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The BlackRock Advantage

BlackRock partners with advisors to help build better portfolios to help meet client goals

 400+ products across ETFs, funds, 

alternatives, managed accounts and more

 Solutions range from single strategy 

investments to complete outcome-oriented 

portfolios

 Framework for blending active and index

 The world’s largest asset manager* with local 

presence in every major market, including 65 offices 

in 30 countries

 1,800 investment professionals meet daily to discuss 

markets, portfolio positioning and ongoing trends

 Committed to share with you informed 

views on investment opportunities

 Aladdin® risk technology monitors 

$15 trillion for some of the world’s largest institutions

 US and European governments have engaged us for 

critical risk assessments and banking sector 

stabilization strategies

 Portfolio consulting to help you identify risks and gaps, 

run scenario tests and optimize investment 

opportunities

Comprehensive Set of Innovative 
Solutions

OBJECTIVE POINT OF VIEW

Global Market &
Investment Insights

INFORMED DECISIONS

Sophisticated Risk 

& Portfolio Analytics

THOROUGH UNDERSTANDING

* Source: BlackRock as of 12.31.15 based on assets under management. 
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Source: BlackRock Investment Institute, Morningstar Direct as of 12/31/15. Please see slide at the end of the presentation describing methodology and limitations of BlackRock Investment Institute’s firm-wide Capital Market Assumptions. US Stocks 

represented by the MSCI USA Index. Small Cap Stocks represented by the MSCI USA Small Cap Index. International Stocks represented by the MSCI World ex USA Index. Intermediate Bonds represented by the Barclays US Aggregate Bond Index. 

High Yield Bonds represented by the Barclays US Corporate High Yield Index. Indexes are unmanaged. It is not possible to invest directly in an index.

Asset Class and 60/40 Portfolio Risk and Return from 12/31/2010–12/31/2015 (L5) and 5-Year BlackRock Investment 

Institute CMAs

Going Forward, 60/40 May Produce Half the Return with 25% More Risk

Portfolio construction is becoming harder
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60/40 Portfolio:

35% US Stocks

10% Small Cap Stocks

15% International Stocks

30% Intermediate Bonds

10% High Yield Bonds

Asset Class Vol Chg

US Stocks +20%

US Small Cap +15%

Intl Stocks +12%

Interm Bonds +57%

HY Bonds +48%



Source: Callan Associates, Wall Street Journal, 5/31/2016. http://www.wsj.com/articles/pension-funds-pile-on-the-risk-just-to-get-a-reasonable-return-1464713013. 

Estimated Asset Allocation Needed to Earn 7.5%

Natural tension between objectives and risk
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Bonds, 100%

Bonds, 52%

Bonds, 12%
0%

20%

40%

60%

80%

100%

1995 2005 2015

Bonds US Large Cap US Small Cap Non-US Equity Real Estate Private Equity

1995 2005 2015

Expected Return 7.5% 7.5% 7.5%

Standard Deviation 6.0% 8.9% 17.2%
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The Portfolio Construction Process



Crucial fiduciary advisor considerations
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The Portfolio Construction Process

Fiduciary advisor should follow a thoughtful, well-documented process for portfolio construction.

7

For illustrative purposes only. 

Set the foundation of the portfolio – aligned closely with client objectives

Decide where you want to incur costs and take risk

Determine the most appropriate vehicles to implement your strategy

Regularly measure success and rebalance with discipline
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Constructing a portfolio is like building a house
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The steps of the “home construction” process
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Language of Risk



Why focus on risk?

11

*For illustrative purposes only

Returns are unpredictable, but risk can be managed

Risk

Stress Test Outcomes

Event Probability

Long-Term Returns

Short-Term Performance

Correlations

Less ManageableMore Manageable
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Risk drives returns over the long term
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• Economic

• Credit

• Inflation

• Real rates

• Liquidity

• Emerging 

Markets

Macro Risks
Non-diversifiable risks that have 

exhibited
a positive expected return 

over longer periods

Portfolio

returns
• Value

• Momentum

• Quality

• Size

• Low Volatility

• Carry

• Curve

Style Risks
Have historically delivered return 

premium over long term –
capturing a 

risk premium, behavioral anomaly 
or structural impediment

• Security 

selection

• Country and 

industry 

selection

• Market and 

factor timingActive Risks
Returns only consistently positive 

for 
managers with skill
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Understanding The Building Blocks Of Risk And Return

13

Most Basic ElementsBroad Universe

Farmland

Domestic Equity

Timber

TIPS

Hedge Funds

Core Fixed Income

Small Cap
Commodities

Synthetic Overlay

Large Cap

Emerging Markets

Risk Parity

Smart Beta

ETFs Real Return

Direct Lending
Event Driven

Private Equity

Diversified Credit
Real Estate

REITs

Cash

Leveraged Loans

Energy

Alternative

Asset Classes

Equities

Alternative 

Strategies

Fixed 

Income

Cash

Traditional Categories

Meats

Veg.

Dairy

Fruit

Grains

Nutrition Facts

Amount Per Serving

Calories 250 Calories from Fat 130

% Daily Value1

Total Fat 1g 22%

Saturated Fat 9g 45%

Cholesterol 55 mg 18%

Sodium 75 mg 3%

Total Carbohydrate 26g 9%

Dietary Fiber 0g 0%

Sugars 26g

Protein 4g

Vitamin A 10% Vitamin C 0%

Calcium 10% Iron 0%

Risk Allocation

Total Portfolio Level

Total Risk: 10.69% Active Risk: 1.74%

Equity Factors Total Risk Contribution

Equity Market 7.34%

Equity Style -0.14%

Equity Sector 0.83%

Equity Country 0.16%

Equity Specific 0.02%

Fixed Income Factors Total Risk Contribution

USD Interest Rates -0.26%

Non-USD Interest Rates 0.04%

IG Credit Spreads 0.97%

HY Credit Spreads 0.83%

Other Risk Factors Total Risk Contribution

FX 1.14%

Alternatives -0.33%

Commodities 0.12%

Other -0.03%1. Percent Daily Values are based on a 2,000 calorie diet.

Source: BlackRock, 12/2015. For illustrative purposes only.
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What can the past returns

of my portfolio tell me?

Enhancing your view can help you better manage a portfolio

RETURNS-BASED
ANALYSIS

Your 

Portfolio 

Today HOLDINGS-BASED
ANALYSIS

What can the holdings

of my portfolio tell me?

 Portfolio behavior in real markets

 Style consistency & alpha generation

 Risk contribution of portfolio constituents

 Portfolio’s sensitivity to specific risk factors

 Each risk factor’s contribution to total risk

 Sources of active risk

BlackRock Portfolio Solutions is skilled with both

A dissection of the portfolio’s 

past return patterns
A decomposition of the portfolio’s 

current exposures
HoldingsReturns

Please note that BlackRock does not have complete insight into the timing of past portfolio decisions and does not have real-time information on the current portfolio.
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The critical role of benchmarking and active risk

15

Using your own tilts, or those of active managers, involves taking an intentional step away from the 

path of market returns … you should know how large that potential gap can be

EFFICIENCY

INDEX

UTILITY

ACTIVE

Equity Market

Equity Style

Portfolio A Portfolio B Portfolio C

Other

FX

Spreads

Rates

Equity Specific

Equity Country

Equity Sector

Equity Style

Equity Market

Active Risk by Source for Three Portfolios

14 bps

156 bps

254 bps

Hypothetical portfolios shown for illustrative purposes only to demonstrate different potential sources of risk.
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The right benchmark depends on how you manage portfolios…

Broad

Consider if you…

• Make asset class calls or 

hire broad active managers

• Want to measure value of 

strategic tilts

Consider if you…

• Make asset class calls or hire 

active managers 

• Want to measure value of tilts 

away from long-term neutral 

allocationStrategic

Granular

Consider if you…

• Want to measure style purity 

• Want to measure whether 

portfolio is generating alpha 

above style bets

Objective

Consider if you…

• You simply want to show 

ability to meet objectives, 

regardless of efficiency
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The Quest for Efficiency



How much is too much?

Source: BlackRock Portfolio Solutions. Entire universe of 963 portfolios analyzed by BlackRock between February and August 2016 that contained allocations to mutual Funds, ETFs, and/or closed-end Funds (single stock portfolios excluded).  252 portfolios 

were 100% active (defined as having allocations to mutual Funds or closed-end Funds only), 481 had at least 75% allocated to active strategies, 136 were roughly 50/50 (defined as between 40-60% allocations to each), 162 had at least 75% allocated to 

ETFs, and 104 portfolios were 100% ETF. Expense Ratio is weighted average of underlying Funds.
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Active Portfolio: 

76 bps

Distribution of Costs for Advisor-Run Models

Average All ETF 

Portfolio: 23 bps

Average 

Portfolio: 58 bps
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Where is Cost Less Important?

For illustrative purposes only.

Outcome-Oriented

 Designed to achieve a specific client 

objective with equity growth; e.g.:

• Income

• Protection

• Diversification

 Clear mandate and measure of 

success

Offering clients solutions for 

their individual needs

Flexible / Unconstrained

 “Go-anywhere” to take advantage of 

opportunities

 Maximize potential for manager skill 

to produce higher returns or lower 

risk

Clearly differentiated products 

that are not beheld to a 

benchmark

Benchmark Plus

 High conviction managers with a 

proven and repeatable process for 

delivering excess returns

Traditional actively managed, 

benchmark plus products
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Where is Cost Important?

Core Investments

 Broad building blocks for the core of 

clients’ portfolios

 Seek to lock in market returns at the 

lowest cost possible

Market exposures to fill in asset 

allocation buckets

Financial Instruments

 Highly liquid tools seeking to enable 

efficient trading and market access

Trading vehicles

Precision Exposures

 Easy access to targeted exposures 

to express a particular market view

 Short-term tactical bets

 Macro calls

Tactical macro calls
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Trends in Advisor Models



60% S&P 500

40% Barclays Aggregate

80% S&P 500

20% Barclays Aggregate

Distribution of Portfolio Risk for 60/40 Portfolios

Insights From Portfolio Consulting Engagements
The Myth of the Balanced Portfolio: 60/40 is no longer 60/40

22

Data from ~1700 portfolio consulting engagements on portfolios with roughly 

60% allocation to equities

Source: BlackRock Aladdin risk model analysis of advisor portfolios as of 12/31/15. Analysis includes portfolios collected by BlackRock from Q4 2015 and Q1 2016 with a capital allocation 

between 55% and 65% equities, and risk is an estimated standard deviation based on the Aladdin risk factor model.
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Theme 1: Volatility In Equities
Over-Allocating to Risky Equities

Equity Fund Assets Are 

Riskier vs. S&P500

Higher 
Risk, 
77%

Same 
Risk, 9%

Lower 
Risk, 15%

10 Years Ago – 6/2005

Higher Risk 44%

Same Risk 8%

Lower Risk 48%

A Majority of Equity Portfolios 

Exhibit More Risk than the S&P 500

Ex-ante standard deviation of equity sleeves of 60-40 advisor model portfolios 

analyzed by BlackRock’s PCS team

65% of advisors say they are “concerned 

about equity market risk”
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Source (left): BlackRock Aladdin risk model analysis of advisor portfolios as of 12/31/15. Analysis includes portfolios collected by BlackRock from Q4 2015 and Q1 2016 with a capital 

allocation between 55% and 65% equities, and risk is an estimated standard deviation based on the Aladdin risk factor model.  Right: Morningstar as of 12/31/15.
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Theme 2: Credit Risk In Fixed Income
Sacrificing Diversification in the Search for Returns

Diversifying Equity Risk with Bonds

How Much Will Credit Risk Cost You?

Advisor View of the Primary 

Portfolio Role of Fixed Income

49% average credit risk exposure

as % of total fixed income risk S&P 500 (50%) / Agg Index (50%) S&P 500 (50%) / HY Index (50%)

7.52%

10.65%

Estimated Annualized Standard Deviation (%) 

S&P 500 

Index

Risk: 

14.87%

Aggregate

Bond Index

Risk:

3.41%

Correlation:

0.72
Correlation:

-0.06
High Yield

Bond Index

Risk:

7.96%

Income, 
15%

Stability, 
48%

Diversification, 
37%

24

Source (left): Roughly 1,000 Advisor responses from 2015-2016 to BlackRock portfolio consulting engagement questionnaire. Right: Aladdin risk model analysis as of 12/31/15.
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Theme 3: Alternatives With Embedded Market Beta
Reducing Risk, but not Achieving True Diversification

What Portfolio Benefits are

Alternative Funds Providing?

Advisor View of the Primary 

Portfolio Role of Alternatives

Don’t Use
Alts, 15%

Increase
Returns, 

12%Reduce
Risk, 58%

58% average equity risk exposure

as % of total risk in alternatives

0.69

0.27

0.63
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Average 3-year Correlation

Market Neutral Category

Multialternative Category

Long/Short Equity Category

3-year Correlation, beta and category size for alternatives Morningstar Cats

Blue number represents correlation to equities
Size of bubbles represents category asset size
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Source (left): Roughly 1,000 Advisor responses from 2015-2016 to BlackRock portfolio consulting engagement questionnaire. Right: Morningstar as of 12/31/15.
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Theme 4: Home Country Bias
Over-Allocating to US

26

The average advisor portfolio we analyzed had only 26%* of its equities in non-US stocks. Half the 

world’s equity market capitalization is outside the US.

Performance data quoted represents past performance and does not guarantee future results. As of June 30, 2016. Source: BlackRock, Bloomberg, Lipper. U.S. stocks represented 

by the S&P 500 Index, international stocks represented by the MSCI EAFE Index. Hypothetical portfolio assumes 70% invested in U.S. stocks and 30% invested in international stocks on 

December 31, 2009. The indexes are unmanaged. It is not possible to invest directly in an index.  *26% is reflective of average asset allocation from sample of 400 balanced models 

analyzed by BlackRock’s Portfolio Solutions team in 2016.

Evolution of international stock 

weight in a hypothetical portfolio 

without rebalancing

Cumulative total returns of U.S. 

stocks versus international stocks 

42.4%

108.0%

123.4%

28.9%

2002 - 2007 2010 - 2015

US Stocks International Stocks

15%

20%

25%

30%

35%

2009 2010 2011 2012 2013 2014 2015
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Model 
Portfolios

Portfolio 
Construction 
Assistance

Portfolio 
Stress 
Testing

Fiduciary 
Insights

How We Can Help: BlackRock’s Resources

Asset 
Allocation

Income

Volatility

Reach out to your BlackRock Market Leader to learn more

Investment 

Insights
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BlackRock’s Long-Term Capital Markets Assumption Disclosures

This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise of future performance. Note that these asset class assumptions are passive, and do not consider the 

impact of active management. All estimates in this document are in U.S. dollar terms unless noted otherwise. Given the complex risk-reward trade-offs involved, we advise clients to rely on judgment as well as quantitative 

optimization approaches in setting strategic allocations to all the asset classes and strategies.

References to future returns are not promises or even estimates of actual returns a client portfolio may achieve. Assumptions, opinions and estimates are provided for illustrative purposes only. They should not be relied 

upon as recommendations to buy or sell securities. Forecasts of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. We believe the 

information provided here is reliable, but do not warrant its accuracy or completeness. This material has been prepared for information purposes only and is not intended to provide, and should not be relied on for, 

accounting, legal, or tax advice.

The outputs of the assumptions are provided for illustration purposes only and are subject to significant limitations. “Expected” return estimates are subject to uncertainty and error. Expected returns for each asset class can 

be conditional on economic scenarios; in the event a particular scenario comes to pass, actual returns could be significantly higher or lower than forecasted. Because of the inherent limitations of all models, potential 

investors should not rely exclusively on the model when making an investment decision. The model cannot account for the impact that economic, market, and other factors may have on the implementation and ongoing 

management of an actual investment portfolio. Unlike actual portfolio outcomes, the model outcomes do not reflect actual trading, liquidity constraints, fees, expenses, taxes and other factors that could impact future 

returns.

General Disclosures

This material is part of a series prepared by the BlackRock Investment Institute and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or 

sell any securities or to adopt any investment strategy. The opinions expressed are as of February 2016 and may change as subsequent conditions vary. The information and opinions contained in this paper are derived 

from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no 

responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock, its officers, employees or agents. This paper may contain ‘forward-

looking’ information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. There is 

no guarantee that any forecasts made will come to pass. Reliance upon information in this paper is at the sole discretion of the reader. Past performance is no guarantee of future results.

Moreover, where certain historical performance information of other investment vehicles or composite accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been included in this material 

and such performance information is presented by way of example only. No representation is made that the performance presented will be achieved, or that every assumption made in achieving, calculating or presenting 

either the forward-looking information or the historical performance information herein has been considered or stated in preparing this material. Any changes to assumptions that may have been made in preparing this 

material could have a material impact on the investment returns that are presented herein by way of example.

This material is provided for informational purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful.

Go to https://www.blackrockblog.com/blackrock-capital-markets-assumptions/ for more information.

Important additional information on BII Capital Market Assumptions
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This material is provided for informational purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an 

investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of 9/30/16

and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not 

guaranteed as to accuracy. Reliance upon information in this material is at the sole discretion of the reader. 

The information contained in this presentation is proprietary and confidential and may contain commercial or financial information, trade secrets and/or intellectual property of BlackRock. If this information is provided to an entity or agency that has, or

is subject to, open records, open meetings, “freedom of information”, “sunshine” laws, rules, regulations or policies or similar or related laws, rules, regulations or policies that require, do or may permit disclosure of any portion of this information to any 

other person or entity to which it was provided by BlackRock (collectively, “Disclosure Laws”), BlackRock hereby asserts any and all available exemption, exception, procedures, rights to prior consultation or other protection from disclosure which may 

be available to it under applicable Disclosure Laws.

Opinions and estimates offered herein constitute the judgment of BlackRock and are subject to change. All opinions and estimates are based on assumptions, all of which are difficult to predict and many of which are beyond the control of BlackRock. 

In addition, any calculations used to generate the estimates were not prepared with a view towards public disclosure or compliance with any published guidelines. In preparing this document, BlackRock has relied upon and assumed, without 

independent verification, the accuracy and completeness of information provided by third parties. BlackRock believes that the information provided herein is reliable; however, it does not warrant its accuracy or completeness.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. No

representation is made that the performance presented will be achieved by any BlackRock Funds, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance information 

herein has been considered or stated in preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented herein by way of example.

Past performance information indicated herein is neither a guarantee nor indicative of the future performance or investment returns of the strategy and actual events or conditions may not be consistent with, and may differ materially from, historical or

forecasted events or conditions. There is no assurance that the strategy will achieve its investment objective or generate positive returns. Such an investment is subject to various risks, including a risk of total loss.

Investing involves risk. Information concerning portfolio allocations and holdings is representative of the target portfolio for this strategy and does not necessarily reflect an actual account. Actual portfolios may differ as a result of account size, client-

imposed investment restrictions, the timing of client investments, market, economic and individual company considerations.  Futures and options may not be used in the portfolio to create leverage or for any other reason. Futures and options may not 

be used in the portfolio to create leverage or for any other reason.

© 2016 BlackRock, Inc. All rights reserved. ALADDIN, BLACKROCK, BLACKROCK SOLUTIONS, and iSHARES are registered trademarks of BlackRock, Inc. or its subsidiaries in the US and elsewhere. All other trademarks are the property of their 

respective owners. 

Important notes
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Alpha

A fund's rate of return in excess of that which can be 

explained by its systematic risk, or Beta.  It is a result 

of the analysis regressing a fund's returns against 

those of a benchmark index.  A positive Alpha implies 

that a manager has added value relative to its 

benchmark on a risk-adjusted basis.   

Batting Average

The percentage frequency with which a fund’s return 

exceeds its benchmark's return.  A manager who 

outperforms its benchmark for 27 out of 36 months 

will have a Batting Average of 0.75.

Beta

A manager's sensitivity to systematic, or market risk.  

Market risk is defined the risk/return behavior of the 

benchmark.  Beta is a result of regressing a fund's 

returns against those of a benchmark index.  A fund  

with a Beta of 1 should move perfectly with the 

benchmark.  A Beta of less than 1 implies that a 

fund’s returns are less volatile than the market's.  A 

Beta of greater than 1 similarly implies that a fund 

exhibits greater volatility than the market.

Capture Ratio

A measure of a fund's performance relative to its 

benchmark under different market conditions.  It is 

defined as the average return of the fund relative to 

the return of the fund’s benchmark in different return 

environments.  Up market capture refers to relative 

performance in periods where the benchmark return is 

greater than 0.  Down market capture is calculated 

over those periods where the benchmark return is 

less than 0.

Correlation

A measure of the strength and direction of a linear 

relationship between two variables. A positive 

Correlation indicates that the two variables tend to 

move in the same direction. A negative Correlation 

indicates that the two variables tend to move in 

opposite directions.

Excess Return

A fund’s return in excess of its benchmark's return.

Gain-Loss Ratio

The ratio between the simple average gain and loss 

multiplied by the ratio between the number of months 

with gain and the number of months with loss.

Information Ratio

A measure of a fund's excess return per unit of Active 

Risk. It is the ratio of a fund’s Excess Return over the 

benchmark divided by the fund’s Tracking Error.  A 

higher Information Ratio implies greater fund 

efficiency. 

Maximum Drawdown

The fund's cumulative return from their peak (highest 

level of return) to trough (lowest level of return). The 

Maximum Drawdown should be compared to the 

fund's benchmark, to provide broader market context.

Maximum Run Up

The fund's cumulative return from their trough (lowest 

level of return) to peak (highest level of return). The 

Maximum Run Up should be compared to the fund's 

benchmark, to provide broader market context.

R-Squared

The portion of a fund's movements that are explained 

by movements in a benchmark index. R-squared 

values range from 0 to 100. An R-squared of 100 

means that all movements of a fund are completely 

explained by movements in the index. The coefficient 

of determination from the same regression equation, a 

high R-Squared supports the validity of the Alpha and 

Beta measures.  

Semi-Standard Deviation / Downside Risk

A measure of risk using only the returns below a 

target  rate, typically zero. 

Sharpe Ratio

A measure of a fund's return per unit of risk.  It is 

calculated by subtracting the risk-free rate from the 

fund’s total return and dividing the result by the fund’s 

standard deviation.  A higher Sharpe Ratio implies 

greater fund efficiency.  

Standard Deviation / Risk

Standard Deviation is a measure of the extent to 

which observations in a series vary from the arithmetic 

mean of the series. This measure of volatility or risk 

allows the estimation of a range of values for a fund’s 

returns.  The wider the range, the more uncertainty, 

and therefore the riskier a fund is assumed to be.

Tracking Error / Active Risk

A measure of the extent to which a fund’s returns 

diverge from its benchmark's returns. It is the 

Standard Deviation of the Excess Return series. The 

lower the Tracking Error, the more closely a fund  

tracks its benchmark index.  

Treynor Ratio

A measure similar to Sharpe Ratio, except that it 

divides the fund’s excess returns relative to the risk-

free rate by the fund’s systematic risk (Beta) rather 

than total risk (Standard Deviation).  A higher Treynor

Ratio implies a higher level of compensation for the 

level of systematic risk.

Historical Value at Risk (VaR)

A statistical technique that is used to measure 

downside risk within a portfolio by looking at the 

magnitude, probability, and a frequency of a particular 

level of extreme loss events.  For example, assume 

you own a portfolio with a daily Historical Value at 

Risk (95%) of 1% over the past 3 years.  This 

measure says that in 5% of all the daily periods, that 

this portfolio has experienced a loss of 1% or worse.   

Said differently, in 1 out of every 20 days on average 

over the preceding 3-year period, the portfolio lost 1% 

or more of its value.   

Appendix: Glossary
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