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The rate-cut cycle has begun; are long-term bonds the way to go?

The Federal Reserve’s shift in monetary policy on September 18, 2024, marked a pivotal moment for fixed income 
markets. In anticipation of the change, the 10-year U.S. Treasury yield, which peaked at 4.7% on April 30, decreased 
more than 100 basis points through September 16—two days before the Fed meeting. Many advisors who were 
waiting for the beginning of the easing cycle to start implementing changes to their clients’ portfolios are now 
tasked with choosing a solution that would work best under the new monetary policy regime.

Most clients have warmed up to the idea of moving out of cash into longer-duration products. As a result, some 
advisors have been extending portfolio duration through purchasing long-term Treasury ETFs, attracted to the 
potential price appreciation associated with decreasing long-term interest rates. While long-term bonds may 
offer greater capital appreciation when interest rates decrease, such an approach might not always deliver the 
desired outcomes.

In some instances, Treasury yields across the curve decline, and their commensurate price appreciation occurs 
ahead of the Fed easing cycle. This is exactly what we observed in the months leading up to the September Fed 
meeting. This time, though, based on our conversations with advisors post-rate-cut, many were caught off guard 
by the more than 50-basis-point increase in the 10-year U.S. Treasury yield in the month following the first rate 
cut. This move underscored the importance of understanding the impact of rate cuts on long-term bonds and why 
clients should not equate Fed rate cuts with parallel shifts in the yield curve.   For advisors, it is essential to always 
align investment strategies with your clients’ long-term goals rather than betting on yield curve movements.

While historically, the short end of the yield curve is more directly correlated to the Fed’s moves, the long end of the 
curve depends on a variety of factors and is usually a better reflection of growth and inflation expectations (see 
Figure 1 below).

FIGURE 1: Short-term yields show higher correlation to the fed funds rate vs. long-term yields

Federal funds rate and yields over time
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Past performance is no guarantee of future returns.

Sources: St. Louis FRED database, using Vanguard calculations, from October 31, 1982, through October 31, 2024.

Note: Shaded areas denote rate-cutting cycles.
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Next steps for consideration: Understand duration trade-offs
Whereas long-term bonds can play an important role in a portfolio as a buffer during periods of equity market 
volatility, your clients should still weigh the inherent duration risk (susceptibility to interest rate changes). Help 
them understand that, while history has shown that, on average, bonds will outperform cash in a rate-cutting cycle, 
the further out on the curve your clients invest, the wider the dispersion of possible returns. Instead, it is important 
to focus on a strategic duration or matching the duration of your clients’ bond holdings with the investment time 
horizon to minimize reinvestment and price risk.

Additionally, the inclusion of intermediate bonds in client portfolios might serve as a great option for clients who are 
cautious of the volatility associated with long-term bonds. Intermediate-term bonds are less sensitive to changes in 
rates and can still provide an attractive return potential in the current market environment.

If you’re seeking optimal ways to extend duration, check out our portfolio analytics tool or speak with a 
specialist from our Portfolio Solutions team to review your portfolios to offer guidance on how to navigate this 
rate-cutting cycle.

Fixed income funds’ contribution to a portfolio’s return

Decomposing a portfolio’s return can be done in many ways to explain the sources of contributors and detractors to 
performance. In financial media, we often hear about how much of the S&P 500 Index’s returns the Magnificent 7 
were responsible for, or their “contribution to return” based on both their individual performance and their weight in 
the index. 

Alternatively, contribution to return is one way to evaluate how you size fixed income products within your 
portfolio. Consider the below model, a representation of the types of fixed income sleeves the Portfolio Analytics 
& Consulting team frequently sees advisors use (see Figure 2). Based on face value, the fixed income sleeve has 
diversified to many different Morningstar categories, with some categories being duplicated. Also, each fund 
delivered strong period returns as indicated by the “total return” column. Indeed, clients reviewing their statements 
would be pleased to see strong returns from their advisor’s chosen fund lineup. However, the fund weights drop 
off on some of the lower-conviction holdings, namely the last three funds sized at 6% and 8%. While these funds 
performed well on their own, their weightings meant their contribution to the overall portfolio was comparatively 
insignificant (contribution to return is calculated by multiplying the weight by the total return).

For institutional and sophisticated investors only. Not for public distribution.
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FIGURE 2: Fixed income sleeves can be overly complex
A hypothetical fixed income portfolio

CATEGORY
AVER AGE 

WEIGHT (%)
TOTAL 

RETU RN (%)
CONTRIBUTION TO 

RETU RN (%)

100.0 9.9 9.9

Intermediate core bond 15.0 9.4 1.9

Multisector bond 15.0 10.6 1.6

Nontraditional bond 15.0 9.9 1.5

Ultrashort bond 18.0 8.0 1.4

Intermediate core-plus bond 12.0 11.0 1.3

High-yield 6.0 15.6 0.9

Intermediate core-plus bond 8.0 7.9 0.6

High-yield 6.0 9.2 0.6

Past performance is no guarantee of future returns. 

Source: FactSet, based on returns data from November 1, 2023, to October 31, 2024.

Fixed income returns are not nearly as large in magnitude as those of equities. Therefore, if a portfolio accumulates 
too many funds, the returns get spread out more thinly as less weighting goes to each fund. Also, the time required 
to study each of these funds and monitor their process and performance can take away from other tasks. While 
the intention may be to have a “well-diversified” portfolio by accumulating various funds, you can achieve the 
same level of diversification by building a fixed income sleeve where the main holding is a “true-to-label” core or a 
core-plus fund.

Next steps to consider: Streamline your fixed income portfolio
You can reduce complexity in your fixed income sleeve by monitoring the number of funds you own. Additionally, 
keep in mind the size of the overall fixed income sleeve in the asset allocation. The larger the equity allocation, the 
greater the contribution to risk from equities in your portfolio as opposed to fixed income. On the other hand, asset 
allocations where fixed income is a larger allocation will indeed allow an advisor to drive greater results through 
their fixed income fund selections. Don’t forget about how your fixed income holdings contribute to risk. We see 
meaningful differences in contribution to risk among fixed income sleeves that are more credit-risk-heavy versus 
those that take larger allocations to sectors such as Treasuries or municipals. If you would like to see a contribution-
to-return analysis on your portfolio, reach out to your Vanguard representative to request the Portfolio Analytics & 
Consulting team. 

• Vanguard Long-Term Bond ETF (BLV)

• Vanguard Long-Term Corporate Bond ETF (VCLT)

• Vanguard Long-Term Treasury ETF (VGLT)

For institutional and sophisticated investors only. Not for public distribution.
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CONSENT.  THE CONTENTS OF THIS MESSAGE SHALL NOT BE 
UNDERSTOOD AS AN OFFER OR SOLICITATION TO BUY OR SELL 
SECURITIES IN BRAZIL.

This document is provided at the request of and for the exclusive use of 
the recipient and does not constitute, and is not intended to constitute, 
a public offer in the Republic of Colombia, or an unlawful promotion of 
financial/capital market products. The offer of the financial products 
described herein is addressed to fewer than one hundred specifically 
identified investors. The financial products described herein may not be 
promoted or marketed in Colombia or to Colombian residents, unless 
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2555/2010 and other applicable rules and regulations related to the 
promotion of foreign financial/capital market products in Colombia.

The financial products described herein are not and will not be 
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This document and its content should not be considered as an offer, if it 
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Important Information
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applies only to the underlying securities and does not prevent share-
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Vanguard Mexico upon completion of the relevant profiling and legal 
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This document is for educational purposes only and does not take into 
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El presente documento y su contenido no deberá considerarse como 
una oferta, en su caso la oferta de los valores aquí descritos se 
realizaría conforme a la norma de carácter general No. 336 de la 
Comisión para el Mercado Financiero. Los valores aquí descritos, al ser 
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correspondiente. El emisor de los valores no se encuentra inscrito en 
los Registros que mantiene la Comisión para el Mercado Financiero, 
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para el Mercado financiero ni a las obligaciones de información 
continua.

The securities described herein have not been registered under the 
Peruvian Securities Market Law (Decreto Supremo No 093-2002-EF) 
or before the Superintendencia del Mercado de Valores (the “SMV”).  
There will be no public offering of the securities in Peru and the 
securities may only be offered or sold to institutional investors (as 
defined in Appendix I of the Institutional Investors Market Regulation) 
in Peru by means of a private placement. The securities offered and 
sold in Peru may not be sold or transferred to any person other than 
an institutional investor unless such securities have been registered 
with the Registro Público del Mercado de Valores kept by the SMV. 
The SMV has not reviewed the information provided to the investor.  
This material is for the exclusive use of institutional investors in Peru 
and is not for public distribution.

The financial products described herein may be offered or sold in 
Bermuda only in compliance with the provisions of the Investment 
Business Act 2003 of Bermuda. Additionally, non-Bermudian persons 
may not carry on or engage in any trade or business in Bermuda 
unless such persons are authorized to do so under applicable Bermuda 
legislation. Engaging in the activity of offering or marketing the 
financial products described herein in Bermuda to persons in Bermuda 
may be deemed to be carrying on business in Bermuda.

Vanguard Mexico does not intend, and is not licensed or registered, to 
conduct business in, from or within the Cayman Islands, and the 
interests in the financial products described herein shall not be offered 
to members of the public in the Cayman Islands.

The financial products described herein have not been and will not be 
registered with the Securities Commission of The Bahamas. The 
financial products described herein are offered to persons who are 
non-resident or otherwise deemed non-resident for Bahamian 
Exchange Control purposes. The financial products described herein 
are not intended for persons (natural persons or legal entities) for 
which an offer or purchase would contravene the laws of their state 
(on account of nationality or domicile/registered office of the person 
concerned or for other reasons). Further, the offer constitutes an 
exempt distribution for the purposes of the Securities Industry Act, 
2011 and the Securities Industry Regulations, 2012 of the 
Commonwealth of The Bahamas.

This document is not, and is not intended as, a public offer or 
advertisement of, or solicitation in respect of, securities, investments, 
or other investment business in the British Virgin Islands (“BVI”), and is 
not an offer to sell, or a solicitation or invitation to make offers to 
purchase or subscribe for, any securities, other investments, or 
services constituting investment business in BVI. Neither the securities 
mentioned in this document nor any prospectus or other document 
relating to them have been or are intended to be registered or filed 
with the Financial Services Commission of BVI or any department 
thereof.

This document is not intended to be distributed to individuals that are 
members of the public in the BVI or otherwise to individuals in the BVI. 
The funds are only available to, and any invitation or offer to 
subscribe, purchase, or otherwise acquire such funds will be made only 
to, persons outside the BVI, with the exception of persons resident in 
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persons who are not considered to be “members of the public” under 
the Securities and Investment Business Act, 2010 (“SIBA”). 

Any person who receives this document in the BVI (other than a 
person who is not considered a member of the public in the BVI for 
purposes of SIBA, or a person resident in the BVI solely by virtue of 
being a company incorporated in the BVI and this document is 
received at its registered office in the BVI) should not act or rely on 
this document or any of its contents.
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Vanguard represents and agrees that it has not offered or sold, and 
will not offer or sell, any ETFs or Mutual Funds to the public in Uruguay, 
except in circumstances which do not constitute a public offering or 
distribution under Uruguayan laws and regulations. Neither Vanguard 
ETFs or Mutual Funds nor issuer are or will be registered with the 
Superintendency of Financial Services of the Central Bank of Uruguay 
to be publicly offered in Uruguay.

This document is not intended to provide tax advice or make and 
exhaustive analysis of the tax regime of the securities described herein. 
We strongly recommend seeking professional tax advice from a tax 
specialist.

Data provided by Morningstar is property of Morningstar and 
Morningstar’s data providers and it should therefore not be copied or 
distributed. Morningstar and its data providers are not responsible for 
any certification or representation with respect to data validity, 
certainty, or accuracy and are therefore not responsible for any losses 
derived from the use of such information.

Vanguard Mexico is not responsible for and does not prepare, edit, or 
endorse the content, advertising, products, or other materials on or 
available from any website owned or operated by a third party that 
may be linked to this email/document via hyperlink.  The fact that 
Vanguard Mexico has provided a link to a third party's website does not 
constitute an implicit or explicit endorsement, authorization, 
sponsorship, or affiliation by Vanguard with respect to such website, its 
content, its owners, providers, or services.  You shall use any such third-
party content at your own risk and Vanguard Mexico is not liable for any 
loss or damage that you may suffer by using third party websites or any 
content, advertising, products, or other materials in connection 
therewith.

The sale of the BLV, VCLT, VGLT  qualifies as a private placement 
pursuant to section 2 of Uruguayan law 18.627. Vanguard 
represents and agrees that it has not offered or sold, and will not offer 
or sell, any BLV, VCLT, VGLT  to the public in Uruguay, except in 
circumstances which do not constitute a public offering or 
distribution under Uruguayan laws and regulations. Neither the BLV, 
VCLT, VGLT  nor issuer are or will be registered with the 
Superintendency of Financial Services of the Central Bank of Uruguay 
to be publicly offered in Uruguay.
The BLV, VCLT, VGLT correspond to investment funds that are not 
investment funds regulated by Uruguayan law 16,774 dated 27 
September 1996, as amended.
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