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MSCI INTEGRATED VIEW OF RISK AND RETURN
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• Truly multi-asset-class

• Decomposes volatility into
its fundamental sources
from all asset classes

• Measures interactions
between:

• Assets

• Portfolios

• Managers

• Strategies

• Funds

• Asset classes

• Etc.
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BIM – THE BARRA INTEGRATED MODEL



BarraOne uses the Barra Integrated Model as underlying Factor 

Model. It provides coverage for the following asset classes:

• Equities: Developed, Emerging, Frontier Markets (60+ markets 

covered), Implied Volatility 

• Fixed Income

• Government Bonds (20+ Developed Markets, 20 Emerging 

Markets), including 13 real term structures

• Credit, including High Yield 

• detailed sector-by-rating spreads for 6 major developed 

markets credit markets

• Spreads for Emerging Market Bonds (40+ sovereigns, 40+ 

corporates)

• Commodities

• Hedge Funds (through a time-series regression-based model) 

(see Appendix)

• Private Real Estate (based on IPD data, 30+ markets)

• Private Equity (global coverage)

• Currencies

• Additional Instruments: Mutual Funds are covered through a time-

series regression-based model; 1400 equity ETFs are covered with 

Look-Through; Convertible Bonds

INVESTMENT UNIVERSE – ASSET CLASS COVERAGE
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Overall portfolio risk with varying LTV for the 15% Real Estate allocation

INTEREST RATES : CASE STUDY
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• Bias toward domestic investment is lowest for equities, but far higher 

for fixed income and for real estate. 

• Despite this home bias, a range of recent studies, point to an 

increasing appetite for foreign real estate

BACKGROUND



• The smooth income stream of real estate – reminiscent of a bond's 

coupons

• The prevalence of discounted cash flow (DCF) valuation models have 

led some investors to think of real estate as bond-like. 

• Real estate is highly idiosyncratic at the level of individual properties; 

tenants do pose some credit risk

• In this view, risk management may emphasize interest rate risk and 

the credit risk of the tenant.

WHY IS REAL ESTATE BOND-LIKE?



Real estate markets are volatile with both global impact and local impact 

on return series 

VOLATILITY
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• Income risk is low: Bond-like component of risk is small

• Risk varies widely across countries 

REAL ESTATE IS NOT BOND-LIKE
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• Positive and negative correlations

REAL ESTATE IS NOT BOND-LIKE
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REAL GDP GROWTH IS THE PRIMARY DRIVER OF RISK



DECLINING YIELDS AND INTEREST RATE POLICY



SEARCH FOR YIELD WITH MACROECONOMIC UNCERTAINTY

Growth scenarios

Return scenarios



IS REAL ESTATE BOND-LIKE?

• Real estate is not bond-like
� Widespread misunderstanding of the risks associated with the real 

estate investments. 

� Approaches that emphasize the bond-like risk of discount factors miss 

the primary source of real estate’s systematic risk – the capital value

� The cyclical, growth-sensitive nature of the capital component of real 

estate dominates the more bond-like risks investment



IMPLICATIONS FOR ASSET ALLOCATION

• Growth-sensitive nature of real estate has significant 

implications for asset allocation

• Short-term smoothness of real estate’s cash flows and 

valuations can give the impression of low risk and low 

correlation with other asset classes

• Long-run behaviour of real estate is much more closely 

tied to traditional market risk



ASSET ALLOCATION INVESTMENT PROCESS



Asset Class % Stand-Alone Risk Correlation Risk Contribution 

Equity 50 13.72 0.99 6.79

Fixed Income 35 2.15 -0.04 -0.03

Real Estate 15 4.78 0.43 0.31

Portfolio 100 7.07

Illustrative Swiss Real Estate risk contributions estimated by BarraOne

� Equity Portfolio:  Swiss Performance Stock Index

(Stocks diversified across all 10 GICS sectors)

� Fixed Income Portfolio: Swiss AAA-BBB Total Return Bond Index

(Swiss Government, General, Agency, ABS and Corporate bonds)

� Real Estate Portfolio: Diversified sample portfolio / No leverage

UNDERSTANDING RISK CONTRIBUTION FROM REAL ESTATE
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Assess the 

Risk/Return 

implications of 

various asset mixes

Apply similar 

allocation analysis to 

Industries, Styles, 

Ratings, Strategies, 

etc.

POWERFUL ANALYSIS FOR ASSET ALLOCATION



The Real Estate and Equity 

portfolios are negatively 

correlated  with the Fixed 

Income holdings

View and customise 

reports from aggregate 

figures down to asset-

level numbers

MAC REPORT WITH REAL ESTATE
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CONCLUSIONS

• Real estate is not bond-like!

• Long run behavior of real estate closely tied to traditional 

market risk

• Asset Allocation with real estate should account for the 

growth sensitive nature of real estate 

• Asset allocation should incorporate the impact of home-

bias and leverage 



CONTACT US
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