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Investment Process

A Disciplined Approach

Asset Allocation 

Global Rates, FX, &

Spread Sector Allocation

• Determine country/ term structure, 

currency, and sector positioning

• Ideas from sector specialists are 

emphasized

Security Selection & Relative Value

• Bottom-up research-

based approach

• Sector specialists and research 

analysts aligned by sector/industry

• ESG considerations applied to 

security selection process

Risk Management

• Employ a rigorous process to 

tightly monitor risk at all levels

• Use proprietary tools to verify 

performance achieved is appropriate 

for risk taken

1 2

3

Top Down Risk Allocation

• Assess global appetite for risk 

to determine portfolio risk 

profile, leveraging firm’s 

resources

4
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Quantifying the Risk Reward of Diversifying Portfolios

Portfolio Optimization 

For illustration only.  Please see Reference section for important disclosures. The value of investments can go down as well as up. The information shown is not actual results. This information is 

provided to you on the understanding that, as a sophisticated professional investor, you will understand and accept the inherent limitations of such illustrations, will not rely on them in making an 

investment decision, and will use them only for the purpose of discussing your preliminary interest in investing in a strategy of the type described in this document. No representation is made that an 

investor will achieve similar results to those shown. There is no current PGIM Fixed Income LDI client portfolio with this composition of assets. This does not constitute investment advice and should 

not be relied upon in making investment decisions. Source: PGIM Fixed Income. 

Efficient Frontier Efficient Frontier Portfolio Allocations

Asset Allocation Optimization
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Cash/Pension Liability

Highest Risk, Highest Return 

Asset Mix
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Risk Budget

Please see the Reference section for important disclosures regarding the information contained herein. For illustrative purposes only. Note that the risk thresholds shown here are 

intended as a basis for discussion between the risk management and portfolio management teams. They are not intended to be absolute limits in a portfolio. All risk thresholds are subject to 

change. There can be no guarantee that this objective will be achieved.
1 Total tracking error is less than the sum of the systematic and non-systematic tracking error because these two major sources of tracking error tend to diversify with each other, thus lowering 

total tracking error:    305² + 139² = 335 
2 Under most market conditions, returns associated with these market risk factors tend to undergo small and independent day-to-day fluctuations, implying that mean and variance measures 

explain most of the distribution of returns therefore we manage these risks via tracking error measures. 
3 These risk factors generally carry substantial skew or tail risk. Because returns from these items are not adequately described by mean and variance, we supplement tracking error measures 

with industry stress tests and issuer risk thresholds to monitor and manage the tail risk.
4 Issuer exposure is based on market implied ratings.

Sample Risk Budget

Alpha Objective: 200 bps

Tracking Error Threshold: 335 bps1

Curve/Currency/Sector/Quality

305 bps       

Industry/Issuer 

139 bps

Yield Curve Exposure 200 bps

Currency Exposure 70 bps

Sector/Quality Exposure 300 bps

Industry Stress Exposure: 105 bps

Liquidity Stress Exposure: 208 bps

Country Stress Exposure: 140 bps

Issuer Exposure:4

AAA/AA 3.00%

A 2.75%

BBB 2.40%

BB 1.50%

Systematic Risk Thresholds² Non-Systematic “Tail” Risk Thresholds³

Risk Framework Designed to Focus Risk in Areas of 
Potential Reward and Manage Downside Risks
• Helps establish a diversified set of strategies

• Seeks to limit “tail” risk from idiosyncratic positions

• Thresholds designed to prompt discussion between risk and portfolio managers—they are not intended to be absolute limits

• Updates to risk components are typically infrequent—however, they are subject to change to adapt to long-term market and investment trends
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Yield Deviations

(bps)

Proprietary Yield Curve Model Used in Treasury 
Relative Value

Approach

• Seeks to capture relative value opportunities across U.S. 

Treasury curve

• Technical factors and U.S. Treasury issuance dynamics 

create near-term mispricings

‒ Supply/Demand dynamics

‒ Auction schedules

‒ Liquidity Premium

‒ Fed Purchase schedule

• Portfolio manager input used to assess relative value 

opportunities 

Model

• Gaussian 2+ factor arbitrage-free pricing model

• Simultaneously fits prices of U.S. Treasury securities 

and swaptions

• Model determines a fair value yield curve and identifies 

securities that appear rich or cheap versus fair value

Provided for discussion purposes solely as an illustration of our investment evaluation process and of the output of PGIM Fixed Income's proprietary models. Does not constitute a recommendation 

regarding the merits of investing in the securities referenced. Does not constitute investment advice and should not be used as the basis for any investment decision. Does not constitute a 

representation that PGIM Fixed Income has purchased or would purchase any of the securities referenced or that an investment in any of such securities would be profitable. An investment cannot be 

made in a model. There can be no assurance that the model will be effective in evaluating issuers or securities or that opportunities identified by the model can be effectively implemented. Source: 

PGIM Fixed Income.

U.S. Treasury OAS: Ten Year Sector 
As of December 31, 2020
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Quantitative Tool—MBS Relative Value

Proprietary “Trade Monitoring” Tool Maps The 
Relationship Between Different Mortgage Securities 

Provided for discussion purposes solely as an illustration of our investment evaluation process and of the output of PGIM Fixed Income's proprietary models. Does not constitute a recommendation 

regarding the merits of investing in the securities referenced. Does not constitute investment advice and should not be used as the basis for any investment decision. Does not constitute a 

representation that PGIM Fixed Income has purchased or would purchase any of the securities referenced or that an investment in any of such securities would be profitable. An investment cannot be 

made in a model. There can be no assurance that the model will be effective in evaluating issuers or securities or that opportunities identified by the model can be effectively implemented.

Source: PGIM Fixed Income.

Approach

• Technical and other factors create inter-coupon 

mispricings in agency mortgage securities 

• Models identify MBS relative value 

opportunities across different securities

‒ Treasury OAS Model

‒ LIBOR OAS Model

‒ Implied Prepayment Model

• Portfolio manager considers certain market 

factors that may impact model results

‒ Issuance trends

‒ Supply / demand technicals

‒ CMO demand

‒ Prepayment expectations

Model

• Proprietary "Trade Monitoring" tool

• Considers actual and fitted prices and OAS 

(Treasury and LIBOR) among other valuations

MRT FN30CC Actual YieldShort 30YR UMBS 3 vs Long 30YR UMBS 2.5

Mortgage Relative Value Regressed vs. Agency "Current Coupon" OAS
December 31, 2019 to December 31, 2020

Historical Valuation of Securities
December 31, 2019 to December 31, 2020
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Robert Tipp, CFA, is a Managing Director, Chief Investment Strategist, and Head of Global Bonds for PGIM Fixed 
Income. In addition to co-managing the global multi-sector strategies, Mr. Tipp is responsible for global rates 
positioning for Core Plus, Absolute Return, and other portfolios. Mr. Tipp has worked at the Firm since 1991, where 
he has held a variety of senior investment manager and strategist roles. Prior to joining the firm, he was a Director in 
the Portfolio Strategies Group at the First Boston Corporation, where he developed, marketed, and implemented 
strategic portfolio products for money managers. Before that, Mr. Tipp was a Senior Staff Analyst at the Allstate 
Research & Planning Center, and managed fixed income and equity derivative strategies at Wells Fargo Investment 
Advisors. He received a BS in Business Administration and an MBA from the University of California, Berkeley. Mr. 
Tipp holds the Chartered Financial Analyst (CFA) designation. 
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Notice: Important Disclosures

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential Financial, Inc. (“PFI”) company. 

Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is headquartered in Newark, New Jersey and also includes the following businesses 

globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii) PGIM Netherlands B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. (“PGIM Japan”), located in Tokyo; (iv) the 

public fixed income unit within PGIM (Hong Kong) Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (“PGIM Singapore”).  PFI of the 

United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.  

Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFI and its related entities, registered in many jurisdictions worldwide.

These materials are for informational or educational purposes only.  The information is not intended as investment advice and is not a recommendation about managing or investing assets.  

In providing these materials, PGIM is not acting as your fiduciary. Investors seeking information regarding their particular investment needs should contact their financial professional.

These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein.  Distribution of this 

information to any person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the 

divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is prohibited.  Certain information contained herein has been obtained from sources that PGIM Fixed Income believes 

to be reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed.  The 

information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice.  PGIM Fixed Income has no obligation to update any or 

all of such information; nor do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.  All investments involve risk, including 

the possible loss of capital. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment 

management services and should not be used as the basis for any investment decision.  No risk management technique can guarantee the mitigation or elimination of risk in any market 

environment.  Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. No liability whatsoever is accepted for any loss (whether direct, 

indirect, or consequential) that may arise from any use of the information contained in or derived from this report.  PGIM Fixed Income and its affiliates may make investment decisions that 

are inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial 

instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or prospects.  

For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.  PGIM Fixed Income and its 

affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial instruments referenced herein.  PGIM Fixed Income and its affiliates 

may develop and publish research that is independent of, and different than, the recommendations contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and 

trading personnel, may provide oral or written market commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein.  

Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.

©  2021 PFI and its related entities.


