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MARKET VOLATILITY:  
FOUR IMPORTANT PERSPECTIVES
Investors should focus on these critical facts about the current market, and 
how U.S. equity markets have responded to prior episodes of volatility.

The resurgence of volatility in the U.S. equity 
markets has sent traders and the financial media 
into a frenzy. Amid the ominous headlines and 
references to more severe market downturns in 
prior years, we think it is important for investors to 
remember four key facts about the U.S. equity 
market in order to avoid making hasty, emotional 
decisions.
1. The U.S. equity market is now driven by funda-

mentals—and fundamentals are strong.
In the years following the global financial crisis of 
2008–09, much of the rebound in the U.S. equity 
market could be attributed to the stimulative effect 
of the U.S. Federal Reserve’s (Fed) quantitative-eas-
ing programs. As illustrated in Chart 1, when the 
Fed’s balance sheet expanded between 2009 and 

2014, the equity market rose in conjunction. As 
quantitative easing came to an end in 2014, the 
equity market moved sideways for a nearly two-year 
period, as investors recalibrated their expectations 
for a new monetary-policy environment. In mid-
2016, the equity market emerged from a year-long 
earnings recession, and stocks resumed their rally, 
powered by consistent growth in corporate earnings, 
completing the transition from a liquidity-driven to a 
bull market driven by fundamentals.
For U.S. companies, 2018 is expected to be another 
year of strong fundamentals. According to FactSet, 
earnings for companies in the S&P 500® Index are 
expected to grow 16.8% in 2018, with increases 
forecast across all sectors of the market. These 
estimates continue to be revised upward, as the 
effects from tax reform and positive economic 

CHART 1. FUNDAMENTALS, NOT THE FED, HAVE DRIVEN THE MARKET
U.S. FEDERAL RESERVE BALANCE-SHEET SIZE (LEFT AXIS) AND PRICE CHANGES IN THE S&P 500 INDEX (RIGHT AXIS),  
JANUARY 2, 2009–DECEMBER 31, 2017
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Source: Bloomberg and the U.S. Federal Reserve. For illustrative purposes only. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.



momentum around the globe filter down to companies’ 
bottom lines.

2.  Drawdowns are common.
The recent price declines have been swift, and may seem 
particularly jolting to equity investors lulled by one of the 
most nonvolatile years on record. But short-term draw-
downs are quite common in the equity market. In fact, the 
average calendar-year peak-to-trough decline in the S&P 
500 is nearly 14%. However, despite these drawdowns, 
the equity market historically has generated returns of 
10% on average (since 1980), including positive returns in 
many of the years with a significant drawdown. In other 
words, though such outcomes are not guaranteed, 
patience historically has rewarded investors who stay the 
course of their investment goals.

3. Long-term equity returns historically have been 
positive.

Historically, investors have benefited from taking a 
long-term perspective on their equity investments. While 
it can be easy to become emotionally swept up in the 
day-to-day movements of the market, equities historically 
have been a critical component for investors to reach 
their long-term growth objectives. In fact, since 1927, 
stocks have delivered positive returns in 95% of rolling 
10-year holding periods, and have not lost money over 
any 20-year holding period.

4. Market timing is a risky game.
Over a 25-year time period—comprised of more than 
6,000 trading days—missing just the 10 best days in the 
market cut in half an investor’s returns.
While it is impossible to predict when the next 10 best 
days in the market will be, history reveals that such days 
often occur when the urge to time the market may be 
strongest—such as shortly following one of the 10 worst 
days. In fact, six of the 10 best days occurred within five 
trading days (before or after) of one of the 10 worst days 
in the market. 
Investors with the discipline to resist the impulse to “do 
something” after experiencing one of the market’s worst 
days historically were rewarded with one of the market’s 
best days on several occasions. Even absent a historically 
large one-day rebound, research from Morgan Stanley 
shows that following a one-day drawdown in the S&P 500 
of between -3% and -6%, the market has, on average, 
delivered positive returns over the next one-, three-, and 
six-month periods, and advanced 10% over the subse-
quent 12 months. (See Table 1.)
What’s the key takeaway from these observations?  A 
steady resolve and a long-term perspective can help 
investors stay on track through this current bout of 
market volatility.
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MARKET VOLATILITY (Continued from page 1)

A Note about Risk: The value of investments in equity securities will fluctuate in response to 
general economic conditions and to changes in the prospects of particular companies and/or 
sectors in the economy. While growth stocks are subject to the daily ups and downs of the stock 
market, their long-term potential as well as their volatility can be substantial. Value investing 
involves the risk that the market may not recognize that securities are undervalued, and they may 
not appreciate as anticipated. Smaller companies tend to be more volatile and less liquid than 
larger companies. Small cap companies may also have more limited product lines, markets, or 
financial resources and typically experience a higher risk of failure than large cap companies. The 
value of an investment in fixed-income securities will change as interest rates fluctuate and in 
response to market movements. As interest rates fall, the prices of debt securities tend to rise. As 
rates rise, prices tend to fall.

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

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

This article 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.
Statements concerning financial market trends are based on current market conditions, which 
will fluctuate. There is no guarantee that markets will perform in a similar manner under similar 
conditions in the future.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market 
performance and includes a representative sample of leading companies in leading industries. 
Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for 
direct investment. 

TABLE 1. EQUITIES HISTORICALLY HAVE PROVEN RESILIENT AFTER BIG DECLINES
FOR THE YEARS 1968–2017

Source: Morgan Stanley. 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. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
Past performance is not a reliable indicator or guarantee of future results.

S&P 500 Average Forward Peformance After Daily Decline of -3% to -6%

1 Month 3 Month 6 Month 12 Month

1% 3% 5% 10%
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Q.  What is the investment objective of the Bond  
Debenture Fund? 

A. The Fund’s investment objective is to seek high  
current income and the opportunity for capital apprecia-
tion in order to produce a high rate of total return.

Q. What is the strategy employed to achieve that  
objective? 
A. It starts with the strategic portfolio design. Our quanti-
tative research, risk management, and investment teams 
undertake a rigorous analytical process to identify the 
right mix of asset classes that puts us in the best position 
to outperform our multi-sector peers over the long term. 
That process establishes a strategic allocation to asset 
classes that the strategy will tend to invest in over time. 
But this is just the starting point. The investment team 
has the flexibility to adjust allocations to be properly  
positioned for the current market environment. 

Q.  What is the breakdown of the portfolio in terms of 
asset-class allocation?

A. Based on the strategic design, the Fund typically has 
more than half the portfolio in investment-grade and 
high-yield corporate bonds (of U.S. and non-U.S.  
issuers), and 10-15% in equities. Depending on valua-
tions and the market environment, the Fund may also 
have smaller allocations to other sectors including  
mortgage backed securities (MBS), sovereign debt,  
taxable municipal bonds, and bank loans.

Q.  Why does the Bond Debenture Fund include equities 
in its portfolio?

A. The Fund has always had an allocation to equity- 
related securities; historically this was achieved through 
convertible bonds. In recent years, however, the size of the 
investment-grade portion of that asset class has declined 
and became more concentrated in a few sectors. Invest-
ing in common stocks allows the Fund to get the same 
exposure to equity-related sensitivity in a much larger, 
diverse, and liquid asset class and that, in turn, enhances 
our ability to offer investors the potential for attractive 
risk-adjusted returns over a full market cycle. 

Q.  How would a flexible allocation strategy be helpful 
in this volatile market?

A. Bond Debenture has several potential applications in 
a portfolio. Historically, the Fund has performed well in 
periods of rising rates, reflecting its diversified position-
ing in high-yield bonds, bank loans and equities – all of 
which are negatively correlated to U.S. Treasuries. For 
those investors seeking a lower exposure to high-yield 
bonds, the Fund provides an allocation to the potential 
upside of the sector but in a diversified, multi-sector 
approach. For investors concerned about equity volatility, 
historically and over the long term, the Fund has offered 
attractive total returns with about half the volatility of the 
S&P® 500. 

A Note about Risk:  The Fund is subject to the general risks and considerations associated with investing 
in debt securities, including market, credit, liquidity, and interest rate risk. The value of your investment 
will change as interest rates fluctuate and in response to market movements. When interest rates fall, the 
prices of debt securities tend to rise, and when rates rise, the prices of debt securities are likely to decline. 
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 Fund may make 
substantial investments in high-yield debt securities and may invest in senior loans which may be primarily 
below investment grade. High-yield securities, sometimes called junk bonds, carry increased risks of price 
volatility, illiquidity, and the possibility of default in timely payment of interest and expenses. The value of 
investments in equity securities will fluctuate in response to general economic conditions and to changes 
in the prospects of particular companies and/or sectors in the economy. Convertible securities are subject 
to the risks affecting both equity and fixed-income securities, including market, credit, liquidity, and 
interest rate risk. These factors can affect Fund performance. 
Glossary of Terms
Negative correlation is a relationship between two variables in which one variable increases as the other 
decreases, and vice versa.  

S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance 
and includes a representative sample of leading companies in leading industries. 
Important Information
Keep in mind that all investments carry a certain amount of risk including possible loss of the principal 
amount invested.  No investment strategy, including diversification and asset allocation, guarantees a profit 
or protects against a loss. 
This commentary 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 Fund’s portfolio is actively managed and portfolio characteristics may change significantly over time.  
Statements concerning financial market trends are based on current market conditions, which will 
fluctuate.  There is no guarantee that markets will perform in a similar manner under similar conditions in 
the future.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information are 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388 or visit us at lordabbett.com. Read the prospectus carefully before you invest.

VOLATILITY: A MULTI-SECTOR BOND SOLUTION
Investors seeking some stability in a volatile market environment might want to consider the potential benefits 
of a flexible, multi-sector approach. Lord Abbett Partner and Portfolio Manager Steven F. Rocco discusses 
the strategy of the Lord Abbett Bond Debenture Fund (LBNDX), a multi-sector bond fund with a 45-year track 
record of performance in a variety of market environments.

FUND INSIGHTS

Steven F. Rocco
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NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE.
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RETIREMENT TIP: TEACH YOUR  
CHILDREN NOW ABOUT ROTH IRAS
Lord Abbett retirement expert Brian Dobbis 
discusses the benefits of establishing a  
Roth IRA.

To comply with Treasury Department regulations, we inform you that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be used, for the purpose of (i) 
avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.
The opinions in the preceding commentary are as of the date of publication and subject to change based on subsequent developments and may not reflect the views of the firm as a whole. This material is not intended to be  
relied upon as a forecast, or research or investment advice regarding a particular investment or the markets in general, nor is it intended to predict or depict performance of any investment. This material is being provided as  
general information only and is not intended to be legal or tax advice. Investors should not assume that investments in the securities or sectors described were or will be profitable. This document is prepared based on information 
Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy or completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.
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.

INVESTOR INSIGHTS

Let’s face it: a Roth IRA may not be on a child’s wish list. In 
fact, most aren’t aware they are eligible. So, it’s up to parents 
and grandparents to educate the young about the power of a 
Roth IRA. After all, a Roth IRA carries the potential for future 
tax-free income, which could make it the gift of a lifetime for a 
child, teenager, or young adult.

Did you know that there is no minimum age in the tax code to 
be eligible to establish a Roth IRA? Instead, all that’s required 
is reportable earned income (such as that reported on a W-2 or 
self-employment income), and income cannot exceed the Roth 
contribution limits. Minors can establish a Roth IRA as soon as 
they start earning income, but few are likely to consider it.

That’s where a generous relative (or anyone, for that matter) 
comes into the picture. A Roth IRA can be established on a 
child’s behalf by a family member who can fund that account in 
the amount equal to the amount earned by the youth during the 
year, up to $5,500.

Start a Roth IRA as Soon as a Child Has Any Earned Income
Establishing a Roth IRA for a child that has earned income can 
be very attractive—for parents and grandparents alike.

To illustrate how parents can set up and fund a Roth IRA on 
behalf of their kids, let’s suppose that Jill, 15, made $2,500 as 
a lifeguard last summer (2017). Jill’s parents can set up and 
fund a Roth IRA (up to a maximum of $2,500) on her behalf. The 
assets will grow tax-deferred for decades, and the proceeds, 
including earnings, can potentially be withdrawn tax-free.

Yes, Jill can spend her hard-earned paycheck, while at the 
same time Mom and Dad can fund a Roth account on her be-
half. In other words, parents may choose to match their child’s 
earnings, as long as their contribution does not exceed $2,500, 
the amount Jill earned for the year. (See IRS publication 929, 
“Tax Rules for Children and Dependents.”)

For more information, visit us at lordabbett.com.

Copyright © 2018 by Lord Abbett Distributor LLC. All rights reserved.

Keeping (and Staying on) Track
It’s crucial, however, that someone keep detailed records of all 
contributions made to the Roth account. Why? The rules allow 
for Roth contributions (e.g., basis) to be withdrawn tax- and 
penalty-free at any time, regardless of whether the “five-year” 
holding period has been met. Since distributions of Roth IRA 
contributions generally can be withdrawn without being subject 
to income tax at any age, there are a variety of ways a teenager 
or young adult can use the funds. For example:

Higher education—A young adult can take a tax- and penal-
ty-free distribution of Roth IRA contributions (basis) to help 
offset expenses related to higher education. 

Housing—Roth IRA funds could help to pay for a first home. If 
you’re an eligible first-time homebuyer, you can withdraw up to 
$10,000 in earnings from your Roth IRA without the 10% ear-
ly-withdrawal penalty, even if you’re under age 59½. You’ll also 
avoid a tax bill on that withdrawal if you’ve had a Roth IRA for at 
least a five-year period.

Not all IRA custodians are aware that minors can establish an 
IRA. Check with your custodian. (Tip: Lord Abbett permits  
minors to establish an IRA.) Financial institutions typically do 
not permit minor children to open a Roth IRA on their own.

Fortunately, many IRA custodians allow parents to serve 
as guardian on a Roth IRA for the benefit of their children. 
However, when the minor attains the age of majority, typically 
18, ownership of the Roth IRA would revert to the child (as an 
adult). The child then can make transactions on the account 
without parental consent. 
The information is being provided for general educational purposes only and is not 
intended to provide legal or tax advice. You should consult your own legal or tax ad-
visor for guidance on regulatory compliance matters. Any examples provided are for 
informational purposes only and are not intended to be reflective of actual results 
and are not indicative of any particular client situation.

Traditional IRA contributions plus earnings, interest, dividends, and capital gains may com-
pound tax-deferred until you withdraw them as retirement income. Amounts withdrawn from 
traditional IRA plans are generally included as taxable income in the year received and may 
be subject to 10% federal tax penalties if withdrawn prior to age 59½, unless an exception 
applies.

A Roth IRA is a tax-deferred and potentially tax-free savings plan available to all working 
individuals and their spouses who meet the IRS income requirements. Distributions, including 
accumulated earnings, may be made tax-free if the account has been held at least five years 
and the individual is at least 59½, or if any of the IRS exceptions apply. Contributions to a 
Roth IRA are not tax deductible, but withdrawals during retirement are generally tax-free.


