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In this paper, we explain the Core-Satellite approach and
explore why it is gaining ground among institutional investors.

Fixed income has always been viewed as a solutions asset
class, and today, investors are increasingly using more
targeted and customized approaches to deliver on their
specific investment objectives. Scalable, efficient building
block strategies are now the preferred way to construct

and deliver these solutions—often in a “Core-Satellite”
framework. This allows for customization across exposures
from a cost, risk, and return perspective, along with the ability
to blend styles including fundamental active, systematic
active, and of course, indexing. The Core-Satellite approach
is gaining ground for a wide range of reasons, including:

e The growing popularity of employing a building block
approach to fixed income exposure management
e Ongoing de-risking by defined benefit (DB) schemes

» The increasing role of indexed (or passive) investing in
delivering reliable and cost-effective exposures

= STATE STREET.

=" INVESTMENT MANAGEMENT The rise of the Core-Satellite approach in fixed income portfolio construction



The Core-Satellite framework

The Core-Satellite approach (Figure 1), as its name
suggests, divides a fixed income portfolio into two
components:

« Core: Typically a large, liquid, and low-cost
foundation that usually comprises indexed building
blocks such as index portfolios, funds, or ETFs.

» Satellite: A set of exposures or strategies designed to
complement the core through return enhancements,
managing specific risks, or exploiting market
inefficiencies.

This framework enables investors to maintain broad
market exposure very efficiently, while selectively
pursuing alpha or yield enhancement through targeted
strategies. In fixed income, where liquidity, duration,
and credit quality vary widely, this framework offers a
flexible, yet transparent and disciplined approach.

To optimize investor outcomes across fee, risk,
liquidity, and return dimensions, fixed income
exposures can be structured along several key
dimensions, outlined in Figure 2.
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Figure 1: Investors supplementing with nontraditional
strategies allows for a bifurcated, customizable Core-
Satellite framework

Income Alpha

lliquid Private

Source: State Street Investment Management,
as of September 1, 2025.
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Figure 2: A wide range of dimensions fit Core/Satellite categories

Core Satellite Use case Driver

Beta Alpha Satellite strategies focus on alpha generation through As markets become more efficient and potential for
active management, while the core emphasizes beta alpha declines in the most liquid of sectors, investors
exposure via index replication. look to indexing for those core exposures, saving active

allocations and fee and risk budgets for sectors where
inefficiencies can more easily be exploited.

Public Private Public markets offer transparency and liquidity, The “alpha battleground” is moving from public to private
whereas private credit can provide yield enhancement, markets as the fixed income landscape becomes more
diversification, and performance smoothing. efficient, leading to a rise in the adoption of private credit.

Liquid llliquid Core holdings will prioritize liquidity, while satellites offer Especially amid the rise in popularity of less liquid market
exposure to less liquid, higher-yielding instruments sectors, a liquid, indexed exposure is essential for those

investors needing to make regular distributions and/or
asset allocation rebalances.

Match Grow Within a liability -driven allocation, investors may use the Liability -driven investing and glide path management has
core to match liabilities through duration and satellites to become more sophisticated over time, with core indexed
pursue growth or income exposures used to match broader market growth and

plan disbursements, while satellite exposures can provide
accelerated yield or additional income.

Low Cost High Cost | The core is typically low-cost and indexed, while smaller | Most core indexed exposures have low expense ratios,

satellite allocations justify higher fees through specialized
expertise and performance potential.

delivering broad exposures at a low cost and enabling
investors to balance the costs of other higher cost
satellites.

Source: State Street Investment Management, as of August 1, 2025.
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Trends driving adoption

Several macroeconomic and institutional
trends are accelerating the adoption of
the Core-Satellite model in fixed income
portfolio construction, particularly
among institutional investors:

1. Investors shifting to indexed investing: Indexed
strategies have gained significant ground in fixed
income markets. It is estimated that indexed strategies
account for over 20% of global fixed income AUM,

up from 10% 2010." This shift is driven by growing
market efficiency, high transparency and reliability,

as well as challenges with alpha consistency in the
most liquid sectors of the asset class. As a result,
investors are increasingly turning to indexed vehicles
for core exposures, reserving active strategies for more
specialized or less efficient market segments.

2. ETF Penetration and Portfolio Construction: Fixed
income ETFs have evolved from niche tools into vital
components of modern portfolio management. Globally,
fixed income ETF assets have surpassed $2.7 trillion?
and are widely used for liquidity management, tactical
allocation, and cost control. While broad Aggregate

and Treasury ETFs serve as core holdings, a growing
array of thematic, sector-specific, and maturity-targeted
ETFs are being used as satellite positions to express
tactical views or enhance yield. This flexibility supports
the Core-Satellite model, enabling investors to blend
stability with precision.

3. De-risking by DB Plans: The funded status of

US corporate defined benefit pension plans has
significantly improved, reaching 101.1% among the
largest 100 plans and up to 106% for S&P 500 plans,
driven by strong equity markets and elevated discount
rates. Similarly, in the UK and broader EMEA region,
aggregate funding levels have also surged, with UK
DB schemes reaching a 123% funding level as of
December 2024, and 85% of schemes now in surplus.®
This improvement has been fueled by rising gilt
yields, efforts to effectively reduce scheme liabilities,
and a shift toward bond-heavy portfolios. As these
plans mature and close to new entrants, sponsors are
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prioritizing risk reduction and liability alignment, leading
to increased allocations to long-duration, high-quality
fixed income.

Index-based strategies have become central to this
de-risking effort, offering transparency, cost efficiency,
and precise liability matching. With many plans now in
surplus, the focus has shifted from return generation

to risk containment, further reinforcing the appeal of
indexed fixed income solutions and pension risk transfer
strategies like annuity purchases.

4. Sustainability Integration and Customization:
Sustainability considerations are increasingly shaping
fixed income portfolio construction, particularly in
EMEA markets where investors seek to align core
exposures with climate and sustainability goals. Over
three quarters of global institutional investors consider
ESG (among other factors) in their decision making,
with green bonds and sustainability-linked instruments
gaining traction as core building blocks.* However,

the more exclusions and custom criteria applied to

a strategy (such as aligning with specific climate
benchmarks or with social impact goals), the narrower
the opportunity set becomes, potentially limiting alpha
generation. This dynamic makes sustainable investing a
natural fit for satellite allocations, in which investors can
express values-based views without compromising the
efficiency or diversification of the core.

Despite the rise of indexed strategies, skilled active
managers remain essential—particularly in the satellite
portion of a broader portfolio. Their ability to navigate
niche credit markets, identify mispricings, and manage
downgrade risk adds value beyond what indexed
strategies can offer. However, the active fixed income
landscape is also rapidly changing. Technological
changes, predominantly electronic trading as well as
the increased popularity of ETFs, have greatly improved
the FI market structure and pricing transparency. These
changes are driving liquidity while also simplifying a
once-complex marketplace, enabling greater precision
and efficiency in fixed income exposure management,
as well as paving the way for new approaches such as
systematic active portfolio management.
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Figure 3: Innovations including portfolio trading continue to see rapid growth
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Source: Barclays Research. As of June 30, 2025. D2C represents Dealer to Client.
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The future of fixed income

The fixed income market is undergoing
a structural shift. As indexed adoption
increases and technology improves
transparency and execution, the

core of portfolios can become more
granular and cost-efficient. Meanwhile,
satellites will continue to evolve,
offering innovation and specialization.
As market dynamics shift, the Core-
Satellite approach will likely become the
standard for investors as it effectively
optimizes costs, risks, and income
within a larger fixed income allocation.

State Street Investment Management is well positioned
to partner with investors to provide both core and
satellite exposures through our vast array of offerings

81.41

Fixed Income
Solutions AUM

140 investment professionals
20 years average experience
10 global investment centers

Ultra-short

Source: State Street Investment Management, as of June 30, 2025.
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Indexed Fixed Income AUM
» Core & sovereigns
o |G & HY credit
 Emerging Markets
e Leveraged loans

$17B

Active Fixed Income AUM
Core & sovereigns
Target maturity

Private credit
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across the fixed income spectrum. Our $755 billion

in indexed fixed income includes over $564 billion

in “core” indexed strategies such as multisector and
developed market sovereigns. In addition, we manage
$190 billion in complex beta strategies such as credit,
high yield, emerging markets, and leveraged loans’>—
strategies that offer enhanced yield and implementation
alpha opportunities.

Our active fixed income team manages $17 billion® in
fundamental and systematic active strategies which
span sectors and durations, in addition to the newly
launched PRIV ETF, which blends both public and
private credit exposures.

For more information about how State Street Investment
Management may make your fixed income allocation
ready for the future of the space, please reach out to
your relationship manager.

85528

Cash management AUM
» Sovereigns

e Prime

» Enhanced cash

e Repo only

$62B

Currency management AUM
o Passive
» Dynamic strategic hedging
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About State Street
Investment Management

At State Street Investment Management, we have
been helping to deliver better outcomes to institutions,
financial intermediaries, and investors for nearly half a
century. Starting with our early innovations in indexing
and ETFs, our rigorous approach continues to be
driven by market-tested expertise and a relentless
commitment to those we serve. With over $5 trillion in
assets managed*, clients in over 60 countries, and a
global network of strategic partners, we use our scale
to create a comprehensive and cost-effective suite of
investment solutions that help investors get wherever
they want to go.

* This figure is presented as of June 30, 2025 and includes ETF AUM
of $1,689.83 billion USD of which approximately $116.05 billion USD
in gold assets with respect to SPDR products for which State Street
Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the
marketing agent. SSGA FD and State Street Investment Management
are affiliated. Please note all AUM is unaudited.

statestreet.com/investment-management

State Street Global Advisors Worldwide Entities

Marketing Communication
For professional investors use only.
Investing involves risk including the risk of loss of principal.

All information is from SSGA unless otherwise noted and has been obtained from
sources believed to be reliable, but its accuracy is not guaranteed. There is no
representation or warranty as to the current accuracy, reliability or completeness of, nor
liability for, decisions based on such information and it should not be relied on as such.

The whole or any part of this work may not be reproduced, copied or transmitted or any
of its contents disclosed to third parties without State Street Investment Management’s
express written consent.

The views expressed are the views of our FICC team through September 7, 2025, and
are subject to change based on market and other conditions.

This document contains certain statements that may be deemed forward-looking
statements. Please note that any such statements are not guarantees of any future
performance, and actual results or developments may differ materially from those
projected.

Diversification does not ensure a profit or guarantee against loss

Asset Allocation is a method of diversification which positions assets among major
investment categories. Asset Allocation may be used in an effort to manage risk and
enhance returns. It does not, however, guarantee a profit or protect against loss.

Bonds generally present less short-term risk and volatility than stocks, but contain
interest rate risk (as interest rates raise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced
for longer-term securities. Any fixed income security sold or redeemed prior to maturity
may be subject to a substantial gain or loss.

Investing in high yield fixed income securities, otherwise known as “junk bonds”,
is considered speculative and involves greater risk of loss of principal and interest
than investing in investment grade fixed income securities. These Lower-quality debt
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securities involve greater risk of default or price changes due to potential changes in
the credit quality of the issuer.

The information provided does not constitute investment advice and it should not
be relied on as such. It should not be considered a solicitation to buy or an offer

to sell a security. It does not take into account any investor’s particular investment
objectives, strategies, tax status or investment horizon. You should consult your tax
and financial advisor

The information contained in this communication is not a research recommendation
or ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with the applicable regional regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator) who are deemed both
knowledgeable and experienced in matters relating to investments.

The products and services to which this communication relates are only available to
such persons and persons of any other description (including retail clients) should not
rely on this communication.

Past performance is not a reliable indicator of future performance

The trademarks and service marks referenced herein are the property of their
respective owners. Third party data providers make no warranties or representations of
any kind relating to the accuracy, completeness or timeliness of the data and have no
liability for damages of any kind relating to the use of such data.

The returns on a portfolio of securities which exclude companies that do not meet the
portfolio’s sustainable strategy criteria may trail the returns on a portfolio of securities
which include such companies. A portfolio’s sustainable strategy criteria may result in
the portfolio investing in industry sectors or securities which underperform the market
as a whole.

© 2025 State Street Corporation. All Rights Reserved.
ID3161023-8372345.1.2.GBL.INST 1025 Exp. Date: 09/30/2026
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