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Soccer can bring a form of

togetherness and appreciation

of differences. Appreciating

the culture, national anthem,

the players and most importantly
the soccer by other countries.

And to win a big match as a player
and for your country is the 'thing
of dreams’.

Although luck can play its part, a winning team

in a match can often be compared to a balanced
portfolio. A match winning team needs balance,

the optimal balance between defence and offence.
Each player has a role to play, working as a team
for a common goal. Furthermore, the opposition
can never be underestimated, so a well-balanced
team needs to be able to adjust to both positive but

especially negative surprises and shocks.

Within a balanced portfolio, these concepts
firmly apply. A balanced portfolio is designed in

a way that every component of that portfolio
contributes to an investor's long term goal whilst
being complementary - put simply, the sum of the

parts should be greater than the parts themselves.
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Just like an unexpected opponent, a balanced
portfolio should be able to navigate unexpected

market shocks.

Johan Cruyff famously said: "Playing soccer is
very simple, but playing simple soccer is the hardest
thing there is". And this is why having a skilled
and experienced manager is indispensable for
both a winning team and a balanced portfolio

to achieve success.

As we consider the component parts of a portfolio,
fixed income becomes a key area of focus. Fixed
income is often looked at from an asset class level
perspective but due to the breadth of different
nuances and categories that fixed income has to
offer, the importance of how these different types
of fixed income are combined in a portfolio cannot
be overstated since it can hugely impact how a
portfolio behaves, especially alongside equities.

As such, the below seeks to explore how each
component of 'liquid’ fixed income would play a role
in a portfolio and what role they would play in the
'soccer team’.

Investors cannot predict the future, but with a

balanced portfolio they can prepare for it.



A fixed income
portfolio is like a
soccer team -
it's about
balance

Goalkeeper:
What is the role of cash in a portfolio?

Goalkeepers (‘Goalies') are often one of the most
pivotal roles in winning teams. Such is the importance
of Goalies that many are Captains of their national
teams. As well as being effective communicators,
goalies typically act as a point of stability in soccer.
Long gone are the days when soccer was punted

out to the strikers, more often in the modern game
the goalie starts the passing momentum from the
back and that momentum is then built on as the ball

effectively makes its way up the soccer pitch.

Like a goalie, cash plays that role of stability - it
doesn't typically provide much offensive (positive)
return but it does provide a basis to build your
portfolio from. Notwithstanding, whenever your
team is having a collective dreadful performance...
the goalkeeper (Cash) can save you from an ever
bigger defeat!

Looking at historical cash rates, post the

financial crisis and with significant accommodative
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monetary policy, cash returns have been negligible
at best with many countries having negative

cash rates. But as Figure 1 shows, this has begun
to change especially since the start of the year.
Further, the forward cash rates (expected cash
rates 1 year from now) also show that they are

likely to increase further.

What does this mean?

Cash is often seen as the minimum return an
investor should receive. Cash returns should increase
as rates increase, but in recent years cash has not

delivered positive real returns (returns after inflation).

Cash assets still bear risk linked with the depositor
institution and should therefore be diversified,
especially higher cash levels. Many countries offer
compensation schemes for cash held in bank
accounts but these are often up to a certain

limit and only those authorised and regulated by
the Prudential Conduct Authority (PRA) and the
Financial Conduct Authority (FCA). In Canada, the



CDIC guarantees up to $100,000 should a bank fail,

for example.

There is no optimal level of cash in a portfolio, it

is based very much on investor requirements. Cash
should be sufficient to meet management fees
Further, unless investors' liabilities are in a different and very short term liabilities in order to avoid
currency, it's often more prudent to keep cash in one's selling down investments and incurring unnecessary

home currency. transaction costs.

Figure 1: Canadian cash rates
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Advisor’'s Corner

The goal of cash is to meet 3 key objectives:
1) Emergencies,

2) Very Short Term Goals and

3) Income.

As a Planner we would always recommend an
amount in cash for emergencies such as unexpected
expenditure or loss of job. Typically, this would

be between 3-6 months expenditure but very
dependent on a circumstances (i.e. if they lost their

job how easy would it be to get a replacement).

For short term goals, (1-2 years typically) a higher
cash allocation is recommended to remove market
volatility. An example being if a client needs a set

amount for a house deposit in two years time,
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taking investment risk opens them up to the
possibility of realizing lower than anticipated values
on the sale of the investments, so holding cash,
potentially in a Guaranteed Investment Certificate

(GIC), would be recommended.

Income - If a client is in retirement and was using
the pension for income, it may be appropriate to
hold an amount in cash for this income to avoid the
need to sell investments if markets fell. This could
be 12-24 month's worth and would be a discussion
with the client on the advantages of having the
certainty of cash against the drag that cash

holding would then have on returns.



Defence: What is the role of government

bonds in a portfolio?

Like goalkeepers, defenders act like a source of

stability for a team. Defenders are present to ensure

goals are not conceded and to allow midfielders and

strikers to move up the pitch to mount an offensive

move. Winning defenders can act as points of

stability for their teams and often set the tone for

rest of the team.

The skills required to be an effective defender can

vary depending on the positions they play in, for

example central defenders are typically strong and

tall. Left and right wing backs are typically strong

and fast. But whatever their differences are, the key

objective is to protect the team from conceding and

losing the game.

Figure 2: Global Agg yields YTD
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This is precisely the role of government bonds in a
portfolio. A key benefit of government bonds is to act
as the portfolio's shock absorbers, to be a source of
stability, to provide diversification to equities and to
bring a risk dampening impact to the portfolio. But,
in a similar fashion to wing backs, bonds can also
contribute positively to overall portfolio returns —

they are a valuable source of income.

The below chart (Figure 2) shows how yields have
increased year to date - providing higher income

- and the next two charts (Figure 3 and Figure 4)
illustrates how government bonds can be effective
shock-absorbers and diversifiers in portfolios amidst
increased market volatility, especially during equity

markets' sell-off.
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Figure 3: Drawdowns vs equities
0.2%
0 —— — —
-0.1% -0.1% -0.1% 0.0% -0.1%
g2
[
<y -3
t
3 -4 -3.5%
[
& -5
-6
3 -6.26%
Equities Global Global Global Global Global Global Global
High Yield Treasuries Treasuries Treasuries Treasuries Treasuries Treasuries
1-3 years 3-5years 5-7 years 7-10 years 10+ years
Source: Vanguard

For institutional and sophisticated investors only. Not for public distribution.



Figure 4: Longer-run correlation coefficients between equities and bonds remain negative
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Midfield:
What is the role of credit bonds
in a portfolio?

In most soccer teams, the midfield is the most
difficult to get right. The midfield is not typically just
about scoring or defending goals, it's about both.
It's about having the right balance to ensure you do
enough of both attacking and defending to support
other areas of the team.

=0

Advisor’'s Corner

The goal of government bonds in a portfolio is to
provide income, diversification and risk absorption
over the long term. Over the long term. Returns are
lower than equities however with less volatility and
help smooth out the long term portfolio risk-adjusted
returns, providing an element of diversification. In the
long-term, expectations are for bonds to move in the
opposite directions to equities and even when they
don't quite have that relationship, bonds typically fall

less than equities.
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The best midfielders are those that link up well

with the rest of the team, acting as its ballast. The
composition of a strong midfield can be quite varied,
depending on the philosophy of the manager. It is
often organised with defensive, central and attacking
midfielders. This makes their roles more specific and

also illustrates how diversified a midfield can be.

The midfield in a soccer team draws some parallels
to the ‘credit' market for bonds. Credit bonds are
defined as those that have a degree of credit risk

Within fixed income, government bonds are seen as
the lowest risk and typically have lower yields and
income relative to corporate or credit bonds. Since

one of the primary goals of investing in government
bonds is to reduce portfolio risk , when global ones are
bought (those outside your home nation) the currency
is typically hedged back to the investors home currency

to avoid unnecessary foreign exchange volatility.
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i.e. default risk. This is in contrast to ‘core’ (such as
those issued by Germany, UK, the United States and
Canada) government bonds which are defined as
‘risk free'.

The credit market is made up of corporate bonds
(both investment grade and high yield), Emerging
market bonds and those defined as structured credit
(asset backed securities, commercial mortgage-
backed securities and municipal bonds amongst
others). Credit bonds make up approximately 50%
of the Global Bond market (based on the Bloomberg
Multiverse Index as of June 2022).

Within a portfolio, the integration of credit bonds can
be the difference between the success and failure of
a balanced portfolio. The differing levels of risk, the
differing correlations to other assets, and the risk/

return differences can be pivotal.

RY
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Advisor's Corner

The goal of credit bonds is to enhance the portfolio
yield and diversify unsystematic sources of risk whilst
at the same time increasing returns and overall

fixed income resiliency. Typically a combination of

government and credit bonds offers a diversified mix
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In the parallels to a soccer team, due to the
differences in risk, we see corporate investment
grade and high quality structured credit as more
‘defensive’ and corporate high yield and emerging

markets as more ‘attacking'.

Corporate investment grade and high quality
structured bonds typically have lower default rates
and lower levels of volatility. Further, correlations to

equities tend to be lower and income/yields are lower.

In contrast, emerging markets and high yield
corporates have higher yields/income but also have
higher volatility levels and default rates.

Similar to soccer, the quality of each individual
segment of the bond market should not be looked
at in isolation but rather on how it integrates with
the rest of the midfield and if it is aligned with the
investors end goals.

of fixed income. The weights within credit will partly be
down to the investor's risk appetite, ability to take risk,
willingness to take risk and time horizon. Other factors
like market conditions/ tactical views will also influence

the choice of government and credit bonds mix.



Forwards: The role of emerging market
and high yield bonds

Forwards are often the most well-known individuals
of winning teams, they are often the highest paid
and most popular. The role of the striker is to score
goals, they go for the win and are so pivotal they are

often the difference between winning and losing.

Within a portfolio, like forwards, emerging market
and high yield bonds (EM/HY) are there to provide

growth and the returns bringing you closer to

Figure 5: Sector returns heat map

your end goal. In an ideal world investors would like
consistent EM/HY returns but as the below illustrates

this is not always the case.

These can be more volatile players, capable of
magical moments when inspired but can sometimes

be a source of disappointment.

Striking the right balance between both attack
and defense is crucial to reach the ultimate goal of

winning every fan's dream!
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(UNHEDGED)
Oct YTD (12.12) (10.72) (16.99) (14.50) (20.99) (14.36)
Dec-21 (1.39) (1.86) 0.79) 2.53 (1.65) (1.59)
Dec-20 5.58 5.12 8.26 5.73 6.52 5.34
Dec-19 8.22 7.25 1251 13.34 13.11 9.47
Dec-18 1.76 2.82 (1.00) 2.72) (2.46) (3.40)
Dec-17 3.04 2.14 5.70 8.42 8.17 14.27
Dec-16 3.95 3.86 6.22 15.60 9.88 5.86
Dec-15 1.02 1.40 (0.24) (0.69) 1.29 (10.38)
Dec-14 7.59 8.14 7.60 2.58 4.76 (1.91)
Dec-13 (0.14) 0.08 0.07 6.47 (4.12) (4.32)
Dec-12 5.72 4.49 10.92 19.25 17.95 15.09
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Summary

A balanced portfolio should be designed to navigate
unexpected market shocks. As such, every component
of the portfolio should play its ‘role’ and be
complementary to other parts of the portfolio. This
will allow the value of the whole to be greater than
the sum of the parts.

This is similar to that of a winning soccer team. The
team should be able to navigate any opposition and
strike the right balance between defending, attacking

Sources

and the midfield. The midfield is most relatable to the
fixed income market and the balance in a team, like a

portfolio, is often critical to long term success.

No one put it better than Sir Alex Ferguson when he
said: "There's a lot of satisfaction that comes from
knowing you're doing your best, and there's even

more that comes when it begins to pay off."

https://www.fifa.com/tournaments/mens/worldcup/2018russia/media-releases/more-than-half-the-world-watched-record-breaking-2018-world-cup

https://www.worldometers.info/world-population/world-population-by-year/
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The information contained in this material may be subject to change without notice and may not represent the views
and/or opinions of Vanguard Investments Canada Inc.

Certain statements contained in this material may be considered "forward-looking information” which may be
material, involve risks, uncertainties or other assumptions and there is no guarantee that actual results will not differ
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any investment recommendation. Investors should consult a financial, tax and/or other professional advisor for
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Important Information

VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard
Mexico") registration number: 30119-001-(14831)-19/09/2018. The
registration of Vanguard Mexico before the Comisién Nacional
Bancaria y de Valores ("CNBV") as an Asesor en Inversiones
Independiente is not a certification of Vanguard Mexico's compliance
with regulation applicable to Advisory Investment Services (Servicios
de Inversién Asesorados) nor a certification on the accuracy of the
information provided herein. The supervision scope of the CNBV is
limited to Advisory Investment Services only and not all services
provided by Vanguard Mexico.

This material is solely for informational purposes and does not
constitute an offer or solicitation to sell or a solicitation of an offer to
buy any security, nor shall any such securities be offered or sold to
any person, in any jurisdiction in which an offer, solicitation, purchase
or sale would be unlawful under the securities law of that jurisdiction.
Reliance upon information in this material is at the sole discretion of
the recipient.

Securities information provided in this document must be reviewed
together with the offering information of each of the securities which
may be found on Vanguard's website: https://
www.vanguardmexico.com/institutional/products/en/list/overview
or www.vanguard.com

Vanguard Mexico may recommend products of The Vanguard Group
Inc. and its aoffiliates and such affiliates and their clients may
maintain positions in the securities recommended by Vanguard
Mexico.

ETFs can be bought and sold only through a broker and cannot be
redeemed with the issuing fund other than in very large aggregations.
Investing in ETFs entails stockbroker commission and a bid-offer
spread which should be considered fully before investing. The market
price of ETF Shares may be more or less than net asset value.

All investments are subject to risk, including the possible loss of the
money you invest. Investments in bond funds are subject to interest
rate, credit, and inflation risk. Governmental backing of securities
applies only to the underlying securities and does not prevent share-
price fluctuations. High-yield bonds generally have medium- and
lower-range credit quality ratings and are therefore subject to a
higher level of credit risk than bonds with higher credit quality
ratings.

There is no guarantee that any forecasts made will come to pass.
Past performance is no guarantee of future results.

Prices of mid- and small-cap stocks often fluctuate more than those
of large-company stocks. Funds that concentrate on a relatively
narrow market sector face the risk of higher share-price volatility.
Stocks of companies are subject to national and regional political and
economic risks and to the risk of currency fluctuations, these risks are
especially high in emerging markets. Changes in exchange rates may
have an adverse effect on the value, price or income of a fund.

The information contained in this material derived from third-party
sources is deemed reliable, however Vanguard Mexico and The
Vanguard Group Inc. are not responsible and do not guarantee the
completeness or accuracy of such information.

This document should not be considered as an investment
recommendation, a recommendation can only be provided by
Vanguard Mexico upon completion of the relevant profiling and legal
processes.

This document is for educational purposes only and does not take
into consideration your background and specific circumstances nor
any other investment profiling circumstances that could be material
for taking an investment decision. We recommend getting
professional advice based on your individual circumstances before
taking an investment decision.

These materials are intended for institutional and sophisticated
investors use only and not for public distribution.

Materials are provided only for the recipient's exclusive use and shall
not be distributed to any other individual or entity. Broker-dealers,

advisers, and other intermediaries must determine whether
clients are eligible for investment in the products discussed herein.
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The information contained herein does not constitute an offer or
solicitation and may not be treated as such in any jurisdiction where
such an offer or solicitation is against the law, or to anyone for whom
it is unlawful to make such an offer or solicitation, or if the person
making the offer or solicitation is not qualified to do so.

THESE MATERIALS ARE PROVIDED AT THE REQUEST OF AND FOR
THE EXCLUSIVE USE OF RECIPIENT AND CONTAIN HIGHLY
CONFIDENTIAL  INFORMATION, WHICH SHALL NOT BE
REPRODUCED OR TRANSMITTED TO ANY THIRD PARTIES
WITHOUT VANGUARD'S PRIOR WRITTEN CONSENT. THE
CONTENTS OF THESE MATERIALS SHALL NOT BE UNDERSTOOD
AS AN OFFER OR SOLICITATION TO BUY OR SELL SECURITIES IN
BRAZIL AND VANGUARD IS NOT MAKING ANY REPRESENTATION
WITH RESPECT TO THE ELIGIBILITY OF ANY RECIPIENT OF THESE
MATERIALS TO ACQUIRE THE INTERESTS IN THE SECURITIES
DESCRIBED HEREIN UNDER THE LAWS OF BRAZIL. SUCH
SECURITIES HAVE NOT BEEN REGISTERED IN BRAZIL AND NONE
OF THE INTERESTS IN SUCH SECURITIES MAY BE OFFERED, SOLD,
OR DELIVERED, DIRECTLY OR INDIRECTLY, IN BRAZIL OR TO ANY
RESIDENT OF BRAZIL EXCEPT PURSUANT TO THE APPLICABLE
LAWS AND REGULATIONS OF BRAZIL.

PROVIDED AT THE REQUEST OF AND FOR THE EXCLUSIVE USE OF
THE RECIPIENT. THE CONTENTS OF THIS DOCUMENT SHALL NOT
BE UNDERSTOOD AS AN OFFER OR SOLICITATION TO BUY OR
SELL SECURITIES IN BRAZIL AND VANGUARD IS NOT MAKING ANY
REPRESENTATION WITH RESPECT TO THE ELIGIBILITY OF ANY
RECIPIENT OF THIS DOCUMENT TO INVEST IN SECURITIES
DESCRIBED HEREIN.

This document is provided at the request of and for the exclusive use
of the recipient and does not constitute, and is not intended to
constitute, a public offer in the Republic of Colombia, or an unlawful
promotion of financial/capital market products. The offer of the
financial products described herein is addressed to fewer than one
hundred specifically identified investors. The financial products
described herein may not be promoted or marketed in Colombia or to
Colombian residents, unless such promotion and marketing is made in
compliance with Decree 2555/2010 and other applicable rules and
regulations related to the promotion of foreign financial/capital
market products in Colombia.

The financial products described herein are not and will not be
registered before the Colombian National Registry of Securities and
Issuers (Registro Nacional de Valores y Emisores - RNVE) maintained
by the Colombian Financial Superintendency, or before the Colombian
Stock Exchange. Accordingly, the distribution of any documentation in
regard to the financial products described here in will not constitute a
public offering of securities in Colombia.

The financial products described herein may not be offered, sold or
negotiated in Colombia, except under circumstances which do not
constitute a public offering of securities under applicable Colombian
securities laws and regulations; provided that, any authorized person
of a firm authorized to offer foreign securities in Colombia must
abide by the terms of Decree 2555/2010 to offer such products
privately to its Colombian clients.

The distribution of this material and the offering of securities may be
restricted in certain jurisdictions. The information contained in this
material is for general guidance only, and it is the responsibility of any
person or persons in possession of this material and wishing to make
application for securities to inform themselves of, and to observe, all
applicable laws and regulations of any relevant jurisdiction.
Prospective applicants for securities should inform themselves of any
applicable legal requirements, exchange control regulations and
applicable taxes in the countries of their respective citizenship,
residence or domicile.

This offer conforms to General Rule No. 336 of the Chilean Financial
Market Commission (Comisién para el Mercado Financiero). The offer
deals with securities not registered under Securities Market Law, nor
in the Securities Registry nor in the Foreign Securities Registry of the
Chilean Financial Market Commission, and therefore such securities
are not subject to its oversight. Since such securities are not
registered in Chile, the issuer is not obligated to provide public
information in Chile regarding the securities. The securities shall not
be subject to public offering unless they are duly registered in the
corresponding Securities Registry in Chile. The issuer of the securities
is not registered in the Registries maintained by the Chilean Financial
Market Commission, therefore it is not subject to the supervision of
the Chilean Financial Market Commission or the obligations of
continuous information.



Esta oferta se acoge a la norma de cardcter general No. 336 de la
Comisién para el Mercado Financiero. La oferta versa sobre valores
no inscritos bajo la Ley de Mercado de Valores en el Registro de
Valores o en el Registro de Valores extranjeros que lleva la Comision
para el Mercado Financiero, por lo que tales valores no estdn sujetos
a la fiscalizacidon de ésta. Por tratarse de valores no inscritos, no
existe la obligacién por parte del emisor de entregar en Chile
informacion publica respecto de esos valores. Los valores no podrdn
ser objeto de oferta puUblica mientras no sean inscritos en el Registro
de Valores correspondiente. El emisor de los valores no se encuentra
inscrito en los Registros que mantiene la Comisién para el Mercado
Financiero, por lo que no se encuentra sometido a la fiscalizaciéon de
la Comisién para el Mercado financiero ni a las obligaciones de
informacién continua.

The securities described herein have not been registered under the
Peruvian Securities Market Law (Decreto Supremo No 093-2002-EF)
or before the Superintendencia del Mercado de Valores (the "SMV").
There will be no public offering of the securities in Peru and the
securities may only be offered or sold to institutional investors (as
defined in Appendix | of the Institutional Investors Market Regulation)
in Peru by means of a private placement. The securities offered and
sold in Peru may not be sold or transferred to any person other than
an institutional investor unless such securities have been registered
with the Registro PUblico del Mercado de Valores kept by the SMV.
The SMV has not reviewed the information provided to the investor.
This material is for the exclusive use of institutional investors in Peru
and is not for public distribution.

The financial products described herein may be offered or sold in
Bermuda only in compliance with the provisions of the Investment
Business Act 2003 of Bermuda. Additionally, non-Bermudian persons
may not carry on or engage in any trade or business in Bermuda
unless such persons are authorized to do so under applicable
Bermuda legislation. Engaging in the activity of offering or marketing
the financial products described herein in Bermuda to persons in
Bermuda may be deemed to be carrying on business in Bermuda.

Vanguard does not intend, and is not licensed or registered, to
conduct business in, from or within the Cayman Islands, and the
interests in the financial products described herein shall not be
offered to members of the public in the Cayman Islands.

The financial products described herein have not been and will not be
registered with the Securities Commission of The Bahamas. The
financial products described herein are offered to persons who are
non-resident or otherwise deemed non-resident for Bahamian
Exchange Control purposes. The financial products described herein
are not intended for persons (natural persons or legal entities) for
which an offer or purchase would contravene the laws of their state
(on account of nationality or domicile/registered office of the person
concerned or for other reasons). Further, the offer constitutes an
exempt distribution for the purposes of the Securities Industry Act,
2011 and the Securities Industry Regulations, 2012 of the
Commonwealth of The Bahamas.

This document is not, and is not intended as, a public offer or
advertisement of, or solicitation in respect of, securities, investments,
or other investment business in the British Virgin Islands ("BVI"), and
is not an offer to sell, or a solicitation or invitation to make offers to
purchase or subscribe for, any securities, other investments, or
services constituting investment business in BVI. Neither the
securities mentioned in this document nor any prospectus or other
document relating to them have been or are intended to be
registered or filed with the Financial Services Commission of BVI or
any department thereof.

This document is not intended to be distributed to individuals that are
members of the public in the BVI or otherwise to individuals in the
BVI. The funds are only available to, and any invitation or offer to
subscribe, purchase, or otherwise acquire such funds will be made
only to, persons outside the BVI, with the exception of persons
resident in the BVI solely by virtue of being a company incorporated in
the BVI or persons who are not considered to be "members of the
public" under the Securities and Investment Business Act, 2010
("SIBA").

Any person who receives this document in the BVI (other than a
person who is not considered a member of the public in the BVI for
purposes of SIBA, or a person resident in the BVI solely by virtue of
being a company incorporated in the BVI and this document is
received at its registered office in the BVI) should not act or rely on
this document or any of its contents.
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This document does not constitute an offer or solicitation to invest in
the securities mentioned herein. It is directed at professional /
sophisticated investors in the United States for their use and
information. The financial products describe herein are only
available for investment by non-U.S. investors, and this document
should not be given to a retail investor in the United States.
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