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PIMCO’s Unconstrained Bond Strategy is designed to provide investors with the 
traditional benefits of bond investing – capital preservation, liquidity and diversification 
– plus the potential for more attractive risk-adjusted returns over the long term and 
proactive, downside risk mitigation. Unlike traditional fixed income approaches, the 
Unconstrained Bond Strategy does not track specific bond indexes and therefore has 
greater investment flexibility to achieve these goals. In the interview below, Portfolio 
Manager Chris Dialynas and Product Engineer Lisa Kim discuss the investment 
approach for the Unconstrained Bond Strategy, when and by how much the strategy 
may exercise its broader investment discretion and how the strategy can fit into an 
asset allocation plan. 
 
Q: How does the Unconstrained Bond Strategy differ from PIMCO’s Total 
Return Strategy? 
Kim: The same PIMCO investment process and philosophy that underpin our top-
down secular and cyclical outlooks and rigorous bottom-up analysis create the base 
for both of the strategies. Essentially, their “inputs” are the same. However, the 
specific approaches, investment guidelines and risk tolerances vary for the strategies 
(as we have summarised in the table below). 
 
 

 
 Total Return 

Strategy 
Unconstrained 
Bond Strategy  

Strategy 
Description 

An actively managed, 
diversified, 
intermediate duration 
portfolio of high-quality 
bonds that seeks total 
return by embodying 
PIMCO’s process and 
philosophy 

An absolute return–
oriented, investment 
grade fixed income 
strategy that embodies 
PIMCO’s secular 
thinking, global themes 
and integrated process 

Opportunity 
Set 

■Government bonds 
■Mortgage-backed 
securities 
■Investment grade 
credit 

■Government bonds 
■Mortgage-backed 
securities 
■Investment grade 
credit 
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■High yield (0% to 10% 
range) 
■Non-US developed 
(0% to 30% range) 
■Emerging market (0% 
to 15% range) 
■Currency (0% to 20% 
range) 

■High yield (0% to 40% 
range) 
■Non-US developed 
■Emerging market (0% 
to 50% range) 
■Currency (0% to 35% 
range) 

Duration 
Range 

+/− 2 years of the 
duration of the 
Barclays Capital US 
Aggregate Index 

−3 to +8 years  

 
 
Q: Can you describe the overall objective and design of the Unconstrained 
Bond Strategy? 
Dialynas: The strategy aims to deliver attractive returns and preserve capital over a 
full market cycle using an approach that is not tethered to benchmark-specific 
guidelines or related tracking error limitations. The strategy is absolute return-oriented, 
fixed income-based and investment grade overall. It is designed to have the flexibility 
to adjust duration, allocate across sectors and express global economic views to a 
greater degree than a benchmark-constrained strategy. Therefore, the strategy can 
assume more risk in areas where PIMCO sees significant opportunities, and it can 
have little or no exposure to areas where we see less value or heightened downside 
risk.  
 
In general, risk exposures are likely to vary to a much greater degree over time than 
in traditionally benchmarked fixed income portfolios. Though the strategy is not 
explicitly insured against downside risk, the capability to tactically manage risk 
positions free from benchmark limitations may allow for the opportunity to add value 
even under challenging bond market conditions.  
 
Kim: While LIBOR does serve as a reference point for the strategy, which is a 
common practice for absolute return-oriented approaches, this is simply a proxy for 
the theoretical cash equivalent investment option. The LIBOR benchmark is not 
intended to be indicative of the risk or return profile of the strategy. 
 
The investment guidelines for the Unconstrained Bond Strategy include a portfolio 
duration range between −3 and +8 years. It may invest without limitation in securities 
denominated in foreign currencies and in US dollar-denominated securities of foreign 
issuers but will normally limit its foreign currency exposure to 35%. The strategy also 
has limits of 40% for high yield bonds, 50% for emerging markets, and up to 10% for 
preferred stocks. These limits intend to ensure that the average quality of the portfolio 
is investment grade and also that the portfolio’s downside risk profile is more broadly 
bond-like than credit-centric or equity-like. 
 
Q: Given the strategy’s broad bandwidth for duration, from −3 through +8 years, 
under what scenarios would the Unconstrained Bond Strategy potentially move 
to a negative duration position? 
Dialynas: The strategy’s discretion may be particularly valuable during rising interest 
rate environments: We would look to defensively reduce or eliminate our interest rate 
exposure, or even opportunistically benefit from some aspects of that environment, 
with negative duration. However, while the strategy has the flexibility to be 
defensively postured and potentially reach neutral or even negative overall portfolio 
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duration, it is not designed to be an explicit hedge against rising interest rates. A 
hedge looks to offset a particular risk; by contrast, the strategy’s duration bandwidth 
discretion is simply one component of the overall approach to assessing and 
managing the full risk spectrum. 
 
Before we’d consider shifting the strategy into a neutral or negative duration position, 
we would need to have very strong convictions on several factors: a conclusive trend 
toward recovery from the near-term cyclical weakness, which would likely indicate 
inflation over the horizon; bearish cyclical and secular outlooks for interest rates; and 
a long-term outlook for significant depreciation in the value of the US dollar. 
 
Q: How does the Unconstrained Bond Strategy’s flexibility to invest broadly 
across many sectors affect its investment approach, and under what 
conditions could the strategy reach its sector limits? 
Dialynas: The strategy’s ability to take active risk positions across sectors where 
PIMCO sees value is one of its great benefits. However, before approaching the 
guidelines’ limits in any sector, we would need to have very strong positive 
convictions about the opportunities there, and in any case, the overall portfolio 
composition would remain investment grade quality.  
 
For example, if in the future we become extremely bullish in specific areas in high 
yield or in certain emerging economies, we would actively increase the portfolio’s 
positions in these markets. But to approach the guideline maximum, we would have 
to see egregiously mispriced pockets of value together with a limited risk of 
permanent price impairment, and we would need to be prepared to tolerate fairly 
significant price volatility. So realistically, it would be unlikely for the strategy to reach 
its limits in these sectors. 
 
The strategy has broad discretion to invest outside the US and could potentially 
include large exposures to the global fixed income markets if we see attractive 
relative opportunities. Investments in non-dollar currencies, however, are unlikely to 
approach the guideline limits mainly due to their volatility, though if we held a strong 
view on any single currency with a clear direction of relative value, we would likely 
add a sizable position. Currently, we are building a position in a select basket of 
currencies that are expected to appreciate versus the dollar over the secular horizon. 
 
Q: How has the Unconstrained Bond Strategy handled the market turmoil of the 
past year? 
Kim: Despite the enormity of the financial crisis, the Unconstrained Bond Strategy 
has met and exceeded our overall expectations. Truncating the downside risk in an 
environment of financial crisis has been a challenge over the past year, but the 
strategy has done well in harnessing the opportunities under very uncertain market 
conditions and heightened volatility. 
 
Q: How should investors define the Unconstrained Bond Strategy when 
evaluating overall asset or risk allocation strategies? Is it considered an 
alternative investment or does it more closely resemble a traditional core bond 
strategy, such as PIMCO’s Total Return? 
Kim: Depending on an investor’s approach to portfolio construction and allocation, 
the categorical fit for the Unconstrained Bond Strategy may vary. By design, it is an 
absolute return strategy and may be considered an alternative investment approach 
in the sense that the active management discretion and alpha potential may be 
materially greater than in many traditional, active, fixed income management 
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strategies. By design, the strategy is also likely to exhibit low correlation with the 
equity markets, which may provide positive diversification benefits.¹ 
 
However, from a downside risk perspective, the Unconstrained Bond Strategy may 
more closely resemble a core fixed income allocation. The guideline limits for various 
sectors, such as high yield and emerging markets, also may help investors determine 
where the strategy fits into an asset or risk allocation plan. 
 
We’ve found most investors are using the Unconstrained Bond Strategy as an 
alternative allocation. While the same secular and cyclical outlooks that inform 
PIMCO’s core bond strategies, such as Total Return, also shape the Unconstrained 
Strategy, its greater discretion allows the strategy to take a more aggressive stance in 
areas where PIMCO sees opportunity. It is designed for investors who are willing to 
grant very broad discretion to managers with demonstrated skill, in the interest of 
realising higher risk-adjusted return potential over the long term. 
 
Thank you, Chris and Lisa. 

 
 
¹Historically, the strategy has exhibited a correlation of .28 to the equity market as represented by the S&P 
500 (from 9/30/08 to 7/31/09). 
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1 Regulated by the Monetary Authority of Singapore as a holder of a capital markets 
services license for fund management, and an exempt financial adviser. The services and 
products provided by PIMCO Asia Pte Ltd are available only to accredited investors, 
expert investors and institutional investors as defined in the Securities and Futures Act. 
The investment management services and products are not available to persons where 
provision of such services and products is unauthorized. 
 

2 Licensed by the Securities and Futures Commission for Types 1, 4 and 9 regulated 
activities under the Securities and Futures Ordinance (“SFO”).  The services and products 
provided by PIMCO Asia Limited are available only to professional investors as defined in 
the SFO.  The asset management services and investment products are not available to 
persons where provision of such services and products is unauthorized. 
  
Past performance is not a guarantee or a reliable indicator of future results. Investing 
in the bond market is subject to certain risks including market, interest-rate, issuer, credit, 
and inflation risk; investments may be worth more or less than the original cost when 
redeemed. Investing in foreign denominated and/or domiciled securities may involve 
heightened risk due to currency fluctuations, and economic and political risks, which may 
be enhanced in emerging markets. Mortgage and asset-backed securities may be 
sensitive to changes in interest rates, subject to early repayment risk, and their value may 
fluctuate in response to the market’s perception of issuer creditworthiness; while generally 
supported by some form of government or private guarantee there is no assurance that 
private guarantors will meet their obligations. High-yield, lower-rated, securities involve 
greater risk than higher-rated securities; portfolios that invest in them may be subject to 
greater levels of credit and liquidity risk than portfolios that do not. Equities may decline in 
value due to both real and perceived general market, economic, and industry conditions. 
Derivatives may involve certain costs and risks such as liquidity, interest rate, market, 
credit, management and the risk that a position could not be closed when most 
advantageous.  Investing in derivatives could lose more than the amount invested. 
Diversification does not insure against loss. 
 
There is no guarantee that these investment strategies will work under all market 
conditions and each investor should evaluate their ability to invest for a long-term 
especially during periods of downturn in the market. No representation is being made that 
any account, product, or strategy will or is likely to achieve profits, losses, or results similar 
to those shown. 
 
LIBOR (London Interbank Offered Rate) is the rate banks charge each other for short-term 
Eurodollar loans. Barclays Capital U.S. Aggregate Index represents securities that are 
SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment 
grade fixed rate bond market, with index components for government and corporate 
securities, mortgage pass-through securities, and asset-backed securities. These major 
sectors are subdivided into more specific indices that are calculated and reported on a 
regular basis. Prior to November 1, 2008, this index was published by Lehman Brothers.  It 
is not possible to invest directly in an unmanaged index. 
 
This material contains the current opinions of the manager and such opinions are subject 
to change without notice. This material has been distributed for informational purposes 
only and should not be considered as investment advice or a recommendation of any 
particular security, strategy or investment product. Statements concerning financial market 
trends are based on current market conditions, which will fluctuate. Information contained 
herein has been obtained from sources believed to be reliable, but not guaranteed. No part 
of this material may be reproduced in any form, or referred to in any other publication, 
without express written permission.  ©2009, PIMCO. 
 


