
Our backtesting indicates that corporate bonds that exhibit favorable exposure to certain style 
factors (in this case, Value, Momentum and Sentiment factors) tend to outperform those that 
do not. Hence, one of our goals in managing systematic portfolios is to maximize the combined 
score of the bonds in the portfolio, subject to risk constraints, while controlling the cost of 
implementation. In a systematic strategy, it is less about having exposure to a specific issuer 
or bond, and more about having exposure to bonds that may exhibit high sensitivity to the 
designated style factors. In this way, a systematic approach is similar to a stratified sampling 
index replication process, which focuses on controlling portfolio exposure to specific risk factors 
(as opposed to full index replication) at the level of individual bonds. This approach introduces 
great potential for security substitutions, and ties closely to our proven process of sampling in  
the construction of indexed portfolios.

An effective implementation approach must allow for security substitution with flexibility in 
bond selection. In the selection process, we rely on bond-specific signals while tightly controlling 
exposure to several key risk dimensions, which include duration, quality and Duration Times 
Spread, or DTS. (The Barclays QPS team pioneered DTS.) While implementing risk constraints, 
we can appropriately tradeoff the tolerance of constraint matching with criteria such as liquidity 
and valuation (Figure 1).

Sourcing the Bonds

Implementation: Going from Theory 
to Action 

In our systematic fixed income investing process, we use 
factor-driven signal scores from Barclays Quantitative 
Portfolio Strategy (QPS) as an input to an optimization 
process for constructing portfolios that maximize 
exposure to high scoring bonds as we seek to generate 
excess returns versus client benchmarks (see Building a 
Portfolio: A Closer Look at Our Process).

In this piece, we discuss our process for translating this optimization process into a portfolio 
(purchasing the actual holdings), and we share our thoughts about the similarities between 
systematic investing and index investing. Our goal is to help clients tap opportunities within the 
tremendous breadth and fragmentation of the fixed income market.

Insights
Systematic Active

https://www.ssga.com/us/en/intermediary/ic/insights/building-a-portfolio-a-closer-look-at-our-process
https://www.ssga.com/us/en/intermediary/ic/insights/building-a-portfolio-a-closer-look-at-our-process
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Meeting the 
Challenges

The portfolio implementation process requires trading expertise, access to data, and the ability 
to manage the size of transactions and the nuances of the fixed income markets. For systematic 
active fixed income, here are three of the most prominent challenges:

Challenge The bond market is broad, opaque and fragmented.

Solution We are not passive and see market imperfections as potential opportunities for alpha 
generation, rather than a problem. The breadth of the market is also an advantage for systematic 
strategies as it enhances the scope for generating alpha. Given our more than $500 billion in 
fixed income indexing AUM, we can add value as a specialist in sourcing bonds (even in complex 
fixed income markets), in taking advantage of liquidity premiums, and in trading bonds that 
are lacking in price transparency. We have a wide range of techniques already in place for our 
indexing strategies that are directly transferable to systematic fixed income.

For example, we may look to capitalize on new issue, or primary market price concessions. 
When a bond launches, it is often offered at a lower price relative to existing bonds trading in the 
secondary market. Then, the bond price rises, allowing us to “harvest” the premium.

Challenge Sampling entails a cost-benefit trade-off.

Solution Portfolio optimizations may indicate exposure to certain issues given risk constraints 
and scores, but this can come with a cost. For portfolio managers and traders, the key is to 
determine which criteria can be substituted to efficiently create in practice a portfolio that in total 
reflects the desired characteristics.

The keys to successfully making this tradeoff is deep collaboration between Barclays QPS and 
the State Street Global Advisors fixed income team, as implementation is both art and science. 
Our data capabilities allow us to dynamically model the “costs” of hewing closely to what’s 
dictated by the signal scores. Using advanced liquidity metrics and feedback from our traders, 
we can determine a combination of costs and benefits in order to maximize portfolio performance.

Implementation: Going from Theory to Action

Source: State Street Global Advisors, as of May 15, 2023. The information contained above is for illustrative purposes only.
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We investigated different techniques for potentially maximizing performance net of transaction 
costs. Research also showed that there is an optimal level of credit portfolio turnover that 
was about 10%/month on average in recent years. Below that level, the signal value is not fully 
captured. Larger turnover budgets can result in excessive transaction costs which have the 
effect of reducing net performance and could even make it negative. Alternatives to a fixed 
limit on turnover are direct control of transaction costs or optimization of expected alpha net 
of transaction costs. 

Sources: Bloomberg, Barclays Research, February 2007–September 2020. The information contained above is for 
illustrative purposes only. This analysis of the relationship between portfolio turnover and net performance was described in 
The Journal of Portfolio Management, Quantitative Special Issue 2021, 47 (2) 82–98.

Figure 2 
Net performance 
Is Maximized for 
Intermediate Levels 
of Portfolio Turnover

  Average Excess Return 
Over Index, After 
Transaction Costs (LHS) 
(%/year)

  Annualized TE 
Information Ratio (RHS)

Challenge Risk parameters are dynamic. 

Solution To maintain portfolio positioning through ever-changing market conditions, we monitor 
bond and issuer characteristics (including equity metrics) each day, as we receive daily feeds 
from Barclays QPS on all index constituents as part of a custom systematic strategy index 
developed by Barclays QPS. Understanding the data and adjusting to it is a continuous process. 
We have instituted an array of processes to make sure that the portfolio not only remains within 
specified ranges of the benchmark in parameters such as duration, sector, quality and DTS, but 
also maximizes security selection signals such as value, momentum and sentiment.

In addition, over time, we proactively manage changes/events in held issuers that could impact 
returns, such as M&A announcements, proxy votes, new issues, or change of control events.

Challenge Transaction costs in fixed income can be meaningful. How can the benefit of return-
seeking turnover be balanced with the associated increase in transaction costs?

Solution Barclays QPS has performed analysis to determine the level of turnover appropriate 
to maximize net realized alpha. Evaluating a proposed strategy in a back-tested portfolio, 
one can solve for the optimal portfolio expected to generate outperformance relative to the 
benchmark on a steady basis. Transaction costs can substantially reduce the value generated 
by the strategy. Our analysis suggests that controlling portfolio turnover may help improve net 
performance (Figure 2).

Implementation: Going from Theory to Action
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Capability Indexed Fixed Income Systematic Active Fixed Income

Human capital, technology, and infrastructure to 
determine appropriate trade-offs

X X

Tools for comparing risk parameters in target portfolio X X

Daily adjustments to changing criteria X X

Experience with complex credit exposures X X

Data-intensive security selection X X

Source: State Street Global Advisors, as of May 15, 2023.

Figure 3 
Required Capabilities 
for Systematic Active 
Fixed Income Overlap With 
Indexing Competences

State Street Global 
Advisors Capabilities: 
Lessons from Indexing

Implementation: Going from Theory to Action

Our clients rely on us as an index manager to source a wide range of market exposures across 
various fixed income sectors, which vary in liquidity requirements and are often customized. 
This service requires a continuous, intraday understanding of bond market dynamics, costs, and 
liquidity. Sourcing bonds is a core part of our indexing franchise, spreading across vehicles such 
as liquid ETFs to more customized portfolios. The skills we have gained as an index manager 
and as a financial institution trading massive volumes are equally applicable to implementing 
systematic active fixed income portfolios. In particular, careful sampling is key to both passive 
and systematic investing. The process of sampling — turning theory into reality and building 
portfolios with alternative bonds — has nearly the same skill and data requirements for indexing 
and systematic active fixed income (Figure 3).

Our core competency as an index manager provides us with the base of knowledge, the people, 
and the systems to expertly design and implement systematic active fixed income strategies. 
For fixed income portfolios, despite dramatic improvements in efficiencies and liquidity due 
to electronic trading platforms, there are still pockets of the market that are quite complex 
and potentially expensive to trade. This can present challenges in implementing a systematic 
investment style in asset classes such as emerging market debt or even high-yield debt.  
Our experience in fixed income indexing allows us to effectively perform sampling informed  
by quantitative signals — even in less liquid and homogeneous markets — and to implement 
trading techniques that can improve execution and lower costs.
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Important Risk Disclosure 

Investing involves risk including the risk of loss 
of principal.

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information, and it should not be 
relied on as such.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent. The views 
expressed are the views of Arkady Ho through 
August 7, 2023, and are subject to change 
based on market and other conditions. This 
document contains certain statements that 
may be deemed forward- looking statements. 
Please note that any such statements are not 
guarantees of any future performance, and 
actual results or developments may differ 
materially from those projected.

Diversification does not ensure a profit or 
guarantee against loss.

Bonds generally present less short-term risk 
and volatility than stocks, but contain interest 
rate risk (as interest rates raise, bond prices 

usually fall); issuer default risk; issuer credit risk; 
liquidity risk; and inflation risk. These effects are 
usually pronounced for longer-term securities. 
Any fixed income security sold or redeemed 
prior to maturity may be subject to a substantial 
gain or loss.

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered a 
solicitation to buy or an offer to sell a security. It 
does not take into account any investor’s 
particular investment objectives, strategies, tax 
status or investment horizon. You should 
consult your tax and financial advisor.

Barclays is not affiliated with State Street Global 
Advisors Funds Distributors, LLC.

Barclays Index License Disclaimer
Neither Barclays Bank PLC (“BB PLC”) nor any of 
its affiliates (collectively “Barclays”) is the issuer 
or producer of the products referenced herein 
and Barclays has no responsibilities, obligations 
or duties to investors in such products. The 
Barclays Indices referenced herein (collectively, 
the “Indices”), together with any Barclays 
indices that are components of such Indices, 
are trademarks owned by Barclays and, 
together with any component indices and index 
data, are licensed for use by State Street Global 
Advisors as the producer of the products 
referenced herein (the “Product Provider”).

Barclays’ only relationship with the Product 
Provider in respect of the Indices is the licensing 
of the Indices, which are administered, compiled 
and published by BB PLC in its role as the index 
sponsor (the “Index Sponsor”) without regard to 
the Product Provider or the products referenced 
herein or investors in such products.
Additionally, State Street Global Advisors as 
Product Provider may for itself execute 
transaction(s) with Barclays in or relating to the 
Indices in connection with such products. 
Investors acquire such products from the 

Product Provider and investors neither acquire 
any interest in the Indices nor enter into any 
relationship of any kind whatsoever with 
Barclays upon making an investment in such 
products. The products referenced herein are 
not sponsored, endorsed, sold or promoted by 
Barclays and Barclays makes no representation 
regarding the advisability of such products or 
use of the Indices or any data included therein. 
Barclays shall not be liable in any way to the 
Product Provider, investors or to other third 
parties in respect of the use or accuracy of the 
Indices or any data included therein.

Barclays intends to engage Bloomberg Index 
Services Limited as the official index calculation 
and maintenance agent of the Indices, which 
are owned and administered by Barclays. 
Bloomberg Index Services Limited does not 
guarantee the timeliness, accurateness, or 
completeness of the calculations of the Indices 
or any data or information relating to the 
Indices. Bloomberg Index Services Limited 
makes no warranty, express or implied, as to the 
Indices or any data or values relating thereto or 
results to be obtained therefrom, and expressly 
disclaims all warranties of merchantability and 
fitness for a particular purpose with respect 
thereto. To the maximum extent allowed by law, 
Bloomberg Index Services Limited, its affiliates, 
and all of their respective partners, employees, 
subcontractors, agents, suppliers and vendors 
(collectively, the ‘protected parties’) shall have 
no liability or responsibility, contingent or 
otherwise, for any injury or damages, whether 
caused by the negligence of a protected party 
or otherwise, arising in connection with the 
calculation of the Indices or any data or values 
included therein or in connection therewith and 
shall not be liable for any lost profits, losses, 
punitive, incidental or consequential damages.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions.

The information contained in this 
communication is not a research 
recommendation or ‘investment research’ 
and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research.

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the appropriate EU regulator) who 
are deemed both knowledgeable and 
experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available to 
such persons and persons of any other 
description (including retail clients) should 
not rely on this communication.

Past performance is not a reliable indicator of 
future performance.

The trademarks and service marks referenced 
herein are the property of their respective 
owners. Third party data providers make no 
warranties or representations of any kind 
relating to the accuracy, completeness or 
timeliness of the data and have no liability 
for damages of any kind relating to the use of 
such data.
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For four decades, State Street Global Advisors has served the world’s governments, institutions 
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and 
market-tested experience, we build from a breadth of index and active strategies to create  
cost-effective solutions. And, as pioneers in index, ETF, and ESG investing, we are always 
inventing new ways to invest. As a result, we have become the world’s fourth-largest asset 
manager* with US $3.8 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022. 
†  This figure is presented as of June 30, 2023 and includes approximately $63 billion USD of assets with respect to SPDR 
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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