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First Words and Summary

The BlackRock Sovereign Risk Index (BSRI) provides investors
with a framework for tracking sovereign credit risk. Drawing
on a pool of financial data, surveys and political insights, the
BSRI assesses sovereign credit risk of 48 countries. In this
quarterly update, we highlight newcomers and discuss the
biggest movers. Our main findings are:

» Newcomers Singapore and Taiwan parachuted into the
top 10 thanks to their sterling debt profiles. Two other
newcomers, Slovakia and Slovenia joined many of their
eurozone colleagues in the bottom half of the index.

» Moving up in the BSRI rankings were Germany, Peru and
Colombia. Germany improved the most, thanks to an
increase in perceived government stability. South Korea,
Belgium and Croatia declined the most, dropping two
notches each.

The BSRI uses more than 30 quantitative measures,
complemented by qualitative insights from third-party sources.
The index breaks down the data into four main categories that
each count toward a country’s final BSRI score and ranking:
Fiscal Space (40%), Willingness to Pay (30%), External
Finance Position (20%) and Financial Sector Health (10%).

Fiscal Space includes metrics such as debt to GDP, the debt’s
term structure, tax revenues and dependency ratios.
Willingness to Pay measures a government’s perceived
effectiveness and stability, and factors such as corruption.
External Finance Position includes exposure to foreign
currency debt and the state of the current account balance.
Financial Sector Health gauges the strength of the banking
system. For complete descriptions, see Introducing the
BlackRock Sovereign Risk Index.

A health warning: The BSRI’s inputs are updated at irregular
intervals, meaning some ratings changes may only reflect the
timing of data releases. Small changes in ratings can spur big
changes in rankings as many issuers are bunched together in
the index. Lastly, the BSRI is not meant to forecast the
creditworthiness of countries.
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Asian Tigers and Eurozone Stragglers

Country BSRI Ranking 5 Year CDS
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Sources: BlackRock, Bloomberg and Standard & Poor’s.
Notes: Data as of March 31, 2012. CDS in basis points.
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Coming in With a Bang

The BSRI now tracks an additional four countries, bringing the
total to 48. Singapore and Taiwan (added for reasons outlined
in our earlier publication A Rapidly Changing Order — The
Rising Prominence of Asian Debt Markets) both debuted in the
top 10. We also included Slovakia and Slovenia in light of the
enfolding eurozone debt crisis. See the table on the

previous page.

Singapore and Taiwan are model citizens when it comes to
their net debt levels (negative); they run tight budget ships;
and their debt is held almost exclusively by domestic players.
Singapore has no foreign currency debt to speak of while
Taiwan has very little. Singapore scores higher in the
Willingness to Pay category because of its perceived
government stability. It also beats Taiwan on the Financial
Sector front due to higher bank capital. See the chart at right.

Who’s New, Who’s Up and Who’s Down
BlackRock Sovereign Risk Index Rankings March 31,2012
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Singapore and Taiwan: Near the Top of the Class
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Sources: BlackRock, Bloomberg, IMF, World Bank, central banks, Eurostat, BIS, Consensus Economics, UN, Moody’s, Standard and Poor’s, Fitch, PRS Group
and www.euromoneycountryrisk.com. Notes: Ranking changes based on movement from the index at Dec. 31, 2011. Current rankings based on enlarged index as of March 31, 2012.
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Up and Down the Ladder

Germany jumped four notches to 8™ place in the quarter, making
it the BSRI’s biggest mover. The eurozone’s powerhouse
overtook Denmark, Australia, Chile and South Korea.
Germany’s upgrade was triggered by higher ratings for
government stability and popular support by one of our third-
party sources, consultancy Political Risk Services. See the

Chancellor Angela Merkel’s approval ratings jumped in
January, reflecting popular support for her firm handling of
the eurozone debt crisis. Merkel did suffer a setback when
her CDU party lost power in the state of Baden-Wurttemberg.
The May 13 elections in North Rhine-Westphalia, Germany’s
most populous state, are the next touchstone.

chart below. . )
Peru’s BSRI ranking rose for the second quarter in a row, up

three notches to 17" place. The driver was a higher Willingness

Wunderbar! Germany Moves Up to Pay score as new President Ollanta Humala kept economic

policy on course. This pragmatic approach appears to have

1.2 . . . . .
alleviated investor concerns about nationalisations and other

0.9 radical policies. Colombia also rose three notches, to 29'"

0.6 place, because its short-term debt decreased significantly.
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Belgium’s ailments included a worsening maturity profile and
outlook for the cost of debt servicing. Croatia’s external debt-

to-GDP ratio increased while its short-term debt-to-GDP ratio
Source: BlackRock.

more than tripled.

This paper 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 April 2012 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 and forecasts. 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.

Issued in Australia and New Zealand by BlackRock Investment Management (Australia) Limited ABN 13 006165975. This document con-
tains general information only and is not intended to represent general or specific investment or professional advice. The informa-
tion does not take into account any individual’s financial circumstances or goals. An assessment should be made as to whether the
information is appropriate in individual circumstances and consideration should be given to talking to a financial or other profes-
sional adviser before making an investment decision. In New Zealand, this information is provided for registered financial service
providers only. To the extent the provision of this information represents the provision of a financial adviser service, it is provided for
wholesale clients only.

In Canada, this material is intended for permitted clients only. In Latin America this material is intended for Institutional and Pro-
fessional Clients only. This material is solely for educational purposes and does not constitute an offer or a solicitation to sell or a
solicitation of an offer to buy any shares of any fund (nor shall any such shares be offered or sold to any person) in any jurisdiction
within Latin America in which an offer, solicitation, purchase or sale would be unlawful under the securities law of that jurisdiction. If
any funds are mentioned or inferred to in this material, it is possible that they have not been registered with the securities regulator
of Brazil, Chile, Colombia, Mexico and Peru or any other securities regulator in any Latin American country and no such securities
regulators have confirmed the accuracy of any information contained herein. No information discussed herein can be provided to
the general public in Latin America.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information
regarding their tax situation. Investment involves risk. The two main risks related to fixed income investing are interest rate risk and

credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the
possibility that the issuer of the bond will not be able to make principal and interest payments. International investing involves risks,
including risks related to foreign currency, limited liquidity, less government regulation, and the possibility of substantial volatility
due to adverse political, economic or other developments. These risks are often heightened for investments in emerging/developing
markets or smaller capital markets.
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