 -0.81 -5.78 -2.22 5.06 6.15 4.63 0.96 

Dec 31, 

2009 
+162 5.93 -9.76 18.68 58.90 52.53 28.18 37.49 

Sep 30, 

2013 
+140 -1.68 -5.71 -1.58 7.08 5.07 -4.34 -0.12 

Sources: J.P. Morgan Chase & Co., Bloomberg Barclays, and S&P/LSTA. 

Past performance cannot guarantee future results. 

TIME PERIODS WHEN TREASURY YIELDS ROSE 100 BPS+ 
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Rethinking Fixed Income 

 Given historically low yields and greater interest rate risk in the 

U.S., many pension plans have expanded their investment set 

beyond the U.S. and across the capital structure 

 Develop a bond portfolio allocation based upon the role of fixed 

income in your overall portfolio 

 Model various fixed income allocations to meet the objectives 

of your policy portfolio and ultimately your plan beneficiaries 
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Important Information 

For Institutional Investor Use Only 

This material has been prepared by T. Rowe Price Associates, Inc. for informational purposes only. The views contained 

herein are those of the presenters as of the date of the presentation and are subject to change without notice; these views 

may differ from those of other T. Rowe Price associates. 

Information and opinions, including forecasts and forward-looking statements, are derived from proprietary and nonproprietary 

sources deemed to be reliable; the accuracy of those sources is not guaranteed and there can be no assurance that actual 

results will not differ materially from expectations. 

Under no circumstances should the Materials, in whole or part, be copied, redistributed or shown to any person without 

consent from T. Rowe Price. 

The Materials do not constitute a distribution, an offer, an invitation, recommendation or solicitation to sell or by any securities 

in any jurisdiction. The Materials have not been reviewed by any regulatory authority in any jurisdiction. The Materials do not 

constitute investment advice and should not be relied upon as such. Investors should seek independent legal and financial 

advice, including advice as to tax consequences, before making any investment decision. 

Past performance cannot guarantee future results. All investments involve risk. The charts and tables are shown for illustrative 

purposes only. 

2016-US-27526 

 


