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What are Fixed Income Investors Thinking? 

Concern Over 

Rising Rates 
Access to 

Liquidity 

Fear of Future Inflation 

Opportunity 

Capture 

Improved 

Diversification 

Need for More 

Income 

Aligning Portfolios with 

Investment Objectives 
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Growing Demand for Unconstrained 

Sources: Reuters, T. Rowe Price. 

MORNINGSTAR UNIVERSE GROWTH RATE 

12 Month Rolling Periods 
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Low Rate Environment Offers 

Little Protection 

Sources: Reuters, T. Rowe Price. 

UK GILTS AND GERMAN BUNDS – YIELD CURVE  

 

As of 30 Oct 2015 

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

1 Mo 2 Mo 3 Mo 6 Mo 9 Mo 1 Yr 2 Yr 3 Yr 4 Yr 5 Yr 7 Yr 9 Yr 10 Yr 12 Yr 15 Yr 20 Yr 30 Yr 50 Yr

UK Rates Today

UK Rates Implied In One Year

Germany Rates Today



11/10/2015 

3 

5 5 

Divergent Monetary Policies Create Interest 

Rate and Currency Opportunities 

Source: T. Rowe Price 

ILLUSTRATIVE INTEREST RATE CYCLE  
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6 6 

1 Canada, Mexico, and Chile 

Sources: Bank for International Settlements, Bank of America/Merrill Lynch, Barclays, CoreLogic, J.P. Morgan Chase & Co., S&P/LSTA, Haver Analytics, and T. Rowe Price. 
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CORE RETURN SEEKING 

2005 2015 Chg 

U.S. Treasury 1.4 4.3 205% 

Developed Sovereign 5.7 10.9 90% 

          Americas1 0.1 0.3 105% 

          Europe 3.3 5.7 75% 

          Asia-Pac 2.3 4.7 109% 

Middle East/Africa 0.1 0.1 285% 

EM Local 0.4 1.2 235% 

EM (USD/Euro) Sovereign 0.3 0.5 71% 

2005 2015 Chg 

MBS 1.9 3.3 76% 

U.S. IG Corporates 1.1 2.9 155% 

Euro IG Corporates 0.7 1.1 57% 

CMBS 0.2 0.3 15% 

ABS 0.1 0.1 -4% 

Covered Bond 0.6 0.8 33% 

2005 2015 Chg 

EM Corporate 0.2 1.1 467% 

      Europe 0.0 0.2 631% 

      LatAm 0.1 0.3 421% 

      Asia 0.1 0.6 399% 

U.S. High Yield 0.5 1.0 82% 

Bank Loans 0.6 1.3 115% 

RMBS 0.8 0.5 -45% 

Euro High Yield 0.1 0.3 378% 

Convertibles 0.2 0.1 -28% 

A £30+ Trillion Opportunity Set 

As of 30 Sep 2015 
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CORRELATION WITH BOND MARKETS 

Last 3 Years Annualised, Based on Monthly Data 

 

 

Unconstrained Has Afforded Some 

Protection From Rate Moves 

Morningstar US – Non-traditional Bond universe, based on largest funds with a track record over 3 years in local currency 

Sources: Morningstar, Barclays Capital and T. Rowe Price 

As of 31 Oct 2015 
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Investing Outside UK Bonds Doesn’t 

Have To Be Scary 

Sources: Reuters and T. Rowe Price. Based on monthly change over past 10 years or lower if historic data is shorter.  

10-YEAR GOVERNMENT YIELD - HISTORICAL VOLATILITY 

% Annualised 
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But…Credit Market Volatility Has Increased 

Sources: J.P. Morgan, Barclays and T. Rowe Price. 

HISTORICAL RISK PREMIUM  

Option Adjusted Spreads (%) 
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31 Dec  

2014 

30 Sep  

2015 
Change 

High Yield Bonds 4.83% 6.30% +1.47% 

EM Hard Currency 

Sovereign Debt 
3.53% 4.33% +0.80% 

EM Hard Currency 

Corporate Debt 
3.52% 4.42% +0.90% 

US IG Corporate 

Bonds 
1.25% 1.60% +0.35% 

Euro IG Corporate 

Bonds 
0.88% 1.48% +0.60% 
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CURRENT YIELD ABOVE GBP CASH VS. HISTORICAL CORRELATION  

Last 10 Years 

 

 

POSITIVE CORRELATION TO EQUITIES NEGATIVE CORRELATION TO EQUITIES 

Remember Why We Invest In Fixed Income: 

Diversification…? 

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

Yield shown is on a hedged basis in UK Sterling. Volatility is based on the monthly returns each asset class hedged into UK Sterling. 
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CORRELATION WITH OTHER FIXED INCOME MARKETS 

Last 3 Years Annualised, Based on Monthly Data 

 

 

So Is Unconstrained Helping Diversify Risk? 

Morningstar US – Non-traditional Bond universe, based on largest funds with a track record over 3 years in local currency 

Sources: Morningstar, Barclays Capital and T. Rowe Price 
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CORRELATION WITH EQUITIES 

Last 3 Years Annualised, Based on Monthly Data 

 

 

So Is Unconstrained Helping Diversify Risk? 

Morningstar US – Non-traditional Bond universe, based on largest funds with a track record over 3 years in local currency 

Sources: Morningstar, Barclays Capital and T. Rowe Price 

As of 31 Oct 2015 
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Our Global Unconstrained Bond Approach 

Sustainable 

income  

■ Globalisation of fixed income markets has opened new investment opportunities 

■ Traditional benchmarks not reflective of the expanded opportunity set 

■ Use of bottom-up credit research to enhance returns 

Diversification 

and balance 

■ Diversification across geography, sectors and capital structure  

■ Diversification away from more risky fixed income markets such as high yield and EMD 

■ Diversification against equity risk and rise in volatility 

Capital 

preservation and  

downside risk 

■ Focus on minimising probability and magnitude of capital loss 

■ Tactical management of duration profile and of currency management 

■ Focus on government allocation as opposed to pure credit risk 

14 

Our Global Unconstrained Bond Approach 

As of 30 Sep 2015 

Based on the Dynamic Global Bond (AUD Hedged) representative portfolio. The representative portfolio is an account in the composite we believe most closely 

reflects current portfolio management style for the strategy. Performance is not a consideration in the selection of the representative portfolio. Information regarding 

the representative portfolio and, where applicable, the other accounts in the composite is available upon request. Please see the GIPS® Disclosure page for 

additional information on the composite. Supplemental information. 

Sources: ASX/S&P index, BoA Merrill Lynch , JPMorgan and T. Rowe Price 
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Final Thoughts…  

Low levels of interest rates are pushing investors to look for new areas of 

opportunities in fixed income 

By moving into unconstrained fixed income oriented solutions, investors 

should be fully aware of the risk they are taking 

T. Rowe Price Global Unconstrained Bond approach aims to deliver 

stable consistent return with a clear emphasis on delivering 

diversification vs. equity risk 

Focus on downside risk, transparency and liquidity should remain key 

aspects of any fixed income solution in our view 

THANK YOU 
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GIPS
®
 Disclosure 

* As of 30 September 2015 
1Reflects deduction of highest applicable fee schedule without benefit of breakpoints. Investment return and principal value will vary. Past performance cannot guarantee future results. 
228 February 2014 through 31 December 2014 

T. Rowe Price (“TRP”) has prepared and presented this report in compliance with the Global Investment Performance Standards (GIPS®). TRP has been independently verified for the 10‐year period 

ended June 30, 2014 by KPMG LLP. The verification report is 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. 

TRP is a U.S. investment management firm with various investment advisers registered with the U.S. Securities and Exchange Commission, the U.K. Financial Conduct Authority, and other regulatory 

bodies in various countries and holds itself out as such to potential clients for GIPS purposes. TRP further defines itself under GIPS as a discretionary investment manager providing services primarily to 

institutional clients with regard to various mandates, which include U.S., international, and global strategies but excluding the services of the Private Asset Management group. The minimum asset level 

for equity portfolios to be included in composites is $5 million and prior to January 2002 the minimum was $1 million. The minimum asset level for fixed income and asset allocation portfolios to be 

included in composites is $10 million; prior to October 2004 the minimum was $5 million; and prior to January 2002 the minimum was $1 million. Valuations and performance are computed in U.S. dollars 

and converted to Australian Dollar. When converting U.S. dollar composite returns, benchmarks, dispersion and asset data, the same exchange rate source is used consistently. Total returns in non‐U.S. 

dollar currencies are calculated by adjusting U.S. dollar performance by the percent change in the U.S. dollar/foreign currency exchange rate (as determined by an independent third party) for the time 

periods selected. 

Gross performance returns are presented before management and all other fees, where applicable, but after trading expenses. Net of fees performance reflects the deduction of the highest applicable 

management fee that would be charged based on the fee schedule appropriate to you for this mandate, without the benefit of breakpoints. Gross and net performance returns are net of nonreclaimable 

withholding taxes on dividends, interest income, and capital gains. Effective June 30, 2013, portfolio valuation and assets under management are calculated based on the closing price of the security in its 

respective market. Previously portfolios holding international securities may have been adjusted for after‐market events. Policies for valuing portfolios, calculating performance, and preparing compliant 

presentations are available upon request. Dispersion is measured by the standard deviation across asset‐weighted portfolio returns represented within a composite for the full year. Dispersion is not 

calculated for the composites in which there are five or fewer portfolios. 

Some portfolios may trade futures, options, and other potentially high‐risk derivatives which generally represent less than 10% of a portfolio. 

Benchmarks are taken from published sources and may have different calculation methodologies, pricing times, and foreign exchange sources from the composite. 

Composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow greater than or equal to 15% of portfolio assets. The temporary removal of 

such an account occurs at the beginning of the measurement period in which the significant cash flow occurs and the account re‐enters the composite on the last day of the current month after the cash 

flow. Additional information regarding the treatment of significant cash flows is available upon request. 

The firm's list of composite descriptions and/or a presentation that adheres to the GIPS® standards are available upon request. 

DYNAMIC GLOBAL BOND (AUD HEDGED) COMPOSITE  

Period Ended 31 Oct 2015 

Figures Shown in Australian Dollars 

20142 2015 YTD 

Gross Annual Returns (%)  4.12 6.46 

Net Annual Returns (%)1  3.84 6.18 

Bloomberg AusBond Bank Bill Index (%) 2.26 1.97 

Composite 3•-Yr St. Dev.  N/A  N/A  

Bloomberg AusBond Bank Bill Index (%) 3•-Yr St. Dev.  0.19 0.10 

Composite Dispersion  N/A  N/A  

Comp. Assets (Millions)  130.3 178.0* 

# of Accts. in Comp.  2 2* 

Total Firm Assets (Billions)  916.0 1,038.4* 
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GIPS
®
 Disclosure 

* As of 30 September 2015 
1Reflects deduction of highest applicable fee schedule without benefit of breakpoints. Investment return and principal value will vary. Past performance cannot guarantee future results. 
231 January 2015 through 30 June 2015. 

T. Rowe Price (“TRP”) has prepared and presented this report in compliance with the Global Investment Performance Standards (GIPS®). TRP has been independently verified for the 10‐year period 

ended June 30, 2014 by KPMG LLP. The verification report is 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. 

TRP is a U.S. investment management firm with various investment advisers registered with the U.S. Securities and Exchange Commission, the U.K. Financial Conduct Authority, and other regulatory 

bodies in various countries and holds itself out as such to potential clients for GIPS purposes. TRP further defines itself under GIPS as a discretionary investment manager providing services primarily to 

institutional clients with regard to various mandates, which include U.S., international, and global strategies but excluding the services of the Private Asset Management group. The minimum asset level 

for equity portfolios to be included in composites is $5 million and prior to January 2002 the minimum was $1 million. The minimum asset level for fixed income and asset allocation portfolios to be 

included in composites is $10 million; prior to October 2004 the minimum was $5 million; and prior to January 2002 the minimum was $1 million. Valuations and performance are computed in U.S. dollars 

and converted to Australian Dollar. When converting U.S. dollar composite returns, benchmarks, dispersion and asset data, the same exchange rate source is used consistently. Total returns in non‐U.S. 

dollar currencies are calculated by adjusting U.S. dollar performance by the percent change in the U.S. dollar/foreign currency exchange rate (as determined by an independent third party) for the time 

periods selected. 

Gross performance returns are presented before management and all other fees, where applicable, but after trading expenses. Net of fees performance reflects the deduction of the highest applicable 

management fee that would be charged based on the fee schedule appropriate to you for this mandate, without the benefit of breakpoints. Gross and net performance returns are net of nonreclaimable 

withholding taxes on dividends, interest income, and capital gains. Effective June 30, 2013, portfolio valuation and assets under management are calculated based on the closing price of the security in its 

respective market. Previously portfolios holding international securities may have been adjusted for after‐market events. Policies for valuing portfolios, calculating performance, and preparing compliant 

presentations are available upon request. Dispersion is measured by the standard deviation across asset‐weighted portfolio returns represented within a composite for the full year. Dispersion is not 

calculated for the composites in which there are five or fewer portfolios. 

Some portfolios may trade futures, options, and other potentially high‐risk derivatives which generally represent less than 10% of a portfolio. 

Benchmarks are taken from published sources and may have different calculation methodologies, pricing times, and foreign exchange sources from the composite. 

Composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow greater than or equal to 15% of portfolio assets. The temporary removal of 

such an account occurs at the beginning of the measurement period in which the significant cash flow occurs and the account re‐enters the composite on the last day of the current month after the cash 

flow. Additional information regarding the treatment of significant cash flows is available upon request. 

The firm's list of composite descriptions and/or a presentation that adheres to the GIPS® standards are available upon request. 

GLOBAL UNCONSTRAINED BOND COMPOSITE  

Period Ended 31 Oct 2015  

Figures Shown in U.S. Dollars 

2015 YTD2 

Gross Annual Returns (%)  4.40 

Net Annual Returns (%)1  4.11 

3-Month US Libor Index (%) 0.22 

Composite 3•-Yr St. Dev.  N/A  

3-Month US Libor Index (%) 3•-Yr St. Dev.  0.01 

Composite Dispersion  N/A  

Comp. Assets (Millions)  62.6* 

# of Accts. in Comp.  2* 

Total Firm Assets (Billions)  729.2* 
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Fee Schedule 

DYNAMIC GLOBAL BOND (AUD HEDGED) COMPOSITE  

The Dynamic Global Bond (AUD Hedged) Composite comprises portfolios that seek to provide positive absolute return by investing primarily in an 

actively managed global portfolio of fixed income securities. Allocation to below investment‐grade issues is also permissible. (Created February 2014) 

First $55 million  32.5 basis points  

Next $55 million  27.5 basis points  

Above $110 million 22.5 basis points on all assets1 

Above $275 million  17.5 basis points on all assets1 

Minimum separate account size  $110 million  

1A transitional credit is applied to the fee schedule as assets approach or fall below the breakpoint 

Period Ended 31 Oct 2015 

Figures Shown in Australian Dollars 

GLOBAL UNCONSTRAINED BOND COMPOSITE  

Global Unconstrained Bond Composite. The Global Unconstrained Bond Composite strategy seeks to deliver consistent fixed income returns 

through a flexible, dynamic and diversified allocation to debt instruments from around the world. The strategy adopts a holistic and rigorous 

approach to risk management to protect clients on the downside, and particularly seeks to provide adequate diversification at times of equity 
markets’ correction. (Created January 2015) 

First $50 million  37.5 basis points  

Next $50 million  32.5 basis points  

Above $100 million 30 basis points on all assets1 

Above $250 million  25 basis points on all assets1 

Minimum separate account size  $100 million  

Period Ended 31 Oct 2015 

Figures Shown in U.S. Dollars 
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Important Information 

The views contained herein are as of 30 October 2015 and may have changed since that time. Unless indicated otherwise the source of all market 

data is T. Rowe Price. 

 

This material, including any statements, information, data and content contained within it and any materials, information, images, links, graphics or 

recording provided in conjunction with this material are being furnished by T. Rowe Price for general informational purposes only. The material is 

not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 

provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction. Under no circumstances should the material, in 

whole or in part, be copied or redistributed without consent from T. Rowe Price. The material does not constitute a distribution, an offer, an 

invitation, recommendation or solicitation to sell or buy any securities in any jurisdiction. The material has not been reviewed by any regulatory 

authority in any jurisdiction. The material does not constitute advice of any nature and prospective investors are recommended to seek independent 

legal, financial and tax advice before making any investment decision. Past performance is not a reliable indicator of future performance. The value 

of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.  

 

Unless indicated otherwise this material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ 

which is authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only. 

 

T. ROWE PRICE, INVEST WITH CONFIDENCE and the Bighorn Sheep design are, collectively and/or apart, trademarks or registered trademarks 

of T. Rowe Price Group, Inc. in the United States, European Union, and other countries. This material is intended for use only in select countries. 
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