
Five key 
attributes

Core bond strength:

For institutional use only. Not for distribution to retail investors. 



1

the ability to meet the ability to meet 
objectives without objectives without 
taking undue risktaking undue risk

A core bond fund’s strength is the degree to which it fulfills its role in 
the portfolio by providing diversification against equity risk, income and 
capital preservation, and inflation protection. Further, a strong core bond 
fund will avoid excessive risk, which would jeopardize those goals and 
introduce uncertainty in an area of the portfolio that’s typically designed to 
experience the least volatility.

We believe a core bond fund is strongest when it can:

Be all-weather 
ready. 

❶

❹

➋ ❸

❺

Stay 
predictable 
and steady. 

Provide  
diversified 
sources of 
alpha. 

Produce 
strong results 
without taking 
excessive risk. 

Keep costs 
from reducing 
potential 
returns. 

Core bond Core bond 
strength  strength  ==
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“Risk-off” cumulative excess return

“Risk-on” cumulative excess return

A core bond fund should provide alpha, income, and stability, regardless of market conditions. Talented 
fixed income managers can potentially add value even amid volatile markets, rising interest rates, or 
widening credit spreads.

Sources: Vanguard calculations, using data from Morningstar, Inc., and the Federal Reserve Bank of St. Louis, Federal Reserve 
Economic Data (FRED). Returns, spreads, interest rates, and VIX data are for the three years ended December 31, 2020. Excess 
returns are relative to the Bloomberg Barclays U.S. Aggregate Bond Index. Stocks are represented by the CRSP US Total Stock 
Market Index. Bonds are represented by the Bloomberg Barclays U.S. Aggregate Bond Index. Spreads are measured by the ICE 
BofA US Corporate Index Option-Adjusted Spread. Interest rates are measured by the 10-Year U.S. Treasury Constant Maturity 
Rate. Uncertainty is measured by the Cboe Volatility Index (VIX Index). Qualifying movements are measured by 5% change 
from previous month-end levels. Peer groups are defined as the Morningstar U.S. Intermediate Core Bond Funds category and 
the Morningstar U.S. Active Intermediate Core Bond Funds category.

Past performance is no guarantee of future returns. 
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❶  Be all-weather ready.
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➋  Stay predictable and steady.

Not all fixed income funds are comparable. Will the bond fund act like a bond fund? In many cases, the 
only way to answer this question is to sift through the fund’s holdings. A true-to-label core bond fund 
won’t surprise your clients with holdings that are misaligned with the nature of the fund.

Source: Vanguard calculations, using FactSet and FRED data. 

Note: Data examine three credit-spread-widening events: November 7, 2018, to December 26, 2018; April 16, 2019, to June 3, 
2019; and February 21, 2020, to March 23, 2020.

Past performance is no guarantee of future returns.
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performed during significant credit-widening periods. 
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❸  Keep costs from reducing potential returns.

Costs erode returns. High-cost funds have a higher hurdle to achieve alpha, and some fund managers 
may feel tempted to take on more risk in pursuit of returns that will offset the starting deficit created 
by the fund’s fees. 

Source: Vanguard. 

Notes: Chart calculates the percentage needed to obtain the yield of the Bloomberg Barclays U.S. Aggregate Bond Index, 
plus the extra expense incurred to meet the hypothetical manager fee. As of January 31, 2021, the yield to maturity for the  
Bloomberg Barclays U.S. Aggregate Bond Index was 1.16%, compared with 1.87% for the Bloomberg Barclays U.S. Corporate 
Bond Index, and 4.38% for the Bloomberg Barclays U.S. Corporate High Yield Index. 

bps = basis points.

Sources: Bloomberg and Morningstar, Inc., as of December 31, 2020.
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Active managers face pressure to take extra risk in an attempt to return more than 
the benchmark. Here’s how that might work: 

• Low, risk-free rates 
paired with historically 
tight credit spreads 
create meaningful 
headwinds for high-cost 
active managers.

• Low-cost active 
managers can afford 
to take a more selective 
approach to credit. 
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❹  Produce strong results without taking excessive risk.

A core bond fund manager builds strength by taking smart risks, selecting holdings based on 
the balance between higher potential returns and the level of risk those holdings bring to the 
overall portfolio.

Sources: Vanguard and BlackRock Aladdin, as of December 31, 2020.

Note: Some Vanguard Core Bond Fund portfolio characteristics reported here may differ from those reported on vanguard.com 
or in other standard fund materials. This is due to different systems and calculation methodologies. These data represent the 
investment book of record and are the truest representation of the portfolio managers’ decisions in the fund.

AT TRIBUTES VANGUARD CORE BOND FUND BLOOMBERG BARCL AYS U.S. AGGREGATE FLOAT ADJUS TED INDEX

Number of bonds 1,818 11,998

Average maturity (years) 7.0 8.5

Average duration (years) 6.5 6.5

Average spread duration (years) 4.4 3.9

30-day SEC yield (%) 1.09 —

3-year information ratio 1.22 —

3-year tracking error (%) 0.68 —

  3-year Sharpe ratio 1.28 1.10

Vanguard Core Bond Fund portfolio characteristics 
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❹  Produce strong results without taking excessive risk. 
       (cont.)

Vanguard Core Bond Fund outpaced benchmarks without undue risk     
Three-year average annual returns and volatility

The performance data shown represent past performance, which is not a guarantee of future results. Investment returns and principal value 
will fluctuate, so investors’ shares, when sold, may be worth more or less than their original cost. Current performance may be lower or 
higher than the performance data cited. For performance data current to the most recent month-end, visit our website at vanguard.com/
performance. The performance of an index is not an exact representation of any particular investment, as you cannot invest directly in an 
index.  

Sources: Vanguard, Bloomberg, Refinitiv Lipper, and Morningstar, Inc., three years ended December 31, 2020. 
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❺  Provide diversified sources of alpha.

A core bond fund should have dedicated rates and credit teams. The rates team should deploy 
strategies across the yield curve and rates sectors. The credit team should tap diversified 
sources of alpha throughout the credit universe, including asset- and mortgage-backed 
securities, investment-grade corporates, high yield, and emerging markets. Collaboration 
between rates and credit teams can help fund managers make smarter trade-offs between 
rates and credits, depending on the market environment.

As markets changed in 2020, our active managers added value by taking advantage of 
opportunities    

VCOBX sector exposure versus credit spread in the broader market

Source: Vanguard, as of December 31, 2020. 
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Historical performance    

ANNUALIZED RETURNS (%)

INCEPTION
EXPENSE  

RATIO (%)*
YTD  
(%)

ONE YEAR  
(%)

THREE  
YEARS

FIVE  
YEARS

SINCE  
INCEPTION

Vanguard Core Bond
Fund Admiral Shares

3/28/2016 0.10 –3.47 3.34 5.60 3.76 3.84

Bloomberg Barclays U.S.  
Aggregate Float Adjusted Index

6/30/2009 — –3.56 0.72 4.69 3.14 3.24

Source: Vanguard, as of March 31, 2021. 

* The expense ratio is as of the fund’s most recent prospectus. The fund’s current expense ratio may be lower or higher than the figure 
reported in the prospectus.

The performance data shown represent past performance, which is not a guarantee of future results. Investment returns and 
principal value will fluctuate, so investors’ shares, when sold, may be worth more or less than their original cost. Current performance 
may be lower or higher than the performance data cited. For performance data current to the most recent month-end, visit our 
website at vanguard.com/performance.



Connect with Vanguard® • institutional.vanguard.com • 800-523-1036

For more information about Vanguard funds, call 800-523-1036 to obtain a prospectus or, if available, 
a summary prospectus. Investment objectives, risks, charges, expenses, and other important informa-
tion about a fund are contained in the prospectus; read and consider it carefully before investing.

All investing is subject to risk, including the possible loss of the money you invest. Diversification does not 
ensure a profit or protect against a loss.

Bond funds are subject to interest rate risk, which is the chance bond prices overall will decline because of rising 
interest rates, and credit risk, which is the chance a bond issuer will fail to pay interest and principal in a timely 
manner or that negative perceptions of the issuer’s ability to make such payments will cause the price of that 
bond to decline.
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