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Important Information

FOR INVESTMENT PROFESSIONAL USE ONLY: NOT FOR PUBLIC DISTRIBUTION 

Before investing in an iShares fund, you should carefully consider the appropriateness of such products to your 
circumstances, read the applicable Australian prospectus and consult an investment adviser.

This presentation has been prepared by Barclays Global Investors Australia Limited ABN 33 001 804 566, AFSL No 225 398 
(‘BGIA’), the local agent and intermediary for iShares (iShares Inc ARBN 125 632 279, iShares Trust ARBN 125 632 411) and is 
intended for financial advisers/ wholesale clients, not retail clients, as defined by the Australian Corporations Act 2001.  It is for 
educational purposes only, and does not constitute general or personal financial product advice. In preparing this presentation,
BGIA has not taken into account the investment objectives, financial situation and needs of any particular investor.  An investment 
in any iShares fund listed on ASX mentioned in this presentation are subject to the terms of the relevant fund Australian 
prospectus, and other relevant documentation of the funds, which should be read in their entirety and available at 
www.iShares.com.au.

Certain information included in this presentation has been taken from trade and other sources  BGIA considers reliable but does 
not guarantee as such.  Unless otherwise stated, any opinions expressed, analysis and assumptions made in this presentation 
reflect BGIA’s judgment as of the date of this presentation and are subject to change.  This presentation relates to iShares funds 
not currently cross-listed on ASX and therefore not regulated by the Corporations Act 2001.  Refer to the US Prospectuses for 
these funds available at www.iShares.com for more regulatory information. Trades on ASX in the shares of an iShares fund are 
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these funds available at www.iShares.com for more regulatory information. Trades on ASX in the shares of an iShares fund are 
settled using CHESS Depositary Interests (‘CDIs’).  

Barclays Global Fund Advisors (‘BGFA’) serves as an advisor to the iShares funds that are registered with the United States 
Securities and Exchange Commission under the Investment Company Act of 1940.  BGFA is a subsidiary of Barclays Global 
Investors, N.A. (‘BGINA’). BGIA and BGINA are majority-owned subsidiaries of Barclays Bank PLC. 

Shares of an iShares fund trade on an exchange at market price (not net asset value (‘NAV’)). Shares may only be redeemed 
directly from an iShares fund by persons or entities in the US that are 'Authorised Participants', in very large creation/redemption 
units.  Transaction costs are incurred when buying or selling shares of an iShares fund on the ASX, and brokerage commissions if
such trades are done through a broker.  The performance of an iShares fund is not guaranteed by any foreign or Australian 
regulatory or depositary institution, or any Barclays or other entity.

Past performance is not a reliable indicator of future performance.

“MSCI" and the "MSCI Index" are trademarks and servicemarks of MSCI Inc.  "S&P" and "Standard & Poor's" are trademarks of 
Standard & Poor's. “FTSE” is a trademark and servicemark of the London Stock Exchange and The Financial Times Limited; 
“Xinhua” is a trademark and servicemark of Xinhua Financial Network Limited, both of which have been licensed for use by FTSE / 
Xinhua Index Limited. The “Russell Index” is a trademark of Frank Russell Group. The iShares funds are not sponsored, endorsed, 
issued, sold or promoted by MSCI Inc, Standard & Poor’s or FTSE / Xinhua Index Limited or Frank Russell Group. None of these 
companies make any representation regarding the advisability of investing in the iShares funds.

©2009 Barclays Global Investors.  All rights reserved.  iShares is a registered trademark of Barclays Global Investors, N.A. 
All other trademarks, servicemarks or registered trademarks are the property of their respective owners.



Agenda

� A new reality?

� Portfolio Construction with ETFs

� Implementing Solutions with ETFs
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In 2008, we saw a global shift in assets

Managed 
Funds

Exchange 
Traded Funds

- US$204.7 Bn + US$214.8 Bn
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- US$204.7 Bn + US$214.8 Bn

OUT
IN

Source: Strategic Insights



The New Reality – portfolios constructed of ETFs

iShares Barclays 1-

iShares MSCI 

EAFE, 4% Cash, 5%
Other, 8%

iShares S&P 

SmallCap 600 

Portfolio Strategy: Global Conservative
Portfolio Size: US$0.3m
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3 Yr. Treasury Bond, 

19%

iShares Barclays 7-

10 Yr. Treasury 

Bond, 13%

Payden High 

Income, 10%

iShares S&P 500 

Value, 10%

iShares S&P 

SmallCap 600 

Value, 7%

SmallCap 600 

Growth, 6%

iShares S&P 500 

Growth, 10%

iShares iBoxx $ 

Investment Grade 

Corporate Bond, 8%

Source: BGI. For illustrative purposes only.



Our focus today is global equities

International 
developed 
equities

Other

Int’l 
Fixed 
Income

Int’l 
emerging 
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Australian 
equities

Property

Australian 
Fixed 
Income

Cash

emerging 
equities



PORTFOLIO CONSTRUCTION 

WITH ETFs
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WITH ETFs



CORE

� Strategic benchmark

� Index investments (within the 
benchmark)

Building portfolios with ETFs
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� Active products with a low 
tracking error

SATELLITE

� Tactical bets

� Index investments (outside of the 
benchmark)

� Active products with a high 
tracking error



Core-Satellite Portfolio Construction

Core Portfolio Optimized Core 
Portfolio

Optimized Core + Satellite 
Portfolio
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Risk

Return

Source: BGI. For illustrative purposes only.

Risk

Return



Implementing  MSCI World in 2 trades

iShares S&P 500 IVV 50% 0.09

iShares MSCI EAFE IVE 50% 0.34

ETF Code Weighting MEF

0.215% pa

49.9% United States

12.1% Japan
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12.1% Japan

10.3% United Kingdom

 5.1% France

 4.1% Switzerland

 4.0% Germany

 3.5% Australia

 2.2% Spain

 1.7% Italy

 1.4% Netherlands

 5.4% Other

� Very concentrated in the US

� Excludes Emerging Markets

� Little exposure to Asia-Pacific

Does this matter?



Is “the World” diverse enough?  

Cumulative Performance
October 2004 - June 2009

300

350
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Source: MPI Stylus Pro, 31 July 2009. Performance here expressed in AUD. For illustrative purposes only.
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What if it matters? 

Asset Class Return Risk Benchmark

� How do we think about optimizing a portfolio? 

� 1 - make some Strategic Capital Market Assumptions
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Asset Class Return Risk Benchmark

US Large Cap 7.75% 15.50% S&P 500 Index

US Small Cap 8.25% 19.00% Russell 2000 Index

Developed non-US 7.75% 16.25% MSCI EAFE Index

Europe 7.75% 16.00% S&P Europe 350 
Index

Japan 7.75% 18.00% MSCI Japan Index

Emerging Markets 8.50% 24.00% MSCI Emerging 
Markets Index

Developed Markets 7.75% 15.31% MSCI World Index

Source: BGI



2 – construct a theoretical core portfolio
E
x
p
e
c
te
d
 R
e
tu
rn Original Frontier

Returns improve by 25 
bps with no increase in 
portfolio risk

MSCI Emerging Markets

Russell 2000
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Expected Risk

E
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rn Original Frontier

Constrained Frontier

MSCI Japan

S&P 500

MSCI EAFE

S&P Europe 350



3 - consider adding satellite investments
E
x
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d
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e
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Expected Risk
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IMPLEMENTING SOLUTIONS 

WITH ETFS
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WITH ETFS



Summary of ETF Implementation Trades
MSCI World

Unconstrained
Core

Higher Risk
Core

Core + 
Satellite

IVV (S&P 500) 50 6 42 22 29
IRU (Russell 2000) 48
IVE (MSCI EAFE) 50
IEU (Europe 350) 15 26 15 18
IJP (Japan) 31 15 15 11
IEM (Emerging mkts) 17 48 12
IZZ (China) 30

Constrained
Core

MEF(bps) 22 37 39 53 50
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� The world equity strategies illustrated can be practically implemented through 4-5 simple trades 
using ASX listed iShares

� The Core + Satellite portfolio would “cost” an additional 28 bps compared to the MSCI World 
Proxy portfolio, but less than the higher risk core portfolio

� Risk/Return shown are actual historical figures from Nov 2004 to June 2009

MEF(bps) 22 37 39 53 50

Risk (Std. Dev.) 13 14 13 14 14

Return (% p.a.) (1.9) (2.1) 0 4.3 5.9



Core + Satellite vs an Active Peer Group
Excess Performance through 30 June 2009
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Source:  BGI, Morningstar Direct, as of 30 June 2009
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Reliable alpha is hard to find

30

40

50

%
 o
f 
m
a
n
a
g
e
rs
 w
it
h
 e
x
c
e
s
s
 r
e
tu
rn
s

18

Confidential – for internal use only.

0

10

20

30

2004 2004-05 2004-06 2004-07 2004-08

%
 o
f 
m
a
n
a
g
e
rs
 w
it
h
 e
x
c
e
s
s
 r
e
tu
rn
s

Source:  BGI, Morningstar Direct, as of 30 June 2009



Core + Satellite vs an Active Peer Group
Excess Performance through 30 June 2009

10.0%

20.0%

30.0%

E
x
c
e
s
s
 C
u
m
u
la
ti
v
e
 R
e
tu
rn

(v
s
 M
S
C
I 
W
o
rl
d
 N
R
 A
U
D
)

Top 25%

50-75%

25-50%

19

Confidential – for internal use only.
Source:  BGI, Morningstar Direct, as of 30 June 2009
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Trade Implementation using ETFs

Original Core Unconstrained Core

IVV

IRU

IJP
IVE IVV
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IEU

Constrained Core

IEM

IJP

IEU

IVV

Diversified Core + Satellite

IVV

IEM

IZZ

IXI

IJR

IVE

IXJ
ITW



Is Diversification Dead?
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Source:  BGI, Created using MPI Stylus Pro



Diversification is key, not optimization
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Source:  BGI, Created using MPI Stylus Pro



Conclusion

� Focus on diversification and not on optimization

� Investors can efficiently implement diverse portfolios with 
ETFs, regardless of size of assets
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� The huge range of available ETFs enables granular diversity 
across multiple beta exposures



QUESTIONS
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To help you build portfolios …

iShares.com.au
Fund Fact Sheets (Quarterly)

Holdings published daily *

International Allocation Tool

Education Centre

Lonsec research

1300 iShares
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White papers

* MSCI holdings published monthly

Portfolio analysis

Morningstar Direct

MPI

1300 iShares
(1300 474 2737)



ETF structure

Buyer

Buyer

Buyer

Seller

Seller

Seller

Exchange

IVE▲ IVV▼ IZZ▲ IBK ▲
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rk
e
t
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Trading iShares ETFs

 Bids 

 No. Volume Price 

 Asks 

 Price Volume No. 

Trading screen for iShares MSCI EAFE (ASX: IVE)*
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 1 500 7282 

 1 102 7267 

 1 150 7265 

 1 300 7251 

 1 1450 7206 

 

 7312 1552 1 

 7330 500 1 

 7337 150 1 

 7351 300 1 

 7425 3104 1 

 

* As at: 13:32:53 25/08/2008


