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In bonds, passive ETFs face greater 
challenges than equities

1Source: Bloomberg. 

As of 30 September 2024. Source: Morningstar Direct. For illustrative purposes only.

There is no guarantee that the trends mentioned above will continue. Statements concerning financial market trends are based on current market conditions which will fluctuate. Passive 

equity includes all passive funds in the US Large Blend category benchmarked to the S&P 500. Passive fixed income includes all passive funds in the Intermediate Core Bond category 

benchmarked to the Bloomberg U.S. Aggregate index. Refer to important information at the end for additional chart, index, outlook and risk information. 

Passive, index-tracking ETFs offer potential benefits to 

investors. A rules-based process helps to ensure a 

consistent investment management approach; 

transparency provides confidence that the manager will 

take on risk as represented; and lower turnover may help 

keep implementation costs down. 

Bonds present other replication challenges too: Consider 

that the most commonly used bond index, the Bloomberg 

U.S. Aggregate, has over 13,000 individual securities, 

all of which are constantly “maturing,” which results in 

much higher turnover in the index than in the S&P 5001, 

for example, making bond indexes a constantly moving 

target. And finally, the cost to trade individual bonds can 

vary and be prohibitive at times, unlike the efficient 

trading of equities on an exchange.  
But passive ETFs face greater challenges when it comes 

to bonds than equities, because index replication is 

more complicated. Consider how equities work: They 

trade and are valued on price alone, which is fast, highly 

credible and freely available via well-known public 

exchanges. In contrast, bonds are mainly traded over the 

counter, lack a single public exchange, and split-second 

pricing on any individual bond may be hard to determine. 

Instead, bonds are valued based on yield and spread, 

factors that may require specialized tools and skills 

to measure with precision, and then “matched” or 

mirrored in an index.

Because of these challenges, index-tracking bond funds 

will often “sample” the index by including only the largest 

and most liquid constituents – and even then their 

tracking error tends to be far higher than their 

corresponding equity ETFs, as the chart below shows. 

For investors seeking more efficient 

index-based replication, PIMCO’s Smart Passive 

strategies can potentially offer an attractive alternative to 

traditional passive bond index strategies.

Passive index replication has historically been more difficult for fixed income

Rolling 3-year tracking error
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PIMCO’s Quant-Based 
Smart Passive Methodology

PIMCO’S SMART APPROACH TO PASSIVE INVESTING

For 10+ years, our dedicated team of senior portfolio managers and quantitative analysts have been building 

passive portfolio replication strategies that offer risk factor exposure to select fixed income markets while 

managing for tracking error. 

Our “Smart Passive” approach has three key elements:

If you go passive, consider going Smart Passive

PIMCO’s 50 years of experience as a leading active fixed income manager has provided a wealth of expertise and a 

robust set of tools that allow us to optimize traditional approaches to passive management. Our index replication process 

starts from the perspective of a skilled active bond manager, with time-tested risk analytics and industry-leading 

execution capabilities in bond funds. 

3

Minimize Trading Cost: Bonds are generally less liquid than equities, may carry higher transaction costs 

and can present cross-border tax-inefficiencies when trading. To address this we apply real-time screening 

criteria to filter out bonds with lower liquidity profiles or which may appear relatively over-valued. 

We optimize for new securities (often fairly valued securities with better liquidity characteristics) in our 

rebalancing methodology to minimize turnover costs. And we also seek to reduce friction costs and optimize 

trade execution through our scale and trading relationships across the global fixed income universe. 

2

Optimize Risk Factor Exposures: Our extensive credit research capabilities allow us to construct 

portfolios with attractive performance profiles while limiting tracking error to the index. To implement this, 

we seek to match key risk factor exposures in portfolios, such as duration, credit spread, sector, liquidity 

and convexity, to their respective indexes on a forward-looking basis – not just simply “sampling” the largest 

and most liquid bonds in a fixed income index. This optimization helps us to replicate index performance 

while harvesting fixed income specific risk premia like carry and value.

1

Isolate “Better” Beta: We construct indexes to be representative but also relevant, seeking bonds that 

best capture distinct aspects of a particular fixed income market beta. For example, to deliver a more direct 

translation of CPI increases with less potential interest rate risk, we might isolate on short-term TIPS. Or we 

might target lower duration high yield credit, for a portfolio with a similar yield but lower rate risk than full 

maturity high yield. Or we might develop or choose an index that allows a larger number of smaller issuers 

for greater diversification potential.

To learn more about our smart passive approach and fixed income ETFs, visit pimco.com/etfs

Source: PIMCO. For illustrative purposes only and not an offer or a recommendation to invest in any PIMCO managed fund or strategy. 

Refer to appendix for additional investment strategy, PIMCO ETF’s Plc and risk information.  

https://www.pimco.com/en-us/etfs


Important information

Marketing Communication

This is a marketing communication. This is not a contractually binding document and its issuance is not mandated under any law or regulation of the European Union or the United 

Kingdom. This marketing communication does not include sufficient detail to enable the recipient to make an informed investment decision. Please refer to the Prospectus of the UCITS 

and to the KIID/KID before making any final investment decisions.

For professional use only

Per the information available to us you fulfill the requirements to be classified as professional clients as defined in the MiFiD II Directive 2014/65/EU Annex II Handbook. Please inform us 

if otherwise. Any services and products described in this communication are only available to professional clients as defined in the MiFiD II Directive 2014/65/EU Annex II Handbook and its 

implementation of local rules and as defined in the Financial Conduct Authority’s Handbook. This communication is not a public offer and individual investors should not rely on this document. 

Opinion and estimates offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market conditions. We 

believe the information provided here is reliable, but do not warrant its accuracy or completeness.

For qualified investor use only

Per the information available to us you fulfill the requirements to be classified as professional clients as defined by the Swiss Collective Investment Schemes Act of 23 June 2006 

(“CISA”). Please inform us if otherwise. The information provided herein does not constitute an offer of any product incorporated in Ireland or in Switzerland pursuant to the Swiss Federal 

Law on Financial  Services ("FinSA") and its implementing ordinance.

The information in this brochure is not intended as investment advice or as a recommendation to invest in any particular asset class, security or strategy. The information provided is for 

illustrative purposes only, and it should not be relied upon as investment advice or as a recommendation to buy or sell securities. Investors should seek independent professional advice prior to 

investing. Any investment in an ETF should be made on the basis of the relevant Prospectus and Key Investor Information Documents / Key Information Documents, including consideration of 

the investment objective, risks, charges and expenses. Further information on PIMCO ETFs, their Prospectus, Key Investor Information Documents / Key Information Documents and 

Supplements are available at www.pimco.com or from your financial adviser or broker. For actively managed ETFs, further information on the use of benchmarks or indices is set out in the 

Prospectus and relevant Supplement. The distribution and the offering of ETFs in certain jurisdictions may be restricted by law. Risks

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by 

changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates 

rise, and low interest rate environments increase this risk. Reductions in bond counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments 

may be worth more or less than the original cost when redeemed. Equities may decline in value due to both real and perceived general market, economic and industry conditions. Investing in 

foreign-denominated and/or –domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. 

Investing in foreign denominated and/or domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, which may be 

enhanced in emerging markets. Currency rates may fluctuate significantly over short periods of time and may reduce the returns of a portfolio. High-yield, lower-rated, securities involve 

greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that do not. Sovereign securities are generally 

backed by the issuing government, obligations of U.S. Government agencies and authorities are supported by varying degrees but are generally not backed by the full faith of the U.S. 

Government; portfolios that invest in such securities are not guaranteed and will fluctuate in value. Mortgage and asset-backed securities may be sensitive to changes in interest rates, 

subject to early repayment risk, and while generally supported by a government, government-agency or private guarantor there is no assurance that the guarantor will meet its obligations. 

Entering into short sales includes the potential for loss of more money than the actual cost of the investment, and the risk that the third party to the short sale may fail to honor its contract 

terms, causing a loss to the portfolio. Derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management and the risk that a position could not be closed 

when most advantageous. Investing in derivatives could lose more than the amount invested. Diversification does not ensure against loss.

INVESTMENT STRATEGY

There is no guarantee that any investment strategies discussed will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to 

invest for a long-term especially during periods of downturn in the market. 

Outlook

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these investment strategies 

will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for the long term, especially during periods of downturn in 

the market. Outlook and strategies are subject to change without notice.

CHART

Performance results for certain charts and graphs may be limited by date ranges specified on those charts and graphs; different time periods may produce different results.

CREDIT QUALITY

The credit quality of a particular security or group of securities does not ensure the stability or safety of an overall portfolio. The Quality ratings of individual issues/issuers are provided to 

indicate the credit worthiness of such issues/issuer and generally range from AAA, Aaa, or AAA (highest) to D, C, or D (lowest) for S&P, Moody’s, and Fitch respectively

INDEX DESCRIPTIONS

The Bloomberg U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, 

with index components for government and corporate securities, mortgage pass-through securities, and asset-backed securities. These major sectors are subdivided into more specific 

indices that are calculated and reported on a regular basis. It is not possible to invest directly in an unmanaged index.

pimco.com  

https://www.pimco.com/en-us/?showSplash=1


Important information

PIMCO ETFs plc is an open ended umbrella investment company with variable capital and segregated liability between its sub-funds incorporated with limited liability in Ireland and 

authorised by the Central Bank of Ireland (the “Central Bank”) as an undertaking for collective investment in transferable securities pursuant to the European Communities (Undertakings 

for Collective Investment in Transferable Securities) Regulations, 2011 (S.I. No. 352 of 2011), as amended ("UCITS").

The information in this document is not intended as investment advice or as a recommendation to invest in any particular asset class, security or strategy. The information provided is for 

illustrative purposes only, and it should not be relied upon as investment advice or as a recommendation to buy or sell securities. Investors should seek independent professional advice 

prior to investing. Any investment in an ETF should be made on the basis of the relevant Prospectus and Key Investor Information Documents/Key Information Document , including 

consideration of the investment objective, risks, charges and expenses. Further information on the ETFs, their Prospectus, Key Investor Information Documents and Supplements are 

available at www.pimco.co.uk or from your financial adviser or broker. For actively managed ETFs, further information on the use of benchmarks or indices is set out in the Prospectus 

and relevant Supplement. The distribution and the offering of ETFs in certain jurisdictions may be restricted by law. The information on this website does not constitute an offer or 

solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. The information on this 

website is not for distribution to, or for the attention of, US or Canadian persons. UCITS ETF’s units / shares purchased on the secondary market cannot usually be sold directly back to 

UCITS ETF. Investors must buy and sell units / shares on a secondary market with the assistance of an intermediary (e.g. a stockbroker) and may incur fees for doing so. In addition, 

investors may pay more than the current net asset value when buying units / shares and may receive less than the current net asset value when selling them.

PIMCO Europe Ltd (Company No. 2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and regulated by the Financial Conduct Authority (FCA) (12 

Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available to retail investors, who should not rely on this communication but contact their 

financial adviser. Since PIMCO Europe Ltd services and products are provided exclusively to professional clients, the appropriateness of such is always affirmed. PIMCO Europe GmbH 

(Company No. 192083, Seidlstr. 24-24a, 80335 Munich, Germany), PIMCO Europe GmbH Italian Branch (Company No. 10005170963, Corso Vittorio Emanuele II, 37/Piano 5, 20122 Milano, 

Italy), PIMCO Europe GmbH Irish Branch (Company No. 909462, 57B Harcourt Street Dublin D02F721, Ireland), PIMCO Europe GmbH UK Branch (Company No. FC037712, 11 Baker 

Street, London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 43, Oficina 05-111, 28046 Madrid, Spain) and PIMCO Europe 

GmbH French Branch (Company No. 918745621 R.C.S. Paris, 50–52 Boulevard Haussmann, 75009 Paris, France) are authorised and regulated by the German Federal Financial 

Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of the German Securities Institutions Act (WpIG). The 

Italian Branch, Irish Branch, UK Branch, Spanish Branch and French Branch are additionally supervised by: (1) Italian Branch: the Commissione Nazionale per le Società e la Borsa (CONSOB) 

(Giovanni Battista Martini, 3 - 00198 Rome) in accordance with Article 27 of the Italian Consolidated Financial Act; (2) Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall 

Quay, Dublin 1 D01 F7X3) in accordance with Regulation 43 of the European Union (Markets in Financial Instruments) Regulations 2017, as amended; (3) UK Branch: the Financial Conduct 

Authority (FCA) (12 Endeavour Square, London E20 1JN); (4) Spanish Branch: the Comisión Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in accordance with 

obligations stipulated in articles 168 and 203 to 224, as well as obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and in articles 111, 114 and 117 of Royal 

Decree 217/2008, respectively and (5) French Branch: ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in accordance with Art. 35 of Directive 2014/65/EU 

on markets in financial instruments and under the surveillance of ACPR and AMF. The services provided by PIMCO Europe GmbH are available only to professional clients as defined in 

Section 67 para. 2 German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this communication. According to Art. 56 of Regulation (EU) 

565/2017, an investment company is entitled to assume that professional clients possess the necessary knowledge and experience to understand the risks associated with the relevant 

investment services or transactions. Since PIMCO Europe GMBH services and products are provided exclusively to professional clients, the appropriateness of such is always affirmed. 

PIMCO (Schweiz) GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2, Brandschenkestrasse 41 Zurich 8002, Switzerland). According to the Swiss Collective 

Investment Schemes Act of 23 June 2006 (“CISA”), an investment company is entitled to assume that professional clients possess the necessary knowledge and experience to 

understand the risks associated with the relevant investment services or transactions. Since PIMCO (Schweiz) GmbH services and products are provided exclusively to professional 

clients, the appropriateness of such is always affirmed. The services provided by PIMCO (Schweiz) GmbH are not available to retail investors, who should not rely on this communication but 

contact their financial adviser.

This material contains the current opinions of the manager and such opinions are subject to change without notice. This material has been distributed for informational purposes only and 

should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from 

sources believed to be reliable, but not guaranteed. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. 

PIMCO is a trademark or registered trademark of Allianz Asset Management of America LLC in the United States and throughout the world. ©2024, PIMCO

pimco.com  
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