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INVESTMENT PERSPECTIVES

KEY TAKEAWAYS

Rising rates have repriced the bond market, but resilient economic growth, attractive starting yields, and wide 
differences in credit performance are creating opportunities for active fixed income investors.

Higher Interest Rates: What Fixed Income 
Investors Should Know

Robert Lee
Partner, Co-Head of Taxable 
Fixed Income

Christopher Gizzo, CFA® 
Partner, Deputy Director 
of Leveraged Credit

	▪ Interest rates have risen sharply, but the drivers are different from 2022. A healthy economic backdrop, 
supported by resilient economic growth, has accounted for much of the increase in Treasury yields.

	▪ Credit markets have held up despite significant rate volatility. Investment grade and high yield credit spreads 
have remained relatively stable, reflecting stronger economic fundamentals and continued confidence in  
corporate borrowers.

	▪ Higher starting yields have improved the return potential for fixed income. Today’s yields offer greater income and 
a potential cushion against further rate increases, along with the opportunity for price appreciation if rates decline.

	▪ Active credit selection is critical in a market with wide performance differences. Dispersion across ratings, 
sectors, industries, and issuers can create opportunities for active managers seeking attractive income while 
avoiding credits more vulnerable to higher borrowing costs.
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Interest rates have moved sharply higher in 2026, fundamentally changing the fixed income landscape. Between February 
27 and September 30, the 10-year U.S. Treasury yield rose approximately 135 basis points, while two-year yields increased 
approximately 151 basis points. The yield curve flattened as markets shifted from expecting Federal Reserve (Fed) rate cuts 
earlier in the year to anticipating additional tightening (data source: Bloomberg, as of the dates noted).

But the reasons behind the rise in rates are important. Unlike 2022, when surging inflation and aggressive Fed tightening 
drove bond-market volatility, much of the increase in Treasury yields in 2026 has reflected stronger real, or inflation-adjusted, 
yields. Economic growth has remained resilient, supported by healthy employment, consumer spending, corporate earnings, 
and private investment. Inflation expectations, meanwhile, have accounted for a smaller portion of the rise in nominal yields. 
These differences help to explain why credit markets have remained relatively more stable despite the significant repricing of 
interest rates (see Figure 1).

The 10-year Treasury yield increased from 4.17% at the beginning of 2026 to 5.28% at the end of September. Over the same 
period, investment-grade corporate option-adjusted spreads moved only from 78 to 80 basis points, while high yield spreads 
widened from 281 to 312 basis points. The divergence suggests that higher rates may not have led to credit deterioration, as 
resilient growth has helped corporate borrowers absorb higher financing costs, though the impact varies by issuer.

Figure 1. 10-Year Treasury Has Risen; Credit Spreads Remained Relatively Stable
10-year U.S. Treasury Yield (top panel) and index option-adjusted spreads (OAS) (bottom panel), 
January 1, 2026-September 30, 2026
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Source: Bloomberg. Data as of September 30, 2026. Option-adjusted spread (OAS) is the yield spread of a bond relative to a benchmark, adjusted for any 
embedded options. OAS helps investors evaluate the relative value of bonds with features that can affect future cash flows, such as call or prepayment provisions. 
IG=investment grade. High yield is the ICE BofA U.S. High Yield Index. IG is the Bloomberg U.S. Corporate Bond Index. For illustrative purposes only and does not 
represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
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Higher Starting Yields Change the Return Equation
The repricing of interest rates has created a more attractive starting point for fixed income investors, with yields offering 
greater income opportunities than during much of the post-global-financial-crisis period (see Figure 2). That income can 
help offset some of the negative price impact if rates rise further. A longer-term view of investment grade bond yields, as 
represented by the Bloomberg U.S. Aggregate Bond Index, shows elevated yields that have reached near their highest levels 
in two decades. Over the past 24 years, starting yields on the Bloomberg U.S. Aggregate Bond Index exceeded 5% in just 13% 
of months (37 of 288), with those periods followed by an average 12-month return of 6.5% 

Historical returns have supported the importance of the starting yield level. When the 10-year Treasury yield began between 
5% and 5.99%, the Bloomberg U.S. Aggregate Bond Index subsequently generated average annualized returns of 6.7% over 
three years and 6.6% over five years, based on monthly observations from 1986 through 2026 (see Figure 2).

“You have a fair amount of cushion, even if rates go up.”
—Robert Lee
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Figure 2. Bond Yields Near Long-Term Highs Support Stronger Return Potential
Bloomberg U.S. Aggregate Bond Index yield to worst (top panel), July 31, 2002-September 25, 2026, and the 10-year U.S. 
Treasury yield versus the Bloomberg U.S. Aggregate Bond Index trailing returns (bottom panel), January 1, 1986-September 
30, 2026
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Source: Bloomberg. Data as of September 25, 2026 (top panel) and September 30, 2026 (bottom panel). Calculations using monthly observations. For illustrative 
purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or 
guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
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Credit Dispersion Offers Opportunities for Active Selection
Although credit spreads have remained relatively stable at the index level, performance beneath the surface has varied. As of 
September 30, 2026, the gap between the best- and worst-performing corporate credit rating segments was over 700 basis 
points (see Figure 3) Single-B corporate bonds delivered a positive year-to-date return of 1.05%, while AAA-rated corporates 
returned -6.01%. Differences across industries within high yield have also been substantial. 

These differences reflect the interplay between interest-rate sensitivity and credit risk. Investment grade bonds generally 
have greater exposure to rate movements, while high yield, which typically has shorter duration, can benefit from resilient 
economic growth. But capturing the attractive yields offered in these segments requires selectivity. In a higher-for-longer 
rate environment, the weakest borrowers may struggle with elevated financing costs, particularly those with highly leveraged 
capital structures or limited ability to refinance debt. 

The opportunity lies in the distinction between credits that can potentially perform well versus those where higher rates may 
create financial pressure. This can be especially important across high yield, where credit quality, industry fundamentals, and 
issuer-specific risks can produce varying investment outcomes.

“If rates are going up ... mainly because of growth, that is a good 
environment for taking credit risk.”

—Christopher Gizzo

Figure 3. Wide Performance Gaps Highlight the Value of Credit Selection
Index returns by credit-quality segment, January 1, 2026-September 30, 2026
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Source: Morningstar. Data as of September 30, 2026. BB Corporate, B Corporate, CCC Corporate represented by the ICE BofA U.S. High yield Constrained Index. 
AAA Corporate, AA Corporate, A Corporate, and BBB Corporate represented by the Bloomberg U.S. Corporate Bond Index. For illustrative purposes only and does 
not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
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Summing Up
Rising rates, driven largely by resilient economic growth, have created attractive starting yields while credit markets have 
remained relatively stable. Yet wide performance dispersion and new opportunities from AI infrastructure financing continue 
to reinforce the value of active management. Specialized credit research, duration management, and security selection can 
help investors capture income and total return opportunities, while seeking to mitigate risks as the market  
environment changes.

Artificial Intelligence May Add Another Dimension and Opportunity
The AI infrastructure buildout offers a timely example of how sector expertise and security selection seek to uncover 
opportunities across fixed income markets. Significant capital requirements are driving issuance from hyperscalers and other 
companies financing data centers, computing equipment, and related infrastructure. That financing spans investment grade 
corporate bonds, high yield debt, and project-related structures. 

For investment grade investors, large, generally highly-rated technology companies issuing substantial amounts of debt may 
offer opportunities when new securities come to market at attractive spread concessions. Active managers can evaluate 
those concessions relative to credit quality and existing market valuations, potentially capturing opportunities as new bonds 
are issued and repriced.

In high yield, data center construction financing can offer additional yield relative to comparably rated corporate bonds. But 
the potential return must be evaluated against construction risk, collateral quality, project completion, and  
refinancing expectations.
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Glossary & Index Definitions
Basis point (bp) is one one-hundredth of a percentage point (0.01%). Basis 
points are commonly used to describe changes in interest rates, bond yields, 
and credit spreads.
Capital structure refers to the combination of debt, equity, and other 
financing sources a company uses to fund its operations and investments.
Credit fundamentals refer to the financial and operating characteristics that 
influence a borrower’s ability to meet its debt obligations, including earnings, 
cash flow, leverage, and liquidity.
Credit risk is the risk that a borrower or issuer may fail to make required 
interest or principal payments.
Credit spread is the difference in yield between a corporate or other credit 
security and a comparable benchmark, generally reflecting compensation for 
credit risk and other factors.
Dispersion refers to differences in returns, valuations, or credit spreads 
across credit ratings, sectors, industries, issuers, or individual securities.
Duration measures the sensitivity of a bond’s or fixed-income portfolio’s price 
to changes in interest rates.
Federal Reserve (Fed) is the central bank of the United States, responsible for 
conducting monetary policy, promoting financial stability, and supporting the 
functioning of the financial system.
Hyperscalers are large technology or cloud-computing companies that 
operate extensive computing and data-center infrastructure.
Nominal yield is the yield on a bond before adjusting for inflation.
Option-adjusted spread (OAS) measures the yield spread of a fixed-income 
security relative to a benchmark after adjusting for the effects of embedded 
options, such as call or prepayment features.
Real yield is the yield on a fixed-income investment after adjusting for inflation 
or expected inflation.
Refinancing risk is the risk that a borrower may be unable to replace maturing 
debt on favorable terms or obtain new financing when needed.
Starting yield refers to the yield available on a bond or fixed-income 
investment at the beginning of a specified investment period.
Total return measures an investment’s overall performance, including income 
received and changes in market value over a specified period.
U.S. Treasury securities are debt obligations issued by the U.S. Department of 
the Treasury and generally considered to have minimal credit risk.
Yield curve is a graphical representation of interest rates or yields on bonds 
with different maturities, typically U.S. Treasury securities, at a given point in 
time.
The Bloomberg Aggregate Bond Index represents SEC‑registered, taxable, 
U.S. dollar–denominated, investment‑grade, fixed‑rate bonds. It includes U.S. 
government and corporate bonds, mortgage‑backed pass‑through securities, 
and asset‑backed securities.
The Bloomberg US Corporate Bond Index includes all publicly issued, 
fixed‑rate, nonconvertible, investment‑grade corporate debt. Securities 
include both U.S.‑issued and Brady bonds, with quality and maturity criteria 
applied for inclusion.
The Bloomberg US Corporate High Yield Index covers fixed‑rate, 
non‑investment‑grade (high yield) corporate debt. It excludes 
emerging‑market sovereign issuers but includes U.S., Canadian, and other 
global corporate issues that are SEC‑registered. Eligible bonds include 
original‑issue zero coupon bonds, step‑up coupons, 144A securities, and 
payment-in-kind (PIKs).

The FTSE 10 Year Treasury Bond Index is a broad measure of the performance 
of the medium-term U.S. Treasury securities.
The ICE BofA U.S. High Yield Index tracks the performance of U.S. 
dollar‑denominated, fixed-rate, below‑investment‑grade corporate debt 
publicly issued in the U.S. domestic market with at least 18 months remaining 
to final maturity at issuance and at least one year remaining to maturity at 
each index rebalancing date.
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.
Source: ICE Data Indices, LLC (“ICE”), used with permission. ICE PERMITS USE 
OF THE ICE BofAML INDICES AND RELATED DATA ON AN “AS IS” BASIS, 
MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE 
SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS 
OF THE ICE BofAML INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR 
DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE 
USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR 
RECOMMEND LORD ABBETT, OR ANY OF ITS PRODUCTS OR SERVICES.
Morningstar Information:
Morningstar, Inc. © 2026. All rights reserved. The information contained 
herein is the proprietary information of Morningstar, Inc., may not be copied or 
redistributed for any purpose and may only be used for non-commercial, 
personal purposes. The information contained herein is not represented or 
warranted to be accurate, correct, complete or timely. Morningstar, Inc., shall 
not be responsible for investment decisions, damages, or other losses 
resulting from the use of this information. Past performance is no guarantee of 
future performance. Morningstar, Inc. has not granted consent for it to be 
considered or deemed an “expert” under the Securities Act of 1933.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and 
are not available for direct investment.
Important Information
The information contained herein is provided by Lord, Abbett & Co. LLC (“Lord 
Abbett”).  Lord Abbett is a registered investment adviser under the U.S. 
Investment Advisers Act of 1940 (the “Advisers Act”), as amended, and is 
subject to the Advisers Act rules and regulations adopted by the U.S. 
Securities and Exchange Commission (“SEC”). Registration with the SEC does 
not imply a particular ability or training. Lord Abbett is a global asset manager 
with headquarters in Jersey City, New Jersey.
Certain information provided in the material has been obtained from third 
party sources and such information has not been independently verified by 
Lord Abbett. No representation, warranty, or undertaking, expressed or 
implied, is given to the accuracy or completeness of such information by Lord 
Abbett or any other person. While such sources are believed to be reliable, 
Lord Abbett does not assume any responsibility for the accuracy or 
completeness of such information. Lord Abbett does not undertake any 
obligation to update the information contained herein as of any future date.
Certain information contained in the material constitutes “forward-looking 
statements,” which can be identified by the use of forward-looking 
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other 
variations thereon or comparable terminology. Due to various risks and 
uncertainties, actual events, results or actual performance may differ 
materially from those reflected or contemplated in such forward-looking 
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statements. Nothing contained in the material may be relied upon as a 
guarantee, promise, assurance or a representation as to the future.
Market forecasts and projections are based on current market conditions and 
are subject to change without notice. Projections should not be considered a 
guarantee.
Past performance is not a reliable indicator or guarantee of future results.  
All investments involve risk, including the loss of capital.
The views and opinions expressed are those of the Lord Abbett author as of 
the date of the material, 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. References to specific asset classes and financial markets 
are for illustrative purposes only. This material is not intended to be relied 
upon as a forecast, research or investment advice. Neither Lord Abbett nor the 
Lord Abbett author can be responsible for any direct or incidental loss 
incurred by applying any of the information offered. 

The information in this material does not constitute a distribution, an offer, an 
invitation, a personal or general recommendation or solicitation in any 
jurisdiction. This material has not been reviewed or approved by any regulatory 
authority in any jurisdiction.
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.
Mentions of specific companies are for reference purposes only and are not 
meant to describe the investment merits of, or potential or actual portfolio 
changes related to, securities of those companies.
Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.
This material may not be reproduced in whole or in part or any form without 
the permission of Lord Abbett.
Copyright © 2026 by Lord, Abbett & Co. LLC. All rights reserved.


