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Investment Approach
High-yield corporate fixed income portfolio.
Seeks high and sustainable current income.
Fundamental credit selection process.
Higher credit quality and lower return volatility relative to
competitors.
Broadly diversified by issuer and industry sector.  

Vanguard Style View: High Yield Bond 

Portfolio of corporate bonds rated below investment-grade.
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Quarterly Commentary

Major stock markets continued to advance in the first quarter of 2024, 
with a number of indexes reaching record highs. In the U.S., inflation 
readings came in higher than expected, but the labor market stayed 
on a solid footing, consumer spending remained strong, and the 
economy showed continued vigor. Given this backdrop, the Federal 
Reserve left interest rates unchanged. 

With rate cuts looking less imminent, bond yields generally rose and 
prices declined. The broad U.S. investment-grade bond market 
returned –0.72% (as measured by the Bloomberg U.S. Aggregate 
Float Adjusted Index). 

The portfolio’s strategy favors issues of higher credit quality than the 
broader high-yield market in the belief that lower-quality bonds do not 
adequately compensate investors over the long term for the increased 
risk. The portfolio’s primary benchmark reflects this higher-quality tilt, 
containing only BB- and B-rated high-yield bonds and a small 
allocation to Treasury securities for liquidity. 

For the quarter ended March 31, Vanguard Variable Insurance Funds 
High Yield Bond Portfolio underperformed its primary benchmark, the 
High-Yield Corporate Composite Index (+1.19%), and the average 
return of its peers (+1.64%). Security selection within energy, 
packaging, and health care detracted most from performance. 
Security selection within leisure, technology, and food and beverage 
sectors helped offset some of the underperformance. 

For the 12 months ended March 31, the portfolio underperformed its 
benchmark (+9.79%) and its peer-group average (+10.13%). 
Allocation and selection effects within retailers and packaging 
detracted most from performance, while selection within energy, 
technology, and gaming also detracted. Selection within leisure, 
wireline, and transportation sectors helped offset a portion of the 
underperformance. An underweight allocation to utilities also helped 
offset some of the underperformance.

Note: Changes in yields may reflect rounding. 

People and Process

Vanguard Variable Insurance Fund High Yield Bond Portfolio seeks a 
high and sustainable level of current income by investing primarily in 
below-investment-grade corporate securities offering attractive 
yields. The portfolio emphasizes higher credit quality and lower risk 
than are typical of other high-yield funds. Using a long-term, 
fundamental process, the advisors apply intensive credit analysis to 
identify high-yielding companies with stable or improving prospects. 
The portfolio maintains broad diversification in its 
below-investment-grade holdings. It also can hold investment-grade 
issues suffering from near-term weakness, bank loans, and U.S. 
Treasury bonds. The advisors’ strategy seeks to reduce default risk 
and limit capital depreciation potential. The resulting portfolio 
generally has a lower yield-to-maturity, higher average credit quality, 
and lower volatility than the Bloomberg U.S. Corporate High Yield 
Bond Index. The portfolio purchases securities paying cash coupons 
and avoids zero-coupon or pay-in-kind bonds.

Wellington Management Company LLP

The firm seeks to generate a high level of income and excess returns 
over a market cycle through a higher quality investment approach 
characterized by lower volatility and drawdowns relative to the broad 
high yield market. Wellington attempts to add value through a 
combination of bottom-up fundamental research capabilities and 
top-down perspectives while emphasizing downside risk protection, 
focusing on a longer-term time horizon, and mitigating transaction 
costs.

Firm Description

Founded in 1928, Wellington Management Company LLP, Boston, 
Massachusetts, is among the nation’s oldest and most respected 
institutional investment managers. The firm has advised Vanguard 
Variable Insurance Fund High Yield Bond Portfolio since 1996.
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Investment Manager Biographies

Elizabeth H. Shortsleeve, Senior Managing Director. Portfolio 
manager. Advised the portfolio since 2022. Worked in investment 
management since 1998. B.A., Georgetown University. M.B.A., Tuck 
School of Business, Dartmouth College.

Vanguard Fixed Income Group

The firm seeks to generate a high level of income and excess returns 
over a market cycle through a disciplined risk-taking approach that 
combines a strategic defensive orientation, reflected by an up-in 
quality bias and focus on diversification, with a willingness to 
opportunistically add risk when valuations and conditions warrant. 
Vanguard attempts to add value primarily through an investment 
process focused on fundamental security selection to minimize 
default and credit loss exposure.

Firm Description

Launched in 1975, The Vanguard Group, Malvern, Pennsylvania, is 
among the world’s largest equity and fixed income managers. As chief 
investment officer, Gregory Davis, CFA, oversees Vanguard’s Equity 
Index, Investment Strategy, Quantitative Equity, and Fixed Income 
Groups. Sara Devereux, principal and global head of Fixed Income 
Group, has direct oversight responsibility for all money market, bond, 
and stable value portfolios managed by the Fixed Income Group. The 
Fixed Income Group offers actively managed investments in U.S. 
Treasury, corporate, and tax-exempt securities, as well as passively 
managed index portfolios. Since 1981, it has refined techniques in 
total-return management, credit research, and index sampling to seek 
to deliver consistent performance with transparency and risk control. 

The group has advised Vanguard Variable Insurance Fund High Yield 
Bond Portfolio since 2022.

Investment Manager Biographies

Michael Chang, CFA. Portfolio manager. Advised the portfolio since 
2022. Worked in investment management since 2002. B. Com., 
University of British Columbia.

Investment Advisors

Fund Assets Managed

% $ Million

Wellington Management Company LLP 65 470

Vanguard Fixed Income Group 32 233

Cash investments 3 23

Total 100 726

Total Returns
Expense

Ratio Quarter
Year

to Date 1 Year 3 Years 5 Years 10 Years

Variable Insurance Fund - High Yield Bond
Portfolio (6/3/1996) 0.25% 0.85% 0.85% 9.13% 2.06% 3.83% 4.15%

High-Yield Corporate Composite Index — 1.19 1.19 9.79 1.92 4.13 4.30

Variable Insurance High Current Yield Funds
Average — 1.64 1.64 10.13 2.20 3.72 3.66

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.   Figures for periods of less than one year are cumulative returns. All other
figures represent average annual returns. Performance figures include the reinvestment of all dividends and any capital gains distributions. All returns are net of
expenses.

Note: High-Yield Corporate Composite Index: Consists of 95% Bloomberg U.S. High-Yield Ba/B 2% Issuer Capped Index and 5% Bloomberg U.S. 1–5 Year Treasury
Bond Index. Average fund returns are derived from data provided by Lipper, a Thomson Reuters Company.
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Fund Facts
Fund Number 0260

CUSIP Number 921925806

Assets (millions) $726

Inception 6/3/1996

Expense Ratio
(as of 4/2023) 0.25%

Volatility Measures
R-Squared Beta

High-Yield Corporate Composite Idx 0.99 1.02

Bloomberg US Corp High Yield Index 0.98 0.97

R-squared and beta are calculated from trailing 36-month fund returns relative
to the associated benchmark.

Distribution by Credit Quality

% of Portfolio

U.S. Government 3.6%

Aa 1.5

A 0.1

Baa 4.8

Ba 48.1

B 35.0

CCC or Lower 4.6

Not Rated 2.3

Total 100.0%

Credit-quality ratings are measured on a scale that generally ranges from AAA
(highest) to D (lowest). ”NR” is used to classify securities for which a rating is
not available. NR securities may include a fund’s investment in Vanguard
Market Liquidity Fund or Vanguard Municipal Cash Management Fund, each of
which invests in high-quality money market instruments and may serve as a
cash management vehicle for the Vanguard funds, trusts, and accounts. U.S.
Treasury, U.S. Agency, and U.S. Agency mortgage-backed securities appear
under ”U.S. Government.” Credit-quality ratings for each issue are obtained
from Bloomberg using ratings derived from Moody’s Investors Service
(Moody’s), Fitch Ratings (Fitch), and Standard & Poor’s (S&P). When ratings
from all three agencies are available, the median rating is used. When ratings
are available from two of the agencies, the lower rating is used. When one
rating is available, that rating is used.

Distribution by Effective Maturity

% of
Portfolio

Under 1 Year 6.8%

1 to 5 Years 49.3%

5 to 10 Years 42.2%

10 - 15 Years 0.4%

15 - 20 Years 0.3%

20 - 25 Years 0.8%

Over 25 Years 0.2%

Total 100.0%

Distribution by Issuer

% of Portfolio

Finance 8.1%

Foreign 0.1

Industrial 79.4

Treasury / Agency 3.6

Utilities 1.6

Other 7.2

Total 100.0%
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Important information

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

Vanguard ETF Shares are not redeemable with the issuing Fund other than in very large aggregations worth millions of dollars. Instead, investors must buy
or sell Vanguard ETF Shares in the secondary market and hold those shares in a brokerage account. In doing so, the investor may incur brokerage
commissions and may pay more than net asset value when buying and receive less than net asset value when selling.

© 2024 The Vanguard Group, Inc. All rights reserved.
Vanguard Marketing Corporation, Distributor.

All investing is subject to risk, including the possible loss of the money you invest.

Please remember that all investments involve some risk. Be aware that fluctuations in the financial markets and other factors may cause declines in the value of your account. There is
no guarantee that any particular asset allocation or mix of funds will meet your investment objectives or provide you with a given level of income. Diversification does not ensure a
profit or protect against a loss. Funds that concentrate on a relatively narrow market sector face the risk of higher share-price volatility.

Investments in bond funds and ETFs are subject to interest rate, credit, and inflation risk. Although the income from a municipal bond fund is exempt from federal tax, you may owe
taxes on any capital gains realized through the fund's trading or through your own redemption of shares. For some investors, a portion of the fund's income may be subject to state
and local taxes, as well as to the federal Alternative Minimum Tax.

High-yield bonds generally have medium- and lower-range credit quality ratings and are therefore subject to a higher level of credit risk than bonds with higher credit quality ratings.

The Factor Funds are subject to investment style risk, which is the chance that returns from the types of stocks in which a Factor Fund invests will trail returns from U.S. stock
markets. The Factor Funds are also subject to manager risk, which is the chance that poor security selection will cause a Factor Fund to underperform its relevant benchmark or other
funds with a similar investment objective, and sector risk, which is the chance that significant problems will affect a particular sector in which a Factor Fund invests, or that returns
from that sector will trail returns from the overall stock market.

Investments in derivatives may involve risks different from, and possibly greater than, those of investments in the underlying securities or assets.

London Stock Exchange Group companies includes FTSE International Limited (“FTSE”), Frank Russell Company (“Russell”), MTS Next Limited (“MTS”), and FTSE TMX Global Debt
Capital Markets Inc (“FTSE TMX”). All rights reserved. “FTSE®”, “Russell®”, “MTS®”, “FTSE TMX®” and “FTSE Russell” and other service marks and trademarks related to the FTSE or
Russell indexes are trade marks of the London Stock Exchange Group companies and are used by FTSE, MTS, FTSE TMX and Russell under licence. All information is provided for
information purposes only. No responsibility or liability can be accepted by the London Stock Exchange Group companies nor its licensors for any errors or for any loss from use of this
publication. Neither the London Stock Exchange Group companies nor any of their licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly,
either as to the results to be obtained from the use of the index or the fitness or suitability of the index for any particular purpose to which it might be put.

The funds or securities referred to herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such funds or securities. The prospectus
or the Statement of Additional Information contains a more detailed description of the limited relationship MSCI has with Vanguard and any related funds.

The index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”), and has been licensed for use by Vanguard. Standard & Poor’s® and S&P® are
registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC
(“Dow Jones”); and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by Vanguard. Vanguard products are not sponsored, endorsed, sold or
promoted by SPDJI, Dow Jones, S&P, or their respective affiliates and none of such parties make any representation regarding the advisability of investing in such product(s) nor do
they have any liability for any errors, omissions, or interruptions of the index.

The Russell Indexes and Russell® are registered trademarks of Russell Investments and have been licensed for use by The Vanguard Group. The products are not sponsored, endorsed,
sold or promoted by Russell Investments and Russell Investments makes no representation regarding the advisability of investing in the products.

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

“Dividend Achievers”is a trademark of The NASDAQ OMX Group, Inc. (collectively, with its affiliates, “NASDAQ OMX”) and has been licensed for use by The Vanguard Group, Inc.
Vanguard mutual funds are not sponsored, endorsed, sold, or promoted by NASDAQ OMX and NASDAQ OMX makes no representation regarding the advisability of investing in the
funds. NASDAQ OMX MAKES NO WARRANTIES AND BEARS NO LIABILITY WITH RESPECT TO THE VANGUARD MUTUAL FUNDS.

"Bloomberg®" is a service mark of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited ("BISL"), the administrator of the index (collectively,
"Bloomberg") and have been licensed for use for certain purposes by Vanguard. Bloomberg is not affiliated with Vanguard, and Bloomberg does not approve, endorse, review, or
recommend the products. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to the products.

“Bloomberg®” and “Bloomberg Commodity Index Total ReturnSM” are service marks of Bloomberg Index Services Limited and its affiliates (collectively, “Bloomberg”) and have been
licensed for use for certain purposes by Vanguard. Neither Bloomberg nor UBS Securities LLC and its affiliates (collectively, “UBS”) are affiliated with Vanguard, and Bloomberg and
UBS do not approve, endorse, review, or recommend Vanguard Commodity Strategy Fund. Neither Bloomberg nor UBS guarantees the timeliness, accurateness, or completeness of
any data or information relating to Bloomberg Commodity Index Total Return.

The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property and a service mark of MSCI Inc. ("MSCI") and Standard and Poor's, a division of
McGraw-Hill Companies, Inc. ("S&P") and is licensed for use by Vanguard. Neither MSCI, S&P nor any third party involved in making or compiling the GICS or any GICS classification makes
any express or implied warranties or representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly
disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any such standard or classification. Without limiting any of
the foregoing, in no event shall MSCI, S&P, any of its affiliates or any third party involved in making or compiling the GICS or any GICS classification have any liability for any direct, indirect,
special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

CGS identifiers have been provided by CUSIP Global Services, managed on behalf of the American Bankers Association by Standard & Poor’s Financial Services, LLC, and are not for
use or dissemination in a manner that would serve as a substitute for any CUSIP service. The CUSIP Database, © 2024 American Bankers Association. “CUSIP” is a registered
trademark of the American Bankers Association.

U.S. government backing of Treasury or agency securities applies only to the underlying securities and does not prevent share-price fluctuations. Unlike stocks and bonds, U.S.
Treasury bills are guaranteed as to the timely payment of principal and interest.

Investments in stocks or bonds issued by non-U.S. companies are subject to risks including country/regional risk and currency risk. These risks are especially high in emerging markets.

Investments in Target Retirement Funds are subject to the risks of their underlying funds. The year in the Fund name refers to the approximate year (the target date) when an
investor in the Fund would retire and leave the work force. The Fund will gradually shift its emphasis from more aggressive investments to more conservative ones based on its target
date. The Income Fund has a fixed investment allocation and is designed for investors who are already retired.  An investment in the Target Retirement Fund is not guaranteed at any
time, including on or after the target date.

Center for Research in Security Prices, LLC (CRSP®) and its third-party suppliers have exclusive proprietary rights in the CRSP® Index Data, which has been licensed for use by
Vanguard but is and shall remain valuable intellectual property owned by, and/or licensed to, CRSP®. The Vanguard Funds are not sponsored, endorsed, sold or promoted by CRSP®,
The University of Chicago, or The University of Chicago Booth School of Business and neither CRSP®, The University of Chicago, or The University of Chicago Booth School of Business,
make any representation regarding the advisability of investing in the Vanguard Funds.


