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WHY YOU MIGHT REGRET THAT  
INTEREST-RATE BET
Investors may want to think twice before trying to position a portfolio 
based on a guess where rates may be headed next.  

Interest rates have defied earnest attempts to 
forecast them consistently in the past, and are 
likely to do so again in the future. The problem is 
that market participants often overestimate their 
ability to predict what lies ahead. That makes 
positioning a portfolio based on a projection of 
future interest rates inherently risky. And the 
lesson applies to both the fixed-income and equity 
side of a portfolio.
The Toss of a Coin
There are volumes of published research on the 
reliability of interest-rate forecasts. Using J.P. 
Morgan data, Lord Abbett’s own empirical analysis 
concludes that over a 26-year period, going back to 
June 1991, investors failed to forecast the direction 
of interest rates correctly a majority of the time. 

The time frames of the forecasts were of no 
consequence, nor were the levels of conviction. In 
fact, the batting average in our analysis was 
approximately 45–48%—no better than a coin toss. 
In fairness, an investor might suggest that a  
48% chance of getting it right represents a 48% 
chance of increasing the return on a fixed-income 
portfolio, for example, by reducing duration ahead 
of an increase in Treasury yields. But there would 
be added risk to the portfolio in terms of increased 
volatility.
Treasury-yield volatility is consistently higher than 
corporate-spread volatility (a measure of credit 
risk). That means, for example, it wouldn’t take 
much of an adverse move in Treasury yields to 
negate any benefit of assuming more credit risk in 

CHART 1. EXPERTS CONTINUE TO MISS ON INTEREST-RATE FORECASTS 
SIX-MONTH INTEREST-RATE FORECAST VERSUS ACTUAL YIELD MOVEMENT FOR INDICATED PERIODS
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Source: The Wall Street Journal Economic Forecasting Survey and the U.S. Department of the Treasury. Data represent the six-month forecast and actual yield for the 10-year U.S. Treasury bond. The Wall 
Street Journal surveys a group of nearly 50 economists on more than 10 major economic indicators on a monthly basis.
Data as of 06/30/2017. 
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 de-
pict future results. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Market forecasts and projections are based on current 
market conditions and are subject to change without notice. A basis point is one one-hundredth of a percentage point. Past performance is not a reliable indicator or guarantee of future results.



a portfolio. In other words, one would potentially be 
exposing the portfolio to greater performance volatility by 
actively betting on the near-term direction and/or 
magnitude of movements in interest rates. 
We believe there’s a similar lesson for equity investors, 
especially those looking for income from dividend-paying 
stocks, particularly in the so-called “bond proxy” sectors, 
such as consumer staples, real estate, telecommunica-
tion services, and utilities.
A Difficult Task
What caught our attention was a recent video, “The Case 
for Owning Dividend Stocks as Rates Rise.”1 Implied in 
that title is a belief that interest rates will move in a 
particular direction. But positioning a portfolio for moves 
in interest rates, whether up or down, is as difficult for 
equity-income investors as it is for their fixed-income 
counterparts. Rates have a habit of defying the most 
elaborately constructed forecasts, even during periods 
when central bank activity (in this case, the U.S. Federal 
Reserve) would suggest movement in a particular 
direction for U.S. Treasury securities.
That’s an important point to remember, given  
the frequency with which the direction of rates can shift. 
In fact, according to Bloomberg, the bond proxy group 
produced exceptionally strong returns relative to the 
broader market (as represented by the S&P 500® Index) 
as interest rates declined in the first half of 2016. Much 
of this outperformance was attributed to the group’s 
lower-volatility return profile and an income stream that 
was attractive relative to what could be found in the 
fixed-income market—factors that helped popularize the 
bond-proxy label. However, when interest rates began to 
rise in July 2016, the group faltered, as evidenced in its 
negative performance through March 13, 2017, a period 
in which the broader equity market posted strong returns. 
In fact, the bond-proxy sectors trailed the broader market 
by 16% over this short time period. The bond-proxy stocks 

continued to lag the broader market, albeit by a narrower 
margin, as rates resumed falling in March 2017. In short, 
equity-income portfolios that relied on bond-proxy sector 
overweights for returns were most exposed to those 
times when interest rates were shifting, resulting in wide 
swings in performance through these periods.
Fortunately, a wide range of opportunities exist for 
equity-income investors beyond the narrow confines of 
the traditional bond-proxy designation. As we noted in the 
July issue of Lord Abbett Insights, a look at the breakdown 
of dividend payers in the Russell 1000 Index by sector (as 
of June 30, 2017) shows that the traditional bond-proxy 
sectors now comprise only around 25% of the dividend 
universe. The sectors contributing to the broader  
dividend-paying universe currently are very diverse—
including financials, information technology, consumer 
discretionary, and industrials—an excellent development 
for equity-income portfolios and investors who are 
concerned about the vulnerability of the traditional bond 
proxy sectors to unpredictable swings in interest rates.
The Goal of Consistent Performance Over Time

Given that empirical analysis suggests that accurately 
forecasting the direction or timing of interest rates is 
exceptionally difficult, attempting to do so is, in our view, 
counter to an investment objective of providing consis-
tent, risk-adjusted returns over the long term. 
As investors, we will always gather knowledge, opine, 
and be aware of potential interest-rate scenarios and 
risks, but we also will focus on performance drivers 
where we believe we have an edge—such as sector 
rotation and security selection—so as not to introduce 
unwanted volatility for our clients. (Please remember that 
all investments carry a certain degree of risk, including 
possible loss of principal, and there is no assurance that an 
investment will provide positive performance over any 
period of time.) 
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1”The Case for Owning Dividend Stocks as Rates Rise,” video, Barron’s, August 5, 2017.
A Note about Risk: 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. Investing in the 
bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and 
liquidity risk. Although bonds generally present less short-term risk and volatility than stocks, 
bonds do contain interest rate risk and the risk of default, or the risk that an issuer will be 
unable to make income or principal payments. 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.  In addition, dividends are not guaranteed and may be 
increased, decreased, or suspended altogether at the discretion of the issuing company.
Glossary of Terms
Duration is a measure of the sensitivity of the price of a fixed-income investment to a change in 
interest rates.  
The yield is the income return on an investment, such as the interest or dividends received from 
holding a particular security.
The yield spread or credit spread is the difference between the quoted rates of return on two 
different investments, usually of different credit qualities but similar maturities. It is often an 
indication of the risk premium for one investment product over another.
Treasuries are debt securities issued by the U.S. government and secured by its full faith and 

credit. Income from Treasury securities is exempt from state and local taxes. Although U.S. 
government securities are guaranteed as to payments of interest and principal, their market prices 
are not guaranteed and will fluctuate in response to market movements.
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.
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.
The Russell 1000® Index measures the performance of the 1,000 largest companies in the Russell 3000 
Index, which represents approximately 92% of the total market capitalization of the Russell 3000 Index.
Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for 
direct investment.
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 sugges-
tion 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.
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Q. What defines Growth Leaders? 
A. Growth leaders generally are companies whose  
innovation has the power to transform industries, 
and we believe it is a great time to invest in them. For 
example, the technology revolution, which is in full 
bloom, is providing tremendous growth opportunities, 
not only within tech itself (such as cloud computing, 
mobility, and artificial intelligence) but also in consumer 
(e-commerce), health care (biotech), and manufacturing 
(robotics) areas. Low interest rates should continue to 
help such companies grow at a significant pace.  

Q. What is the Fund’s investment philosophy? 
A. Our philosophy rests on three pillars. The first that 
companies that are growth leaders have substantial earn-
ings growth potential. Second, that these special com-
panies can deliver potentially attractive returns per unit 
of risk—when that view is supported by macroeconomic 
and technical analysis at the company and portfolio level.   
Third, we have an experienced team, using a disciplined 
fundamental research process that can identify such 
companies.  

Q. How does that translate into practice? 
A. We start by using fundamental analysis to identify the 
best businesses. The identified companies possess  
inherently good business models (such as those capa-
ble of annuity-like revenue streams and above-average 
levels of profitability), are managed by competent and 
credible people, and are leading or gaining market share 
in healthy industry environments. We believe companies 
that score well on these attributes have the potential to 
compound wealth over time, much more so than average 
companies. 

Q. How flexible is this strategy?

A. We believe that this process is flexible enough to 
adapt to different market environments by incrementally 
moving among our preferred secular growth names and 
cyclical, defensive, and stable growth stocks. We take 
into account the economic cycle, as well as the stock 
market environment, when determining how the  
different companies in different industries and/or mar-
ket capitalization segments will likely perform. This may 
prompt us to over- or underweight certain stocks and/or 
sectors, as well as market capitalization segments. The 
market is a discounting mechanism that looks forward, 
so we will always attempt to forecast which way it is 
going next.

Q. How do you guard against growth stocks that may be 
value “traps”?
A. Although valuation is an important part of our process, 
we have no objection to buying great companies at full 
price. We would, however, rather own what we deem to be 
a special company at a high valuation than an average one 
for a discount. Oftentimes, an attractive valuation is illusory 
because the earnings estimates are too high. Technical 
analysis can be helpful in identifying such pitfalls.

Q. How do you manage risk?
A. We manage risk in three ways. First is that our funda-
mental process is designed to lead us to companies that 
have much lower company risk. Second, the portfolio is di-
versified by company and sector. Third, we have a rigorous 
sell discipline. One of the most important things we do is 
take a loss as quickly as possible when we are wrong. 

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. 
A Note about Risk: The value of investments in equity securities will fluctuate in response to gen-
eral economic conditions and to changes in the prospects of particular companies, including market, 
liquidity, currency, and political risks. Mid and small cap company stocks tend to be more volatile and 

may be less liquid than large cap company stocks. Mid and small cap companies also may have more 
limited product lines, markets, or financial resources and typically experience a higher risk of failure 
than large companies. However, larger companies may have slower rates of growth than smaller suc-
cessful companies. Investments in growth companies can be more sensitive to the company’s earnings 
and more volatile than the stock market in general. The Fund engages in active and frequent trading 
of its securities, which may result in increased transaction fees, reduced investment performance, and 
higher taxes. These factors can adversely affect Fund performance. 
The Fund’s portfolio is actively managed and portfolio characteristics may change significantly  
over time.
No investing strategy can overcome all market volatility or guarantee future results. Past performance 
is not a reliable indicator or a guarantee of future results.

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.

STAR SEARCH
The Lord Abbett Growth Leaders Fund seeks to identify growth companies whose innovation  
has the power to transform industries and the potential to provide high returns over time.  
Thomas O’Halloran, Lord Abbett Partner & Director, discusses the Fund’s guiding philosophy  
and investment process. 
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WHY TRUSTEED IRAs ARE  
BECOMING MORE POPULAR
Lord Abbett retirement expert Brian Dobbis 
discusses the pros and cons of a trusteed 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

When it comes to naming a beneficiary, IRA owners have a 
lot of discretion on how their nest egg is divided up when 
they’re gone. The beneficiary can be a person. It can be 
an estate, charity, or trust, or it can be a combination of 
those options.
Of course, the easiest and most common option is simply 
naming one or more loved ones on the IRA custodian’s 
beneficiary form. But what if you, as the IRA account own-
er, want to control payouts after death? Naming a trust as 
beneficiary or establishing a trusteed IRA will give you the 
desired control.
The Internal Revenue Code states an IRA can be set up as 
a trust or custodial account. However, trusteed IRAs as a 
third choice are gaining popularity, as retirement investors 
are looking for post-death control without the myriad of 
fees, hassle, and complexities of establishing a trust. Es-
tablishing a trusteed IRA is rather simple. In fact, there is 
no requirement to have estate planning attorneys. Howev-
er, there are usually set-up and annual-maintenance fees.

What Is a Trusteed IRA?
With a trusteed IRA, the financial firm holding the IRA 
adds trust language to its basic IRA agreement. Here the 
IRA itself becomes the trust with the financial organiza-
tion serving as trustee. It should be noted only a corpo-
rate trustee can oversee a trusteed IRA that satisfies IRS 
requirements for IRAs.
The IRA, before and after the owner’s death, is adminis-
tered according to the trust provisions. The trust provi-
sions differ depending on the financial institution offering 
the trusteed IRA. Moreover, most trusteed IRAs contain 
language allowing for a successor beneficiary (different 
from contingent beneficiary). However, virtually all trust-
eed IRAs contain language that allows for beneficiaries to 
“stretch” payouts.

So if you’re concerned about beneficiaries like kids or 
grandkids squandering their inheritance, a trusteed IRA 
might resonate. After all, you would be assured that 
required minimum distributions are paid out annually to 
beneficiaries, as opposed to a lump sum that might be 
spent in short order.

Drawbacks
If you’re considering a trusteed IRA, a few caveats are in 
order. Only a handful of organizations offer it, and those 
that do generally will not allow the IRA assets to be 
transferred (trustee transfer) to another organization. This 
could become an issue if the beneficiary wants to work 
with another IRA provider. Be sure to check the language 
in the trust document to determine if this is the case.
Trusteed IRAs also provide protection from creditors; 
however, compared to a trust, it’s limited protection. [IRAs, 
unlike 401(k)s, are not automatically protected from credi-
tors. Instead, creditor protection is based on state law.]
Because trusteed IRAs are plain-vanilla standardized  
documents, flexibility may be limited, which is another way 
of saying a trusteed IRA may not give you all the control 
you want or need, nor achieve exactly what you want.
The bottom line: a trusteed IRA, like a trust, is not for 
everybody. Be diligent, and think carefully about whom you 
want to bequeath your retirement assets to. Also be sure 
to consult with a knowledgeable attorney and CPA, as this 
form of estate planning is complex! 

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 
advisor for guidance on regulatory compliance matters. Any examples provided are 
for informational purposes only and are not intended to be reflective of actual results.
A 401(k) is a qualified plan established by employers to which eligible employees may make 
salary deferral (salary reduction) contributions on an aftertax and/or pretax basis. Employers 
offering a 401(k) plan may make matching or non-elective contributions to the plan on behalf of 
eligible employees and may also add a profit sharing feature to the plan. Earnings accrue on a 
tax-deferred basis.
Traditional IRA contributions plus earnings, interest, dividends, and capital gains may 
compound 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.

For more information, visit us at lordabbett.com.
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