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Investors had been wondering what might happen to markets when the yield on the 10-year U.S. 
Treasury note eclipsed 3%. They got their answer on April 24, when the yield on the benchmark security 
reached 3.0014%, its highest level since December 2013, according to Bloomberg. (The yield subse-
quently moved down to 2.96%, as of the close of trading April 27.) Yields have more than doubled from 
the July 2016 low of 1.36%. Reflecting growing concerns about the current move higher in rates, U.S. 
equities (as represented by the S&P 500® Index) sold off on April 24, before recouping much of their 
losses in the following two sessions.  

In addition to the widely publicized move of the 10-year Treasury yield, other short-term rates also 
have moved higher. In particular, the yield on the two-year U.S. Treasury note hit 2.49% on April 25, an 
increase of nearly 60 basis points (bps), year to date, and roughly 200 bps since July 2016. This move in 
rates has led to negative returns across many areas of the U.S. fixed-income market, with representative 
shorter-duration indexes generally outperforming longer-duration benchmarks.  

But there has been one area of relative calm amid all the recent volatility: bank loans. We had, this past 
February, written about the performance of bank loans and their relative stability amid heightened volatility 
in rates and equities. This week, as the 10-year Treasury bond broached the 3.0% barrier, we thought it 
would be a good idea to revisit the topic, taking a fresh look at the recent performance of the asset class.

In the rising-rate environment of the past few years, bank loans have generated solidly positive 
returns, and have been one of the best performing segments of U.S. fixed income.  Given that they have 
floating-rate, rather than fixed-rate, coupons, loans offer limited duration exposure, and so can perform 
well when rising interest rates lead to negative returns for longer-duration, fixed-rate bonds. Chart 1 
shows the relative performance of the bank-loan benchmark, the Credit Suisse Leveraged Loan Index 
(the “loan index”), versus the broad bond-market proxy, the Bloomberg Barclays U.S. Aggregate Bond, 
since June 30, 2016.
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MARKET VIEW
HOW BANK LOANS COULD HELP EASE WORRIES ABOUT RISING RATES
Following a new round of market volatility, triggered by a rise in the 10-year U.S. Treasury yield, to 3%,  

an actively managed floating-rate strategy may merit a fresh look.
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LORD ABBETT

CHART 1. SINCE THE SUMMER OF 2016, BANK LOANS HAVE OUTPERFORMED CORE BONDS
PERFORMANCE OF BANK LOANS VERSUS BLOOMBERG BARCLAYS U.S. AGGREGATE BOND INDEX, FOR THE 
PERIOD JUNE 30, 2016–APRIL 19, 2018

Source: Credit Suisse and Bloomberg Barclays Indices.
Past performance is not a reliable indicator or guarantee of future results. Due to market volatility, the asset classes depicted in this chart may not perform in 
a similar manner in the future. For illustrated purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes 
are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

IN BRIEF

n Financial markets experi-
enced renewed volatility 
after the yield on the 
10-year U.S. Treasury note 
topped 3% on April 24, 
according to Bloomberg. 

n But it’s worth noting one 
bond category that has held 
up well during the recent 
volatility: bank loans. 

n These floating-rate 
securities have generated 
positive returns during the 
rising-rate environment  
of the past few years, with 
less volatility than other 
fixed-income sectors.

n It may come as a surprise, 
however, that a popular, 
passively managed bank- 
loan vehicle—the largest 
ETF in the category—has 
lagged category bench-
marks in terms of absolute 
and risk-adjusted returns.

n This is one asset class 
where the evidence 
suggests that investors  
may be better served by an 
actively managed approach 
that can choose from a 
larger universe of available 
loans, and employs rigorous 
issuer credit research.

Stephen Hillebrecht, CFA 
Fixed Income Product Strategist
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Credit Suisse Leveraged Loan Index 
BloombergBarclays U.S. Aggregate Bond Index 

Cumulative Return           06/30/2016–04/20/2018

Leveraged Loan Index 12.1%
Aggregate Index -1.4%

https://www.lordabbett.com/en/perspectives/marketview/bank-loans-stability-in-face-of-volatility.html
https://www.lordabbett.com/en/perspectives/marketview/bank-loans-stability-in-face-of-volatility.html
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CHART 2. BANK LOAN COUPONS HAVE FLOATED HIGHER IN 2018
AVERAGE COUPON ON THE CREDIT SUISSE LEVERAGED LOAN INDEX, WEEKLY DATA, APRIL 30, 2013–APRIL 26, 2018

Source: Credit Suisse and Bloomberg.
Past performance is not a reliable indicator or guarantee of future results. For illustrated purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, 
do not reflect the deduction of fees or expenses, and are not available for direct investment.
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The average coupon in the representative bank loan index 
has increased nearly 50 basis points thus far in 2018.

Apr-13 Apr-14 Apr-15 Apr-16 Apr-17 Apr-18 

5.55%

CHART 3. BANK LOANS: RISK-ADJUSTED RETURNS OF TWO DIFFERENT STRATEGIES VERSUS CATEGORY BENCHMARKS
TRAILING THREE YEARS, AS OF MARCH 31, 2018

Lord Abbett Floating Rate Fund expense ratio: 0.69%.
Source: Morningstar performance and rankings. 1PowerShares Senior Loan Portfolio (BKLN). Source: Morningstar performance and rankings. 1PowerShares Senior Loan Portfolio (BKLN). The PowerShares Senior Loan Portfolio is 
used as a proxy for the broader category of passively managed bank-loan investment vehicles. References should not be construed as a recommendation or considered an offer to sell or a solicitation to buy any securities.
Percentile rankings in Morningstar Bank Loan category (as of March 31, 2018): Lord Abbett Floating Rate Fund: one year, 20% (58/235); three years, 10% (24/206); five years, 8% (17/166); 10 years, 22% (17/94). PowerShares 
Senior Loan Portfolio rankings: one year, 84% (196/235); three years, 89% (181/206); five years, 88% (143/166); 10 years, not available. Morningstar rankings reflect all share classes within the category and are based on total return 
and do not reflect the effect of sales charges.
Morningstar Bank Loan category average returns are based on all share classes within the category and include the reinvested dividends and capital gains, if any, and exclude sales charges. The net asset value (NAV) performance 
above shows the Fund’s average annual total returns of Class F shares. 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.
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DEVIATION (%)
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Morningstar Bank Loan Category Average 3.66 3.42 3.18 4.51 2.73 1.10

Lord Abbett Floating Rate Fund, Class F Shares (NAV) 4.22 4.42 3.95 5.01 2.38 1.59

Lord Abbett Rank in Category 20 10 8 22 — —

Largest Bank Loan ETF1

1

3.01 2.69 2.42 — 2.87 0.71

Rank in Category 84 89 88 — — —
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Loan investors also are beginning to benefit from the rise in short-term rates.  The average coupon in the loan index had been stuck in a 
range of 4.75–5.0% for most of 2016–17, despite the move higher in the U.S. fed funds rate, and the upward adjustment in the three-month 
London interbank offered rate (Libor), the common reference rate for floating-rate loans.  Many issuers had taken advantage of the market 
environment to refinance loans at lower spreads, offsetting the rise in Libor. But coupons have been floating upward this year (see Chart 2), 
with the average coupon in the loan index sitting at 5.55%, as of April 26, 2018, more than 50 basis points higher since the start of the 
calendar year.

To sum up, bank loans have been able to generate strong performance in the face of rising rates. And those rising rates increase the 
prospects for high income going forward, as loan coupons adjust upward. 

For those who want to add a bank-loan allocation to their portfolios, then, what might be the best way to access this asset class?  
Would it be a passively managed product like an exchange-traded fund (ETF), or an actively managed portfolio? Here, it may be useful to 
take a look at the historical record. 

First, a bit of context is in order. While assets in bank loan ETFs have not reached the scale of those in other fixed-income categories, 
they have been growing. The biggest ETF in the Morningstar Bank Loan category, the PowerShares Senior Loan Portfolio (the bank-loan 
ETF), tracks the largest 100 loans in the S&P/LSTA Leveraged Loan Index, so it is fairly concentrated in the largest borrowers in the space. 
Thus, it is much narrower than broad indexes maintained by Credit Suisse (the loan index referenced earlier) and J.P. Morgan (the J.P. 
Morgan Leveraged Loan Index), each of which includes more than 1,100 issues. 

While it has grown in popularity, the bank-loan ETF has been unable to keep up with the average peer in the group in terms of perfor-
mance. In fact, that ETF has ranked in the 80th percentile or lower in its category (Morningstar Bank Loan) over the trailing one-, three-, 
and five-year periods through March 31, 2018, while generating higher volatility than the category average. By contrast, Lord Abbett’s 
actively managed strategy has delivered higher returns than each of the ETF, the loan index, and the broader Morningstar category—with 
less volatility. [However, there is no guarantee that this outperformance will continue in the future.]

We previously explored the characteristics of actively managed versus passively managed bank-loan strategies as part of a broader 
look at taxable fixed-income categories in our commentary, “Staying Active in Fixed Income” (March 19, 2018), which we recommend for 
those who desire additional information on the topic. In that piece, we expressed our view of some potential pitfalls for ETFs and other 
passive approaches: The bank loan index is not easily replicated, and, as a below investment-grade asset class, bank loans merit a 
greater focus on credit research, something that an active manager is better equipped to handle.  [Note: Employment of active-manage-
ment techniques and strategies in managing investment portfolios does not guarantee outperformance versus passively managed strategies 
based on similar asset classes and investment factors.]

It should be noted, though, that over short periods of time, ETFs may be useful for a professional manager who wants to manage cash 
flows and achieve exposure to the asset class. But taking the longer view, we believe actively managed portfolios have a greater opportu-
nity to deliver more attractive risk-adjusted returns for bank-loan investors. 
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OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.

https://www.lordabbett.com/en/perspectives/fixedincomeinsights/is-wider-libor-ois-gap-something-to-worry-about.html
https://www.lordabbett.com/en/perspectives/fixedincomeinsights/is-wider-libor-ois-gap-something-to-worry-about.html
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IMPORTANT INFORMATION
A Note about Risk – Floating Rate Fund: The Fund is subject to the general risks associated with invest-
ing in debt securities, including market, credit, liquidity, and interest rate risk. The value of investments in 
debt securities will fluctuate in response to market movements. When interest rates rise, the prices of debt 
securities are likely to decline, and when interest rates fall, the prices of debt securities tend to rise. The 
Fund may invest substantially in high yield, lower-rated debt securities. These securities carry increased 
risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and 
principal. Moreover, the specific collateral used to secure a loan may decline in value or become illiquid, 
which adversely affect the loan’s value. The Fund may invest in foreign or emerging market securities, which 
may be adversely affected by economic, political, or regulatory factors and subject to currency volatility and 
greater liquidity risk. The Fund may invest in derivatives, which are subject to greater liquidity, leverage, 
and counterparty risk. Certain of the Fund’s derivative transactions may give rise to leverage risk. Leverage, 
including borrowing for investment purposes, may increase volatility in the Fund my magnifying the effect 
of changes in the value of the Fund’s holdings. The use of leverage may cause investors in the Fund to lose 
more money in adverse environments than would have been the case in the absence of leverage. These 
factors may affect Fund performance.

Additional risks to consider: 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 interest rates rise, the prices of debt securities tend to fall. The principal risks 
associated with bank loans are credit quality, market liquidity, default risk and price volatility. While bank 
loans are secured by collateral and considered senior in the capital structure, the issuing companies are 
often rated below investment grade and may carry higher risk of default. Moreover, the specific collateral 
used to secure a loan may decline in value or become illiquid, which would adversely affect the loan’s value. 
Longer-term debt securities are usually more sensitive to interest-rate changes; the longer maturity of a 
security, the greater the effect a change in interest rates is likely to have on its price. No investing strategy 
can overcome all market volatility or guarantee future results.

Neither diversification nor asset allocation can guarantee a profit or protect against loss in declining markets.

No investment recommendation is made with respect to any of the ETFs or mutual funds referenced herein. Investors 
should not rely on the information included in making investment decisions with respect to those funds.

Any examples provided are for informational purposes only and are not intended to be reflective of actual results.

There is no guarantee that the floating-rate loan market will perform in a similar manner under similar condi-
tions in the future.

This Market View 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 above.

INFORMATION ABOUT MORNINGSTAR

Morningstar percentile ranking for the specified periods are relative to all funds that have the same invest-
ment categories. The highest (or most favorable) percentile ranking is 1, and the lowest (or least favorable) 
percentile rank is 100.

The Morningstar Bank Loan category primarily invests in floating-rate loans instead of bonds. In 
exchange for their credit risk, these loans offer high interest payments that typically float above a common 
short-term benchmark such as the London Interbank Offered Rate, or LIBOR.

The ranking information shown herein reflects a fund’s relative performance to other mutual funds within 
a fund’s peer group and does not reflect the absolute performance of a fund. It is possible that during any 
given time frame within the periods shown herein a fund may have had negative performance.

©2018 Morningstar, Inc. All Rights Reserved. The information contained: (1) is proprietary to Morningstar 
and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or 
losses arising from any use of this information. Past performance is no guarantee of future results.

GLOSSARY

A basis point (bps) is equal to 1/100th of 1%, or 0.01%, or 0.0001, and is used to denote the percentage 
change in a financial instrument.

A coupon is the annual interest rate paid on a bond, expressed as a percentage of the face value.

Duration is the change in the value of a fixed-income security that will result from a 1% change in market 
interest rates. Generally, the larger a portfolio’s duration, the greater the interest-rate risk or reward for 
underlying bond prices.

Exchange Traded Fund (ETF) is an investment fund traded on stock exchanges, similar to individual 
equities. An ETF holds assets such as stocks, commodities, or bonds. Most ETFs track an index, such as a 
stock index or bond index. 

Fed funds are overnight borrowings between banks and other entities to maintain their bank reserves at 
the U.S. Federal Reserve (Fed). Banks keep reserves at Fed banks to meet their reserve requirements and to 
clear financial transactions.

The London interbank offered rate (Libor) is a benchmark rate that some of the world’s leading banks 
charge each other for short-term loans. It serves as the first step to calculating interest rates on various 
loans throughout the world.

A yield 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.

Sharpe ratio is a way to examine the performance of an investment by adjusting for its risk. It is the aver-
age return earned in excess of the risk-free rate per unit of volatility or total risk.

Standard deviation is a measure of the dispersion of a set of data from its mean. It is a widely used 
measure of volatility.

Treasuries are debt securities issued by the U.S. government and are secured by its full faith and credit. 
Income from Treasury securities is exempt from state and local taxes.

The Bloomberg Barclays U.S. 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. 

The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-
denominated leveraged loan market.

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

The information provided herein is not directed at any investor or category of investors and is provided 
solely as general information about our products and services and to otherwise provide general investment 
education.  No information contained herein should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as Lord, Abbett & Co LLC (and its affiliates, “Lord Abbett”) is not 
undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a fiduciary 
capacity with respect to the materials presented herein.   If you are an individual retirement investor, 
contact your financial advisor or other non-Lord Abbett fiduciary about whether any given investment idea, 
strategy, product, or service described herein may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent 
developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon 
as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to 
adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be 
profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of 
the information. Investors should consult with a financial advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
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.
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