
 

Executive Summary 
Institutional investors are rethinking the role of fixed income amid evolving market conditions. Traditional 
core fixed income—typically high-quality bonds benchmarked to indices like the Bloomberg US Aggregate—
has long been valued for its stability, income, and diversification. However, the past decade of ultra-low 
interest rates followed by inflationary shocks has revealed the limitations of this approach. In response, many 
institutions are incorporating broader alpha-oriented strategies as a complement to core bonds, seeking 
enhanced income and greater portfolio flexibility to take advantage of opportunities in credit, non-US, and 
securitized fixed income. 
 
This paper is part one of a multi-part fixed income series and reviews the structural limitations of traditional 
core and core plus portfolios in the context of the evolving needs of institutional portfolios. Part two will 
explore one potential solution to these limitations: Multi-Asset Credit.  
 
Core Fixed Income: Strengths and Structural Limitations 
Core fixed income remains a foundational component for institutions due to its safety, liquidity, and role in 
capital preservation. High-quality core bonds (e.g., Treasuries, agency mortgages, and investment-grade 
corporates) carry minimal default risk, offer deep liquidity, and typically perform well in risk-off 
environments. 
 
However, structural limitations remain. Yields on core bonds, even after recent increases, often fall short of 
many institutions’ return targets, particularly on a real (inflation-adjusted) basis. Index constraints—such as 
the heavy government-debt weighting in the Bloomberg US Aggregate (“the Agg”)—create 
overconcentration in low-yielding sectors while excluding large swaths of the investable credit universe. 
Sectors such as asset-backed securities, 
commercial mortgage-backed 
securities, high-yield corporates, loans, 
and private credit are 
underrepresented or entirely absent. 
This misalignment means core-only 
strategies may miss out on attractive 
risk-adjusted (absolute or benchmark-
relative) return opportunities. 
 
The table (Figure 1) highlights the 
annual return variability across fixed 
income sectors from 2015 to 2024.  
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Evolution of Institutional Fixed Income Approaches 
Fixed Income Series, Part One 

Source: eVestment. 

Figure 1: Annual Fixed Income Sector Returns 
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2015 0.55 -0.68 -4.47 -0.69 0.81 1.18

2016 2.65 6.11 17.13 10.16 2.71 10.15

2017 3.54 6.42 7.50 4.12 2.84 10.26

2018 0.01 -2.51 -2.08 0.44 1.74 -4.26

2019 8.72 14.54 14.32 8.64 5.89 15.04

2020 7.51 9.89 7.11 3.12 5.20 5.26

2021 -1.54 -1.04 5.28 5.20 0.05 -1.80

2022 -13.01 -15.76 -11.19 -0.77 -7.20 -17.78

2023 5.53 8.52 13.45 13.32 5.55 11.09

2024 1.25 2.13 8.19 8.96 5.96 6.54



 

No single sector consistently outperforms, and leadership rotates year to year—driven by changing rate, 
credit, and macro conditions. This dispersion underscores the value of a flexible, multi-sector approach. More 
rigid benchmark allocations, like the Bloomberg US Aggregate, often miss opportunities or fail to protect in 
volatile markets. By contrast, allowing managers to dynamically allocate across sectors can enhance risk-
adjusted returns and better navigate diverse market environments.  

 
Another key risk is duration—the sensitivity to 
changes in interest rates. Although duration of 
the Agg has eased modestly since the peak in 
2020–2021, it remains elevated at around 6 
years today. Higher duration levels for broad 
debt benchmarks means that core portfolios 
have been more exposed to rate volatility, as 
seen in 2022 when rising rates led to double-
digit losses. With interest rate uncertainty and 
tight spreads, core bonds may offer limited 
protection in adverse scenarios like stagflation 
or policy shocks.  
 
These limitations do not invalidate core fixed 

income, but they underscore the potential value of considering complementary strategies.  
 
The Evolving Role of Fixed Income in Institutional Portfolios 
For decades, fixed income has been a cornerstone of institutional portfolios—prized for its role in delivering 
stable income, preserving capital, and mitigating volatility. Core bond strategies, generally composed of 
government and investment-grade corporate debt, were effective in stabilizing returns, especially during 
equity drawdowns. From the 1980s through the 2010s, falling interest rates created a bond bull market that 
reinforced the success of the traditional 60/40 portfolio structure. 
 
However, in the wake of quantitative easing, low interest rates, and the inflation shocks starting in 2022, this 
paradigm has shifted. The income generated from core bonds became insufficient to meet many institutional 
return targets. Moreover, the simultaneous decline in both stocks and bonds during recent periods of market 
stress has exposed the vulnerability of relying solely on core fixed income for downside protection. 
 
As interest rates rose in 2022–2023, bond yields recovered to levels not seen in over a decade. Yields on 
investment-grade corporate bonds and high-yield debt moved to the 5–7% range by 2024. While this "return 
of income" is welcome, it does not mean fixed income will return to its prior role unchanged. Institutions are 
increasingly seeking strategies that can deliver more robust returns and adapt to a wider range of 
macroeconomic outcomes. 

Portland          Boise          www.RVKInc.com          Chicago          New York 

Page 2      

RVK Insights 

September 2025 

5.0

5.5

6.0

6.5

7.0

Ju
n

-1
5

D
ec

-1
5

Ju
n

-1
6

D
ec

-1
6

Ju
n

-1
7

D
ec

-1
7

Ju
n

-1
8

D
ec

-1
8

Ju
n

-1
9

D
ec

-1
9

Ju
n

-2
0

D
ec

-2
0

Ju
n

-2
1

D
ec

-2
1

Ju
n

-2
2

D
ec

-2
2

Ju
n

-2
3

D
ec

-2
3

Ju
n

-2
4

D
ec

-2
4

Ju
n

-2
5

Ye
ar

s
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Figure 2: Bloomberg US Aggregate Bond Index Duration 



 

Today’s fixed income allocations must do more than simply preserve capital—they must also contribute to 
total portfolio return. This has led many institutions to explore beyond traditional benchmarks and embrace 
more dynamic, diversified fixed income strategies. 
 
For a discussion on one potential solution to the limitations discussed in this paper, please see part two on 
Multi-Asset Credit.  

Portland          Boise          www.RVKInc.com          Chicago          New York 

Page 3      

RVK Insights 

September 2025 



 

Disclaimer of Warranties and Limitation of Liability  

This document was prepared by RVK, Inc. (RVK) and may include information and data from some or all of the 
following sources: client staff; custodian banks; investment managers; specialty investment consultants; 
actuaries; plan administrators/record-keepers; index providers; as well as other third-party sources as 
directed by the client or as we believe necessary or appropriate. RVK has taken reasonable care to ensure the 
accuracy of the information or data, but makes no warranties and disclaims responsibility for the accuracy or 
completeness of information or data provided or methodologies employed by any external source. This 
document is provided for the client’s internal use only. It should not be construed as legal or tax advice. It 
does not constitute a recommendation by RVK or an offer of, or a solicitation for, any particular security and it 
is not intended to convey any guarantees as to the future performance of the investment products, asset 
classes, or capital markets. This document should not be construed as investment advice: it does not reflect all 
potential risks with regard to the client’s investments and should not be used to make investment decisions 
without additional considerations or discussions about the risks and limitations involved. Any decision, 
investment or otherwise, made on the basis of this document is the sole responsibility of the client or intended 
recipient. 

 

 

 

 

 

 

 

About RVK 

RVK was founded in 1985 to focus exclusively on investment consulting and today employs over 100 
professionals. The firm is headquartered in Portland, Oregon, with regional offices in Boise, Chicago, and New 
York City. RVK is one of the five largest consulting firms in the world, as reported by Pensions & Investments' 
2024 Special Report–Consultants. RVK’s diversified client base spans over 30 states, and covers endowments, 
foundations, corporate and public defined benefit and contribution plans, Taft-Hartley plans, and high-net-
worth individuals and families. The firm is independent, employee-owned, and derives 100% of its revenue 
from clients for investment consulting services. 
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