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Shifting strategies:
How the world’s largest institutions are 
embracing fi xed income hedge funds

Executive Summary
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A new global research report from RBC Global Asset Management gathered 
insights from 450 of the largest institutional investors in the world, and findings 
show that sentiment towards fixed income hedge funds is improving. This is 
fueled by these funds’ strong returns, competitive fees, and enhanced liquidity. 
But investors still have some reservations, and assets under management (AUM) 
and a long track record are critical.

With economists expecting interest rates to remain elevated 
in the medium term and market volatility to persist, we 
wanted to find out which trends and priorities are shaping 
investor sentiment and their decision-making, particularly in 
relation to alternative forms of fixed income. What are their 
performance expectations? Which selection criteria are they 
using? And how are macroeconomic factors and geopolitics 
affecting their choices?

Our research report reveals that investors are expecting 
geopolitical uncertainty, continuing high interest rates and 
equity market volatility to have a strong impact on the fixed 
income asset class over the next 3 to 5 years. Against that 
backdrop, investors are turning to alternative investment 
strategies to generate returns – and fixed income hedge 
funds in particular are becoming a core component of 
global asset allocation strategies.

Key finding 1 
Growing confidence in fixed income hedge funds has led 
to mainstream adoption

Key finding 2 
Strong performance, flexible fees, and increased liquidity 
underpin investor sentiment

Key finding 3 
Institutional investors are bullish about the return 
potential from fixed income hedge funds

Key finding 4 
Institutional investors favor established hedge 
fund strategies with strong track records

70% of the largest investors invest 
in fixed income hedge funds

62% 61%
rank AUM as a priority 
when selecting a hedge 
fund manager

of hedge fund investors expect to 
increase their allocation in the next 12 
months – seven times more likely than 
to decrease it

63%
expect fixed income 
hedge funds to deliver 
10%+ returns per annum

Shifting Strategies: Fixed Income Hedge Funds



3

Key finding 1 
Growing confidence in fixed income hedge funds 
has led to mainstream adoption

70%
of the largest 
investors invest 
in fixed income 
hedge funds

of investors have allocated 
capital to hedge funds

invest specifically in 
fixed income hedge funds

60%
Among these investors, 

84%

Investing in hedge funds has become mainstream 
among asset owners and wealth managers: 

Adoption of hedge funds is consistent across the regions 
explored globally, except for Germany, where allocations 
are lower. Amongst hedge fund investors, more than three 
quarters in each region invest in fixed income hedge funds. 
Institutions with more than US$100 billion in AUM, which 
have greater resources and risk tolerance, and the expertise 
to navigate complex strategies, are most engaged: 78% 
invest in hedge funds, and 90% of those invest in fixed 
income hedge funds. 

Investor sentiment towards fixed income hedge funds has 
improved globally: 55% of those investing in such funds say 
they have taken a more positive view of them over the past 
3–5 years, compared with 15% whose opinion has worsened 
and 30% whose opinion has not changed. This means that 
investors are three and a half times as likely to have a 
positive opinion on fixed income hedge funds than to have 
a negative opinion.

30% 55%

More than half of investors now have a 
better opinion of fixed income hedge funds

15%

My sentiment has become more positive

My sentiment is unchanged

My sentiment has become more negative
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Key finding 2 
Strong performance, flexible fees, and increased 
market liquidity underpin investor sentiment

62%
of hedge fund investors 
expect to increase their 
allocation in the next 12 
months – seven times more 
likely than to decrease it

Among investors with more positive opinions of fixed income 
hedge funds, 65% say this is because of strong financial 
performance. This is more keenly felt in Asia (84%) and in the 
US (70%) than in Europe (57%).

With more managers willing to move away from the 
traditional ‘2% management fee + 20% performance fee’ 
arrangement, lower fee structures are investors’ second 
most important reason to be positive about fixed income 
hedge funds (48%). This is especially valued by wealth 
managers (69%) and smaller institutions with AUM of 
between US$5 billion and US$29 billion (67%). 

Investors’ third most important reason to be positive about 
fixed income hedge funds is market liquidity. Increased 
competition has led managers to introduce more flexible 
redemption terms, which has improved market liquidity, and 
this is a benefit for 45% of investors. This rises to 53% of US 
investors and 55% of institutions with AUM of between US$30 
billion and US$74 billion.

Strong performance

65%

21%

10%

48%

45%

6%

Performance is investors’ top reason to feel 
positive about fixed income hedge funds

Evolving (lower) fee structure

Greater levels of market liquidity

Improved media sentiment

Increased focus on sustainability

Increased diversity and inclusion
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Key finding 3 
Institutional investors are bullish about the 
return potential from fixed income hedge funds

63% expect fixed income 
hedge funds to deliver 
10%+ returns per annum

Investors have high expectations of annual returns from 
their fixed income hedge fund investments: 63% aim for 
returns of 10% per annum or higher. This increases to 75% 
among wealth managers. At the higher end, 15% of investors 
globally expect annual returns to exceed 20%, with European 
investors the most bullish (21%). 

Although 62% of investors worldwide say that the past 
performance of their portfolios have met or exceeded their 
future return expectations, 38% say they have fallen short. 
US investors (44%) and institutions with AUM of between 

The majority of investors expect double 
digit returns from their fixed income 
hedge funds

1% to 4% 5% to 9% 10% to 19% More than 20%

0%

37%

48%

15%

US$30 billion and US$74 billion (46%) are the most likely 
to report a negative disparity. Nevertheless, the outlook 
remains optimistic. With interest rates high, investors seem 
to anticipate greater yields from fixed income instruments 
and opportunities for skilled fund managers to exploit 
pricing inefficiencies.
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Key finding 4 
Institutional investors favor established hedge 
fund strategies with strong track records

When investors assess potential allocations to fixed income 
hedge funds, investors across regions and investor types 
consistently prioritize two factors: the asset class (69%) 
and predictability/volatility of returns (59%). 

These factors are especially critical for wealth managers, 
who use them to align investments with client objectives and 
risk tolerances while ensuring consistent performance: 77% 
of wealth managers prioritize the asset class, and 69% focus 
on returns predictability. 

Investors also say that size of fund AUM and a long track 
record are crucial criteria when choosing individual funds.

Minimum size/AUM of fund

Level of fees

Visibility into investment 
process

Manager’s past performance

Risk management processes

Quality of reporting 6%

10%

Investors are prioritizing fixed income 
hedge funds with significant AUM

6%

8%

10%

12%

13%Size of the investment team

Tenure of the 
investment team

Size of the organization

Level of customization

Key person risk

21%

36%

42%

42%

43%

61%

61%
rank AUM as a priority 
when selecting a 
hedge fund manager

Shifting Strategies: Fixed Income Hedge Funds

61% say that fund AUM size is their top 
priority when they select a hedge fund 
– ahead of its fees and the manager’s 
past performance 

Only 25% of investors are willing to 
consider a first-time fund

These preferences underscore investors’ 
demand for large-scale, established and reliable 
investment strategies when it comes to fixed 
income hedge funds.
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In the United States, this document is provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered investment adviser. The 
entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and memberships noted should not be interpreted 
as an endorsement or approval of RBC BlueBay by the respective licensing or registering authorities.

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance may 
or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time of client investments 
and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity of securities that can be purchased 
at a given time; differences in the underlying currency of the assets in the account, and other factors. Client assets managed using these strategies in 
separate accounts or different vehicles may be subject to restrictions, fees or expenses that are materially different than those found in 
the non-US funds.

Some of the statements contained in this material may be considered forward-looking statements which provide current expectations or forecasts of future 
results or events. Forward-looking statements are not guarantees of future performance or events and involve risks and uncertainties. Do not place undue 
reliance on these statements because actual results or events may differ materially from those described in such forward-looking statements as a result of 
various factors. Before making any investment decisions, we encourage you to consider all relevant factors carefully. 

This document is confidential and, without RBC BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means or (ii) 
distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but RBC BlueBay does not warrant its completeness or accuracy. This document contains information collected 
from independent third-party sources. For purposes of providing these materials to you, neither RBC BlueBay nor any of its affiliates, subsidiaries, directors, 
officers, or employees, has independently verified the accuracy or completeness of the third-party information contained herein. 

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an independent 
review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and accounting aspects of all 
transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not be confused with and do not imply no or 
low risk. No chart, graph, or other figure provided should be used to determine which strategies to implement or which securities to buy or sell. 

Copyright 2025 © RBC BlueBay. RBC GAM is the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset Management 
Inc. (RBC GAM Inc.), RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset Management (UK) Limited (RBC GAM-UK), RBC Global Asset 
Management (Asia) Limited (RBC GAM-Asia) and RBC Indigo Asset Management Inc. (RBC Indigo), which are separate, but affiliated subsidiaries 
of RBC. ® / Registered trademark(s) of Royal Bank of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. All rights reserved. 

For Institutional Use Only - Not For Public Distribution.

Additional information 
Just after the November 2024 US presidential election, RBC Global Asset Management gathered insights from 450 senior 
institutional investment decision-makers across the US, Europe, and Asia who manage assets of between US$5 billion and 
more than US$100 billion.
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