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2020 Investment Outlook:
A Global Focus
Our investment experts ponder the U.S. central bank’s new policy focus and discuss the circumstances that
might alter global economic performance for the better in 2020. This is the first of three parts.
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Chart 1. For Now, the Global Economy Has Weathered a Very Severe Storm from Global Trade Contraction
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In 2019, the U.S. central bank focused on risk and uncertainty rather than
on the central tendency of U.S. economic growth, and much of that uncertainty was derived from a slowdown in growth outside of the United States.
In 2020, we believe the biggest impact on asset valuations will likely be
driven by events outside the United States — and chief among those
events will be what happens with trade and tariffs at the end of 2019.
W
 e’re seeing a resurgence in global liquidity which, in our opinion, could
have a positive impact on global economies, including emerging markets.
In our view, there is meaningful opportunity for those that have been hurt
the most by the trade dispute and tariffs to actually benefit the most when
a trade deal gets done, even though the deal may not be as meaningful as
some would wish.

We recently gathered six Lord Abbett investment leaders for a wide-ranging discussion of the current
market and economic environment and to elicit their views on key investment themes for 2020.
Register now for our January 8, 2019,
webinar to hear our investment leaders
discuss these investment themes live!

In this first of a special three-part Market View, our
experts discuss global markets and consider what may be
a new approach to monetary policy on the part of the U.S.
Federal Reserve.

Our panel featured Lord Abbett Partners Thomas O’Halloran, Portfolio Manager for micro-, small-, and
large-cap growth strategies; Giulio Martini, Director of Strategic Asset Allocation; Daniel Solender, Director
of Tax-Free Fixed Income; Leah Traub, a currency expert and Portfolio Manager for Taxable Fixed Income;
and Kewjin Yuoh, Portfolio Manager for Taxable Fixed Income. Tim Paulson, Investment Strategist, moderated the discussion.
When our panel of investment experts last met in May 2019 for a Midyear Outlook, one of the issues
they were eager to address was the decade-long U.S. economic expansion and how much longer it
might last. Was there a recession around the corner? Martini had steadfastly held throughout the year
that there was neither a Fed-induced nor a bubble-led recession in sight – an observation that proved
correct – and that the U.S. economic expansion, although it may be poised to slow a bit, showed few
signs of coming to an end over the short term.
Under those circumstances, it would seem that the U.S. Federal Reserve (Fed) would have no reason
to lower rates, but rather might continue to “normalize” or move them higher from their historically
low levels. That was the panel’s opinion at the midpoint in 2019.
Instead, the Fed lowered its benchmark interest rate three times—in July, September, and October.
From Martini’s perspective, this was the Fed focusing on risk and uncertainty rather than on the
central tendency of U.S. economic growth, and much of that uncertainty was derived from a slowdown
in growth outside of the United States.
“Usually what’s important to the Fed,” Martini said, “is its dual mandate [related to the U.S. economy],
which is to achieve maximum employment with inflation close to 2%, its target. And the Fed is very
close to achieving that dual mandate. But despite that, the Fed was willing to cut a key U.S. rate, even
as the U.S. economy continued on its growth trend – probably because a potentially growing trade war
could slow down global economic growth enough to take them away from those targets.”
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“What surprised me,” he continued “was how preemptive the Fed was in the face of those global
uncertainties. The Fed was willing to cut rates aggressively sooner than it usually does.”
“While we didn’t anticipate those rate cuts,” Yuoh observed, “and one could argue they were perhaps
not necessary, they were nonetheless greatly beneficial for risk valuations.”
According to Martini, the Fed has come to the conclusion that when short-term rates are close to zero
– the point at which monetary policy becomes much less effective –there is a much greater cost to
waiting too long before cutting rates than raising them later than usual. “The research showing this
has been very persuasive in the central banking community and is having an immediate effect on
policy, perhaps around the globe,” Martini said.

The Global Equation
“It’s easy to fall into a bit of a trap here,” Martini opined. “We tend to talk about the world as if all that
matters is the United States and what happens in the United States. But what 2019 showed us was the
importance of economic growth outside of the United States.”
Yuoh agreed. “In this kind of environment,” he said, “the global equation matters even more than the
domestic outlook. When you look at valuations in the U.S. fixed-income markets, they’re already
priced for a kind of domestic nirvana in the sense that you have a 10-year Treasury note with a yield
between 1.5–2%, a Fed that’s on hold, and markets probably returning to historically low volatilities.
The biggest impact on valuations will likely be driven by global events, not domestic – and chief among
those events will be what happens with trade and tariffs at the end of 2019.”
In fact, over the last decade, the biggest driver of global economic growth (accounting for nearly 40%
of it) has been China, added Martini, who also believes that China’s enormous economic influence will
continue just by virtue of its sheer size and determination to succeed in world markets.
“Credit growth in China has started to pick up from a very low point in June,” Martini said. “If that
momentum sustains itself into early 2020, it will be a signal that the Chinese economy is coming back.
And that’s something that will reverberate globally.”
O’Halloran agreed. “We’re seeing some of that confirmed in the price action of leading internet stocks
of Chinese companies listed in the United States” O’Halloran said. “They look very good right now.”
O’Halloran believes that China will improve economically and that the United States and China will
reach a “Phase 1” trade deal before the end of 2019, which will provide a positive influence on global
GDP growth in 2020.

Central Banks on Auto Pilot
With warnings of a global economic slowdown reflecting trade disputes, it wasn’t just the Fed that
lowered rates in 2019. According to Traub, about 60% of all global central banks eased in 2019 after
tightening in 2018. “Some of them are also re-expanding their balance sheets, such as the Fed [has
done] by purchasing low risk U.S. Treasury bills,” she said. “We’re seeing a resurgence in global
liquidity which we believe could have a positive impact on global economies, including emerging
markets.”
“At this point, global central banks are pretty much on autopilot,” Traub said, “I don’t think central
bank policy will be our focus in 2020. When we look at opportunities outside the United States,” Traub
noted “we’re focusing on an improvement in trade and a reduction in the threat of tariffs.” All of
Europe and many emerging markets have been affected by the trade war between China and the
United States, Traub said.
“That’s one of the many ironies of this trade dispute,” Martini added. “The United States declared a
trade war on China. And the first shot it fired hit Germany! Europe really suffered because the German
economy is heavily dependent on manufacturing. They are large producers of capital equipment. As
global trade tensions rose and businesses started to delay capital spending, that hit Germany hard
and the slowdown radiated out into the rest of Europe. The primary beneficiary of a trade deal will be
Europe, because that’s where the impact was felt the greatest.”
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Chart 2: The German Manufacturing Sector Has Declined for 11 Straight Months
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The picture was complicated, Martini said, “by the fact that many central banks in the eurozone and elsewhere are dealing with negative
interest rates, which greatly limits the ability of monetary policy to stimulate the economy.”
“I agree with Giulio,” O’Halloran said. “Looking at the year ahead, there is a big opportunity for those that have been hurt the most by the trade
dispute and tariffs to actually benefit the most when a deal gets done, even though the deal may not be as meaningful as some would wish.”
“The issue of tension between the United States and China,” added Martini, “won’t go away regardless of whether we have a trade deal.
China is challenging the United States more and more as a global leader on many different fronts.”

Political Turmoil
Looking back at 2019, several of our panelists commented on the political turmoil around the globe.
“We’ve certainly seen a very big pickup in political unrest,” Traub observed. “We saw it in the Yellow Vest protests in France, which started
at the end of 2018. Certainly unrest in Hong Kong has been going on for months. And I don’t think Chile was on anyone’s radar as an
economic or political trouble spot, but the economic inequality that’s been very obvious there for some time has become a key factor behind
recent protests in that once stable part of South America.”
When you consider emerging markets, according to Traub, you have to be cognizant of the potential for significant changes in economic
policies that can result from a single election in a period of political transition. “Unlike in the United States,” she said, “institutions and the
rule of law in emerging markets can be less stable and result in significant market volatility.”
Traub is confident, however, that should trade tensions ease, improving global growth will have a positive impact on emerging markets
in 2020.
Next: Lord Abbett investment professionals focus on the United States, with discussions on the outlook for recession, inflation, and
consumer confidence.
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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. Fixed-income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate
events, tax ramifications and other factors. Lower-rated securities are subject to greater credit risk, default
risk, and liquidity risk. Credit risk is the risk that debt issuers will become unable to make timely interest
payments, and at worst will fail to repay the principal amount. 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. 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. There is no guarantee that these investment
strategies will work under all market conditions or are suitable for all investors and each investor should
evaluate their ability to invest long-term, especially during periods of downturn in the market. Investing in
international denominated and/or domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. The securities markets
of emerging countries tend to be less liquid, especially subject to greater price volatility, have a smaller market
capitalization, have less government regulation and may not be subject to as extensive and frequent accounting, financial and other reporting requirements as securities issued in more developed countries.
Statements concerning financial market trends are based on current market conditions, which will fluctuate.
All investments involve risks, including the loss of principal invested.

Monday, December 2, 2019

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 here.
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.
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.

This material is provided for general and educational purposes only. The examples provided are for illustrative
purposes only, and are not indicative of any particular investor situation.

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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