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Active fixed-income managers have historically outperformed passive indexes. But is there a specific active approach
that can achieve alpha with less volatility?

We've written many times about the outperformance of active management over passive indexes in the fixed income space. This
note will focus on exactly how managers can outperform, which approaches are repeatable and have the potential to work
consistently, and which require either exceptional manager selection foresight or fortuitous timing (two things that can be difficult
to distinguish even after the fact).

First, what we know: active managers commonly beat indexes. One way to show this is to look at the frequency with which
the Bloomberg U.S. Aggregate Bond Index (“Agg”) has underperformed the category average for each of the eVestment Core
Fixed Income and Core Plus Fixed Income categories. Based on 120 monthly observations over the period June 30, 2014-June
30, 2024, the Agg underperformed active core managers 87 times and active core-plus managers 82 times. That means that
core managers beat the Agg 73% of the time, while their core-plus counterparts outperformed 68% of the time. (There is no
assurance that this outperformance will continue in the future.)

But active approaches can differ, leading to different results. Because there are two major drivers of risk in core fixed income,
duration and credit, and in light of recent high-profile underperformance of large managers due to duration, we separated the return
profiles of active managers in the core category in eVestment into those that have active duration positions of larger than one year
(let’s call them “duration timers”) and those with positions less than one year. The impact of this categorization on subsequent
monthly returns and the volatility of those returns are summarized in Figure 1 over three time periods: the full sample period going
back to 2005, the last 10 years, and the last five years.

We find that, in most periods, the large duration bets did not lead to significantly larger monthly mean excess returns, and in no
periods did the larger duration bets lead to higher median returns. There is a significant positive skew to the results of the duration
timers, as evident in the 75th percentile manager excess performance of over 25 basis points (bps) monthly, or over 3% annually,
suggesting that skill may exist but unevenly benefits a subset of managers. Further, the penalty for incorrect bets is severe, as we've
seen in the recent experience of those high-profile mangers. The bottom 25th percentile of duration timers costs around 20 bps per
month in excess return loss, or over 2% annually, compared to a modest annual 0.4% excess return loss for the bottom quartile of
the limited duration timing cohort.
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Figure 1. Active Fixed-Income Managers: A Scorecard on Duration Betting

Excess returns for managers in the eVestment Core Fixed-Income Universe over the
Bloomberg US Aggregate Bond Index by duration positioning for indicated periods

Time Period Full Sample Last 10 Years Last 5 Years

(Jan. ‘05 - Dec. 23) (Jan. ‘14 — Dec. 23) (Jan. ‘19 — Dec. 23)

Absolute Duration Deviation <1 >=1 <1 >=1 <1 >=1
Mean Excess Return (monthly) 0.09 0.07 0.07 0.05 0.08 0.12
Std. Dev. Of Excess Return 0.35 0.51 0.22 0.48 0.26 0.58
25 -0.03 -0.20 -0.03 -0.21 -0.03 -0.21

50 0.06 0.02 0.05 0.01 0.05 0.04

75 0.18 0.28 0.15 0.25 0.16 0.35

Source: eVestment Core Fixed-Income Category.

Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the
performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors
may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect
the deduction of fees or expenses, and are not available for direct investment.

This volatility of excess returns due to duration betting raises the question: Is it worth it? The answer is not an unequivocal
“no”. It is conceivable that an allocator views duration betting as an uncorrelated source of alpha, and has a long enough horizon,
a diverse enough portfolio, and enough conviction in a manager to let that thesis play out over years and possibly decades. More
commonly, we find manager evaluation to be fraught with information asymmetries and uncertainty, which become more acute as
underperformance accrues. It’s not just a conviction issue either—a rational Bayesian framework of decision-making supports
switching from an underperforming duration bettor with the new out-of-sample data because it becomes more likely that the
underperforming existing manager is in the low-skill cohort.

With all this hand wringing over the value of duration betting, we need to point out that there is another way. The managers
with modest active duration positions have median outperformance nearly on par with the duration timers and do so with much less
dispersion among managers. It is clear to us from this data set and from experience that duration timing can be a source of alpha,
but it should be sized appropriately alongside other repeatable sources of alpha.

A breadth of sources of alpha helps moderate volatility of excess returns, making it much easier for asset allocators to sort
managers into skilled or unskilled cohorts. This is the essence of the Fundamental Law of Active Management, or Grinold’s Law,
which decomposes information ratio into a skill coefficient and the breadth of application of that skill." A favorite analogy for this is a
casino which, of course, has an edge in all games. The highest-value method of applying that edge is in repeated small instances—
think millions of $100 bets—rather than large infrequent instances, which could bankrupt the house after a string of bad luck or a
run-in with a particularly skilled gambler.

The sources of edge for a skilled active manager are many. An examination of historical data on spreads and defaults shows
credit exposure has won over time by providing higher spreads than losses from default in nearly every corner of the credit world,
but especially in a few less efficient corners of the market like securitized products, shorter duration credits, off-the-run issues, and
bonds that exist around the cusp of investment grade and high yield. Figure 2 shows the spread of corporate credit over historical
defaults and the mean-reverting nature of those spreads, which lends itself to an active approach of overweighting credit when
spreads are wide and underweighting when spreads are narrow.
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Figure 2. Credit Has Been a Consistent Driver of Excess Returns
Credit spreads versus credit losses, by rating, for the years 1997-2022
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Additional spread compensation has translated to excess returns

Average annual excess returns for Bloomberg indexes, 2003-2023

A Corporates BBB Corporates BB Corporates B Corporates

+72 bps +154 bps +386 bps +311 bps

Source: Moody’s and Bloomberg Index Services. Excess returns data is for the Corporate and ABS components of the Bloomberg US Aggregate Bond Index for
the 20 years ended December 31, 2023. OAS=0ption-adjusted spread. Bps=Basis points; one basis point equals one one-hundredth of a percentage point.
Spread and loss data as of December 31, 2022. Most recent data available. Subject to change based on changes in the market.

Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the
performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors
may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the
deduction of fees or expenses, and are not available for direct investment

Outside of credit, factor tilts such as value, size, quality, and momentum all have shown excess returns relative to size-weighted
benchmarks in fixed income?. New issue discounts and liquidity provision through bid-ask spread differentials are other reliable and
repeatable sources of excess return. Finally, as shown in Figure 3, additional spread is available for managers able to navigate the
securitized space as many fixed-income participants lack the resources or mandate to do so.

Figure 3. Two Potential Benefits of Securitized Sectors (CLO & ABS)

1. Carry: Attractive spread advantage over investment-grade corporates

Spreads (OAS; basis points) Corporates CLO ABS
AAA 39 126 53
AA 51 179 71
A 81 238 96
BBB 114 370 153

2. Quality: Structure provides protection from defaults

Default Rates Corporates CLO ABS
AAA 0.00% 0.00% 0.00%
AA 0.01% 0.00% 0.00%
A 0.05% 0.00% 0.10%
BBB 0.18% 0.01% 0.23%

Source: Barclays (top panel), S&P Global (middle panel), Morningstar (bottom panel). Corporate=Corporate bonds. CLO=Collateralized loan obligations.
ABS=Asset-backed securities. Spread data as of June 30, 2024. Default rates based on one-year average defaults over the following periods studied:
corporates, 1980-2023; ABS, 1983-2023; CLO, 1997-2023. Bps=Basis points; one basis point equals one one-hundredth of a percentage point. Most recent
data available.

Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the
performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors
may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the
deduction of fees or expenses, and are not available for direct investment.
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We believe credit can provide the breadth necessary to translate active skill into consistent results. Figure 5 shows the
relative volatility of investment-grade credit spreads and interest rates. Rates have been volatile, but it’s the lack of breadth in
independent decisions in rates that makes active rate-positioning so binary and volatile in its effect on portfolios. Key rate
positioning can provide some breadth, but generally, a participant gets the rate call right or wrong and can only position a few times
a year, at most.

Contrast that to credit positioning, where there are many different dimensions. In credit, a manager can express views on, among
other things: the health of the consumer; conditions in the commercial real estate market; the merits of different sectors of corporate
bonds; the steepness of credit curves over quality, time, or registration type; and overall market liquidity. The list of possible and
unrelated dimensions in credit is massive. This allows a skilled manager to have hundreds if not thousands of chances every year

to demonstrate that skill, leading to much more consistent outcomes than big bets on rates.

Figure 4. Rate Volatility Is Typically Much Higher than Spread Volatility
Treasury yield volatility versus credit spread volatility, 2001-2023
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Source: Bloomberg. Data represents volatility of investment-grade (IG) corporate bond spreads and U.S. Treasury bond vyields. Bps=Basis points; one basis
point equals one one-hundredth of a percentage point.

Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the
performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors
may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect
the deduction of fees or expenses, and are not available for direct investment.

Conclusion

While we strongly believe active management is a dominant approach in fixed income, different manager approaches can lead to
widely different outcomes. We find a diversified approach to alpha generation across rates and credit sectors leads to more
predictable results.

'Richard C. Grinold, “The Fundamental Law of Active Management,” The Journal of Portfolio Management, Spring 1989.

2Demir Bektic, Ulrich Neugebauer, Michael Wegener and Josef-Stefan Wenzler, “Common Equity Factors in Corporate Bond Markets,” Factor Investing, ISTE
Press — Elsevier, 2017.
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Important Information

Unless otherwise noted, all discussions are based on U.S. markets and U.S.
monetary and fiscal policies.

Asset allocation or diversification does not guarantee a profit or protect
against loss in declining markets.

No investing strategy can overcome all market volatility or guarantee future
results.

The value of investments and any income from them is not guaranteed and
may fall as well as rise, and an investor may not get back the amount
originally invested. Investment decisions should always be made based on
an investor’s specific financial needs, objectives, goals, time horizon, and risk
tolerance.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be
considered a guarantee.

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest
rates fluctuate and in response to market movements. Generally, when
interest rates rise, the prices of debt securities fall, and when interest rates
fall, prices generally rise. High yield securities, sometimes called junk bonds,
carry increased risks of price volatility, illiquidity, and the possibility of default
in the timely payment of interest and principal. Bonds may also be subject to
other types of risk, such as call, credit, liquidity, and general market risks.
Longer-term debt securities are usually more sensitive to interest-rate
changes; the longer the maturity of a security, the greater the effect a
change in interest rates is likely to have on its price.

The credit quality of fixed-income securities in a portfolio is assigned by a
nationally recognized statistical rating organization (NRSRO), such as
Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s
creditworthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds
rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’
and below are lower-rated securities (junk bonds). High-yielding, non-
investment-grade bonds (junk bonds) involve higher risks than investment-
grade bonds. Adverse conditions may affect the issuer’s ability to pay
interest and principal on these securities.

This material may contain assumptions that are “forward-looking
statements,” which are based on certain assumptions of future events.
Actual events are difficult to predict and may differ from those assumed.
There can be no assurance that forward-looking statements will materialize
or that actual returns or results will not be materially different from those
described here.

The views and opinions expressed are as of the date of publication, and do
not necessarily represent the views of the firm as a whole. Any such views
are subject to change at any time based upon market or other conditions
and Lord Abbett disclaims any responsibility to update such views. Lord
Abbett cannot be responsible for any direct or incidental loss incurred by
applying any of the information offered.

This material is provided for general and educational purposes only. It is not
intended as an offer or solicitation for the purchase or sale of any financial
instrument, or any Lord Abbett product or strategy. References to specific
asset classes and financial markets are for illustrative purposes only and are
not intended to be, and should not be interpreted as, recommendations or
investment advice.

Please consult your investment professional for additional information
concerning your specific situation.

Glossary & Index Definitions

A Bayesian framework is a statistical inference method that uses prior
information and observations to make predictions or decisions. It's a general
approach used to solve many optimization problems.

A bid-ask spread is the difference between the highest price a buyer will
offer (the bid price) for a security or other asset and the lowest price a seller
will accept (the ask price).

Carry is the difference between the yield on a longer-maturity bond and the
cost of borrowing.

Core bond portfolios invest primarily in investment-grade, U.S. fixed-income
issues including government, corporate, and securitized debt. Core plus is
an investment management style that permits managers to add instruments
with greater risk and greater potential return to a core bond strategy.

Duration is a measure of the sensitivity of the price (the value of principal) of
a fixed-income investment to a change in interest rates.

Off-the-run Treasuries refer to debt instruments issued by the U.S. Treasury
that are not the latest offering (of such debt instruments). Conversely, debt
instruments issued by the U.S. Treasury that are the latest offering (of such
debt instruments) are known as on-the-run Treasuries.

Spread is the percentage difference in current yields of various classes of
fixed-income securities versus Treasury bonds or another benchmark bond
measure. A bond spread is often expressed as a difference in percentage
points or basis points (which equal one-one hundredth of a percentage
point). The option-adjusted spread (OAS) is the measurement of the
spread of a fixed-income security rate and the risk-free rate of return, which
is adjusted to take into account an embedded option. Typically, an analyst
uses the Treasury securities yield for the risk-free rate.

Yield curve is a line that plots the interest rates, at a set point in time, of
bonds having equal credit quality, but differing maturity dates. One such
comparison involves the two-year and 10-year U.S. Treasury debt. This yield
curve is used as a benchmark for other debt in the market, such as
mortgage rates or bank lending rates. The curve is also used to predict
changes in economic output and growth.

The Bloomberg US Aggregate Bond Index represents securities that are
SEC-registered, taxable, and dollar denominated. The index covers the U.S.
investment-grade, fixed-rate bond market, with index components for
government and corporate securities, mortgage pass-through securities,
and asset-backed securities. Total return comprises price appreciation/
depreciation and income as a percentage of the original investment.

Bloomberg Index Information

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark
and service mark of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg”). Bloomberg owns all proprietary rights in the Bloomberg
Indices. Bloomberg does not approve or endorse this material or guarantee
the accuracy or completeness of any information herein, or make any
warranty, express or implied, as to the results to be obtained therefrom and,
to the maximum extent allowed by law, shall not have any liability or
responsibility for injury or damages arising in connection therewith.

Indexes are unmanaged, do not reflect the deduction of fees or expenses,
and are not available for direct investment.

eVestment Core Fixed-Income Universe ranking is calculated by eVestment
using investment performance returns gross of fees and strategy
descriptions self-reported by participating investment managers and are not
verified or guaranteed by eVestment. eVestment calculates excess return by
subtracting the return of a specified benchmark from the manager’s return.
eVestment Alliance, LLC and its affiliated entities (collectively “Nasdaq
eVestment”) collect information directly from investment management firms
and other sources believed to be reliable, however, Nasdag eVestment does
not guarantee or warrant the accuracy, timeliness, or completeness of the
information provided and is not responsible for any errors or omissions.
Copyright © Nasdag. All Rights Reserved.

This material may contain assumptions that are “forward-looking
statements,” which are based on certain assumptions of future events.
Actual events are difficult to predict and may differ from those assumed.
There can be no assurance that forward-looking statements will materialize
or that actual returns or results will not be materially different from those
described here.
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The views and opinions expressed are as of the date of publication, and do
not necessarily represent the views of the firm as a whole. Any such views
are subject to change at any time based upon market or other conditions,
and Lord Abbett disclaims any responsibility to update such views. Lord
Abbett cannot be responsible for any direct or incidental loss incurred by
applying any of the information offered.

This material is provided for general and educational purposes only. It is not
intended as an offer or solicitation for the purchase or sale of any financial
instrument, or any Lord Abbett product or strategy. References to specific
asset classes and financial markets are for illustrative purposes only and are
not intended to be, and should not be interpreted as, recommendations or
investment advice.

Please consult your investment professional for additional information
concerning your specific situation.

This material is the copyright © 2024 of Lord, Abbett & Co. LLC. All Rights
Reserved.

Important Information for U.S. Investors
Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT
DISTRIBUTOR LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.
COM FOR A PROSPECTUS, WHICH CONTAINS IMPORTANT
INFORMATION ABOUT A FUND’S INVESTMENT GOALS, SALES
CHARGES, EXPENSES AND RISKS THAT AN INVESTOR SHOULD
CONSIDER AND READ CAREFULLY BEFORE INVESTING.

The information provided is not directed at any investor or category of
investors and is provided solely as general information about Lord Abbett’'s
products and services and to otherwise provide general investment
education. None of the information provided should be regarded as a
suggestion to engage in or refrain from any investment-related course of
action as neither Lord Abbett nor its affiliates are undertaking to provide
impartial investment advice, act as an impartial adviser, or give advice in a
fiduciary capacity. If you are an individual retirement investor, contact your
financial advisor or other fiduciary about whether any given investment idea,
strategy, product, or service may be appropriate for your circumstances.

Important Information for non-U.S. Investors

Note to Switzerland Investors: In Switzerland, the Representative is
ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich,
whilst the Paying Agent is Bank Vontobel Ltd., Gotthardstrasse 43, CH-
8022 Zurich. The prospectus, the key information documents or the key
investor information documents, the instrument of incorporation, as well as
the annual and semi-annual reports may be obtained free of charge from the
representative. In respect of the units offered in Switzerland, the place of
performance is at the registered office of the representative. The place of
jurisdiction shall be at the registered office of the representative or at the
registered office or domicile of the investor.

Note to European Investors: This communication is issued in the United
Kingdom and distributed throughout the European Union by Lord Abbett
(Ireland) Limited, UK Branch and throughout the United Kingdom by Lord
Abbett (UK) Ltd. Both Lord Abbett (Ireland) Limited, UK Branch and Lord
Abbett (UK) Ltd are authorized and regulated by the Financial Conduct
Authority.

A decision may be taken at any time to terminate the arrangements made
for the marketing of the Fund in any EEA Member State in which it is
currently marketed. In such circumstances, Shareholders in the affected EEA
Member State will be notified of this decision and will be provided with the
opportunity to redeem their shareholding in the Fund free of any charges or
deductions for at least 30 working days from the date of such notification.

Lord, Abbett & Co. LLC | 30 Hudson Street | Jersey City, NJ 07302-4804 | T 1.888.522.2388 | lordabbett.com
Copyright © 2024 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

IP-FIXED_INCOME_NON_US
09-24

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE

Lord Abbett (Middle East) Limited is authorised and regulated by the
Dubai Financial Services Authority (‘“DFSA”). The entire content of this
document is subject to copyright with all rights reserved. This research and
the information contained herein may not be reproduced, distributed or
transmitted in any jurisdiction or to any other person or incorporated in any
way into another document or other material without our prior written
consent. This document is directed at Professional Clients and not Retail
Clients. Any other persons in receipt of this document must not rely upon or
otherwise act upon it. This document is provided for informational purposes
only. Nothing in this document should be construed as a solicitation or offer,
or recommendation, to acquire or dispose of any investment or to engage in
any other transaction. Nothing contained in this document constitutes an
investment, an offer to invest, legal, tax or other advice or guidance and
should be disregarded when considering or making investment decisions.

Note to Singapore Investors: Lord Abbett Global Funds | plc (the
“Company”) and the offer of shares of each sub-fund of the Company do not
relate to a collective investment scheme which is authorized under Section
286 of the Securities and Futures Act, Ch. 289 of Singapore (“SFA”) or
recognized under Section 287 of the SFA, and shares in each sub-fund of
the Company are not allowed to be offered to the retail public. Pursuant to
Section 305 of the SFA, read in conjunction with Regulation 32 of and the
Sixth Schedule to the Securities and Futures (Offers of Investments)
(Collective Investment Schemes) Regulations 2005 (the “Regulations”), the
Lord Abbett Global Multi-Sector Bond Fund, the Lord Abbett High Yield
Fund, the Lord Abbett Short Duration Income Fund, the Lord Abbett Ultra
Short Bond Fund, the Lord Abbett Climate Focused Bond Fund, the Lord
Abbett Emerging Markets Corporate Debt Fund and the Lord Abbett Multi
Sector Income Fund have been entered into the list of restricted schemes
maintained by the Monetary Authority of Singapore for the purposes of the
offer of shares in such sub-funds made or intended to be made to relevant
persons (as defined in section 305(5) of the SFA), or, the offer of shares in
such sub-funds made or intended to be made in accordance with the
conditions of section 305(2) of the SFA. These materials do not constitute an
offer or solicitation by anyone in Singapore or any jurisdiction in which such
an offer or solicitation is not authorized or to any person to whom it is
unlawful to make such an offer or solicitation.

Note to Hong Kong Investors: The contents of this material have not been
reviewed nor endorsed by any regulatory authority in Hong Kong. An
investment in the Fund may not be suitable for everyone. If you are in any
doubt about the contents of this material, you should consult your
stockbroker, bank manager, solicitor, accountant or other financial adviser
for independent professional advice. The Fund is not authorised by the
Securities and Futures Commission (“SFC”) in Hong Kong pursuant to
Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of
Hong Kong) (“SFO”). This material has not been approved by the SFC in
Hong Kong, nor has a copy of it been registered with the Registrar of
Companies in Hong Kong and, must not, therefore, be issued, or possessed
for the purpose of issue, to persons in Hong Kong other than (1) professional
investors within the meaning of the SFO (including professional investors as
defined by the Securities and Futures (Professional Investors) Rules); or (2) in
circumstances which do not constitute an offer to the public for the
purposes of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance (Cap 32, Laws of Hong Kong) or the SFO. This material is
distributed on a confidential basis and may not be reproduced in any form or
transmitted to any person other than the person to whom it is addressed.




