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With inflation debated daily among investment professionals and media reporters, itis virtually impossible
to predict interest rate movement or the economic landscape. Given that many retail investors focus on
equity investments, choosing a fixed income allocation can be particularly difficult given the lack of
accessible tools and models. As interest rates and inflation expectations evolve, a tactical rules-based
approach to portfolio optimization can help provide investors with a flexible fixed income allocation in
different scenarios.

Theyield curve can help investors make decisions based on the economic cycle.

The yield curve is one of the most important concepts for fixed income investors to understand. The short
end of theyield curveisanchored by Fed policy when they adjust their short-term target (i.e, Fed funds rate).
The long end of the yield curve is partly driven by inflation expectations and economic growth forecasts.
Short-term rates and long-term rates can move by different orders of magnitude depending on the phase of
the economic cycle, which causes the yield curve to steepen as rates diverge or flatten as rates converge.
During a recession, the Fed can lower interest rates to stimulate the economy. This would lead to a bull
steepening if long rates don’t come down as quickly. During the recovery part of the economic cycle, long-
term inflation expectations usually rise, and the market can experience a bear steepening. During the
expansion phase, however, the yield curve may experience a bear flattening when the Fed raises interest
rates aggressively as the economy strengthens. Then an ensuing economic slowdown may lead to a bull
flattening, where long-term inflation rates are expected to fall.

Different fixed income strategies are appropriate as short-term rates and inflation
expectations change.

Three of the more common fixed income characteristics are duration, credit quality, and product/sector
type. An investor’s allocation to each of these may depend on the economic cycle and yield curve as
discussed above. Forexample, durationisameasure of interest rate risk. Bond durationis expressed in years,
and a bond with a longer duration is more sensitive to rising interest rates. Credit quality is the measure of
a bond issuer’s ability to repay its debt. A high yield bond, for instance, has a higher chance of default than
an investment grade bond. However, high yield bonds can offer higher coupon payments and are more
highly correlated to equities so they may perform better in periods of strong economic growth. Product
types include corporate, municipal, agency, and Treasury bonds. Certain products like Treasury Inflation
Protected securities (“TIPS”) are indexed to inflation and can help protect a portfolio against rising inflation
rates.
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Yield Curve Twist |Treasury Yield Change Possible Explanation Economic Cycle |Sectorsto Overweight
Fed highly Treasury/Agency
STrates and LT rates diverge as ST |accommodative by Investment Grade
Bull Steepening rates fall faster than LT rates lowering interest rates Recession Fixed Rate
Short duration
ST rates and LT rates diverge as LT |Long-term inflation TIPS
Bear Steepening rates rise faster than ST rates expected to rise Recovery High Yield
Fed hawkish by
ST rates and LT rates convergeas |aggressively raising Investment Grade
Bear Flattening ST rates rise fasterthan LT rates |interest rates Expansion Floating Rate
Short-term rates and long-term Long Duration
rates converge as LT rates fall Investors expect long- Treasury/Agency
Bull Flattening faster than ST rates term inflation to fall Slowdown Investment Grade

Source: FolioBeyond, Alerian & S-Network Global Indexes

A rules-based approach can help investors adjust their fixed income allocations,
addressing changing expectations in a rapidly changing environment.

Asmentioned above, the fixed income sector fortunately offers a variety of strategies for different scenarios.
Unfortunately, without perfect foresight it is impossible in any market to pick just one strategy. There is
currently a lot of debate whether interest rates will rise, inflation is “transitory”, or we're in a market bubble.
A rules-based approach to fixed income portfolio optimization takes the “educated” guesswork out of
portfolio optimization to address market movements. The S-Network FolioBeyond Optimized Fixed Income
Index uses FolioBeyond’s unique factor-based optimization algorithm to optimize portfolio allocations. The
base model targets the return volatility of the Bloomberg Barclays U.S. Aggregate Bond Index (also known as
Agg, ticker: LBUSTRUU) and optimizes allocations across 23 sector ETFs, subject to maximum allocations to
any one sector. Although many other basic models use predominantly backward-looking variables, this
model uses forward-looking value measures, momentum effects, correlations, volatility, and stress testing.
These value measures are also adjusted for options, defaults, inflation, taxes, and other variables. Historical
simulations seen below have shown that the FolioBeyond algorithm has outperformed the Agg. See here for
more details on the FolioBeyond Fixed Income Algorithm.



https://snetworkglobalindexes.com/indexes/s-network-foliobeyond-optimized-fixed-income-indexes
https://snetworkglobalindexes.com/indexes/s-network-foliobeyond-optimized-fixed-income-indexes
https://institutions.foliobeyond.com/product-documents/foliobeyond-fixed-income-algorithm
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Source: Federal Reserve Bank of SL Louis, Bureau of Labor Statistics as of September 14, 2021
A- Portfolio Allocation on 10/17/2019
Company Name Ticker Product Credit Duration Index Weight
SPDR Bloomberg Barclays High Yield SINK US Corporate High Yield Short 29.8%
VanEck Vectors High-Yield Municipal Index ETF HYD US Municipal High Yield Long 29.7%
iShares Mortgage Real Estate ETF REM US Mortgage REIT Investment Grade |Long 28.1%
iShares 20+ Year Treasury Bond TLT US Treasury Government Long 8.9%
Invesco Senior Loan ETF BKLN US |Bank Loans High Yield Short 3.4%
B - Portfolio Allocation on 3/31/2020
Company Name Ticker Product Credit Duration Index Weight
Ishares 1-3 Year Treasury Bond ETF SHY US Treasury Government Short 30.0%
Ishares Short Treasury Bond SHV US Treasury Government Short 30.0%
Ishares Agency Bond ETF AGZ US Government Agency |Agency Intermediate 30.0%
Invesco Senior Loan ETF BKLN US  |Bank Loans High Yield Short 83%
SPDR Bloomberg Barclays High Yield SINK US Corporate High Yield Short 1.8%
C - Portfolio Allocation on 9/14/2021
Company Name Ticker Product Credit Duration Index Weight
iShares 0-5 Year TIPS Bond ETF STIP US Inflation Protected |Government Short 30.1%
iShares Agency Bond ETF AGZ US Government Agency [Agency Intermediate 30.1%
iShares Barclays 3 7 Year Treasury Bond Fund |EI US Treasury Government Intermediate 21.6%
Invesco Senior Loan ETF BKLN US  |Bank Loans High Yield Short 15.6%
iShares Trust United States Treasury TIP US Inflation Protected [Government Intermediate 27%
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Portfolio Optimization Has Resulted in
Returns Above the Benchmark Index
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source:Bloomberg, Alerianand S-Metwork Global Indexes
DatathroughSeptember 14,2021

Bottom Line:

Afixed income investment can serve as diversifier against equities, a source of income, or even protection
against inflation when using TIPS. Different fixed income strategies can be appropriate during different
parts of the economic cycle, but it’s never straightforward what type of fixed income strategy is preferred
at each point of the cycle. Investors can benefit from a rules-based approach to portfolio optimization,
which can select appropriate portfolio allocations in different risk/return environments, while aiming to
outperform the benchmark fixed income index.
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Disclaimers

This Document Is Impersonal and Not a Solicitation. In
jurisdictions where Alerian, S-Network Global Indexes, or
their affiliates do not have the necessary licenses, this
document does not constitute an offering of any security,
product, or service. Alerian and S-Network Global Indexes
receive compensation in connection with licensing its
indices to third parties. All information provided by Alerian
and S-Network Global Indexes in this document is
impersonal and not customized to the specific needs of any
entity, person, or group of persons. Alerian, S-Network
Global Indexes, and their affiliates do not endorse, manage,
promote, sell, or sponsor any investment fund or other
vehicle that is offered by third parties and that seeks to
provide an investment return linked to or based on the
returns of any Alerian or S-Network Global Indexes index.

No Advisory Relationship. Alerian and S-Network Global
Indexes are not investment advisors, and Alerian, S-Network
Global Indexes, and their affiliates make no representation
regarding the advisability of investing in any investment
fund or other vehicle. This document should not be
construed to provide advice of any kind, including, but not
limited to, tax and legal.

You Must Make Your Own Investment Decision. It is not
possible to invest directly in an index. Index performance
does not reflect the deduction of any fees or expenses. Past
performance is nota guarantee of future returns. You
should not make a decision to investin any investment fund
or othervehicle based on the statements set forth in this
document, and are advised to make an investmentin any
investment fund or other vehicle only after carefully
evaluating the risks associated with investment in the
investment fund, as detailed in the offering memorandum
or similar document prepared by or on behalf of the issuer.
This document does not contain, and does not purport to
contain, the level of detail necessary to give sufficient basis
to aninvestment decision. The addition, removal, or
inclusion of a security in any Alerian or S-Network Global
Indexes index is not a recommendation to buy, sell, or hold
that security, norisitinvestment advice.

No Warranties. The accuracy and/or completeness of any
Alerian or S-Network Global Indexes index, any data
included therein, or any data from which it is based is not
guaranteed by Alerian or S-Network Global Indexes, and it
shall have no liability for any errors, omissions, or
interruptions therein. Alerian and S-Network Global Indexes
make no warranties, express or implied, as to results to be
obtained from use of information provided by Alerian and S-
Network Global Indexes and used in this service, and Alerian
and S-Network Global Indexes expressly disclaim all
warranties of suitability with respect thereto.

Alerian

alerian.com

info@alerian.com | 972.957.7700

3625 N. Hall St,, Suite 1200, Dallas, TX 75219
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Limitation of Liability. While Alerian and S-Network Global
Indexes believe that the information provided in this
documentisreliable, Alerian and S-Network Global Indexes
shall not be liable for any claims or losses of any nature in
connection with the use of the information in this
document, including but not limited to, lost profits or
punitive or consequential damages, even if Alerian and S-
Network Global Indexes have been advised of the possibility
of same.

Research May Not Be Current. This document has been
prepared solely for informational purposes based on
information generally available to the public from sources
believed to be reliable. Alerian and S-Network Global Indexes
make no representation as to the accuracy or completeness
of this document, the content of which may change without
notice. Alerian and S-Network Global Indexes expressly
disclaim any obligation to update the contents of this
document to reflect developments in the energy Master
Limited Partnership sector. The methodology involves
rebalancings and maintenance of indices that are made
periodically throughout the year and may not, therefore,
reflect real-time information.

Linked Products. Alerian and S-Network Global Indexes
licenses its indexes to third parties for the creation of
investment funds or other vehicles. Alerian and S-Network
Global Indexes are not responsible for the information on
these websites or for anything that they provide.

Policies and Procedures. Analytic services and products
provided by Alerian and S-Network Global Indexes are the
result of separate activities designed to preserve the
independence and objectivity of each analytic process.
Alerian and S-Network Global Indexes have established
policies and procedures to maintain the confidentiality of
material non-publicinformation received during each
analytic process. Alerian, S-Network Global Indexes, and
their affiliates provide a wide range of services to, or
relating to, many organizations, and may receive fees or
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution. Alerian and S-
Network Global Indexes © 2021. All rights reserved. This
document, in whole or in part, may not be redistributed,
reproduced, and/or photocopied without prior written
permission.

S-Network Global Indexes
snetworkglobalindexes.com
info@snetworkinc.com | 972.957.7700

267 Fifth Avenue, Suite 508, New York, NY, 10016




