
MARKET VIEW
BONDS:  CONSIDER SHORT-D URAT ION CORPORAT ES IN 2016 

In a difficult year to generate returns in bonds, or many other asset classes for that matter,  
short-term corporate bonds were able to hold up relatively well.  

MONDAY, JANUARY 4, 2016

For much of 2015, investors were focused on anticipating the 
actions of the U.S. Federal Reserve (Fed). In fact, ever since former 
Fed chairman Ben Bernanke first mentioned the idea of tapering 
asset purchases back in May 2013, the markets have been waiting 
for the Fed to begin raising the fed funds target rate. They finally 
witnessed that first move, with a 25 basis-point increase on 
December 16, 2015. 

With the date of “liftoff” now behind us, the Fed is likely to be the 
center of attention once again as investors fret over the pace and 
magnitude of subsequent rate hikes in 2016. Inevitably, the words of 
current Fed chairwoman Janet Yellen and her colleagues will be 
parsed in an attempt to anticipate future Fed actions.

It is important to realize, however, that many parts of the bond 
market have already been adjusting to a world of higher interest 
rates, especially for shorter maturities. While the yield on the 
10-year U.S. Treasury bond (2.30% as of December 30, 2015) is cur-
rently about 70 basis points (bps) higher than where it traded before 
the “taper tantrum” of 2013, it has been trading in a fairly narrow 

range over the past six months. 
But, as the accompanying charts illustrate, there have been 

more dramatic moves in other segments of the market. The 
two-year Treasury note, for example, traded at a yield of 1.10% on 
December 30, the highest level in five years, and 90 bps higher than 
the lows of May 2013.

The moves in credit have been even more extreme. With sharply 
wider credit spreads on high-yield bonds over the past 18 months, 
primarily due to stress among commodity-related sectors of the 
market, the average yield in the Merrill Lynch U.S. High Yield  
Constrained Index hit a peak of 9.07%, before settling in at 8.80% at 
year-end, nearly 400 bps above the lows of mid-2014. In short-term 
corporate bonds, the combination of the 90 basis-point move in the 
two-year Treasury and wider credit spreads resulted in a 147 basis-
point yield move in the Merrill Lynch 1-3 year BBB-rated U.S. Cor-
porate Index from the lows of 2014. 

Despite these dramatic moves in yields, short-term corporate 
bonds still generated positive returns in 2015. Although these 
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CHART 1. BONDS ARE ANTICIPATING A WORLD OF HIGHER INTEREST RATES
YIELDS ON SELECT FIXED-INCOME ASSET CLASSES, APRIL 30, 2013–DECEMBER 31, 2015

Source: Morningstar Direct.
Short-term corporate bonds are represented by the BofA Merrill Lynch 1-3 Year U.S. Corporate Index. High-yield bonds are represented by the BofA Merrill Lynch U.S. High 
Yield Master II Index. Asset classes selected are intended to be representative of the broad bond market.  Other asset classes may have performed differently. 
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Past performance is no guarantee of future results. For illustrative 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 and expenses, and are not available for direct investment. Due to market volatility, the market may not perform in a similar manner in the future.



returns can be described as modest at best, they came in an envi-
ronment of higher Treasury yields, wider credit spreads, and 
negative returns in many other parts of fixed income. 

How can this be the case? The first factor is simply one of the 
basics of having a low duration. With a true short-duration strategy, 
big changes in yields have only a modest impact on prices relative to 
longer-duration strategies. The second factor to consider is that the 
change in price is just one component of total return.  While higher 
yields lead to lower prices on securities, the income generated from 
bonds historically has been the primary driver of the total return on 
investment. 

In a difficult year to generate returns in bonds, or many other 
asset classes for that matter, short-term corporate bonds were 
able to hold up relatively well. This should not come as a surprise. 
As we have pointed out in the past, short-term corporate bonds 
have consistently generated positive returns, even during periods of 
rising long-term interest rates, and during periods of rising short-
term interest rates. And given their low duration, short-term corpo-
rate bonds tend to be less volatile than longer-duration bonds,  
particularly during times of market stress.

What about the months to come? In addition to having limited 
interest-rate sensitivity, short-duration strategies have the benefit 
of consistent cash flow from bond maturities as well as coupon 
payments that can be reinvested at today’s prevailing higher yields. 
That sets up the opportunity for higher yields and the potential for 
higher returns going forward. 

Predicting the direction of interest rates has proven to be a very 
difficult exercise, but a slow, gradual adjustment higher in interest 
rates seems to be the consensus view for 2016. The U.S. economy 
appears to be on a continued course of positive, but less than robust, 
economic growth.  Given their long track record of positive returns 
with limited volatility, the higher yields available on short-term  
corporate bonds today make them an attractive alternative as we 
enter 2016.

IMPORTANT INFORMATION

A Note about Risk: The value of investments in fixed-income securities will change as interest rates fluctu-
ate 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. Bonds may also be subject to other types of risk, such 
as call, credit, liquidity, interest-rate, and general market risks. High-yield securities, sometimes called junk 
bonds, 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 would adversely affect the loan’s value. 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. Lower-rated bonds may be subject to greater risk than higher-
rated bonds. No investing strategy can overcome all market volatility or guarantee future results.
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.
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 BofA  Merrill Lynch 2-Year U.S. Treasury Index is a subset of the BofA Merrill Lynch U.S. Treasury 
Index including all securities with a remaining term to final maturity of two years.  
The BofA Merrill Lynch 1-3 Year U.S. Corporate Index is an unmanaged index comprised of U.S. dollar-
denominated investment-grade corporate debt securities publicly issued in the U.S. domestic market with 
between one and three years remaining to final maturity.
The BofA Merrill Lynch U.S. High Yield Constrained Index is a capitalization-weighted index of all U.S. 
dollar-denominated below investment-grade corporate debt publicly issued in the U.S. domestic market. 
Qualifying securities must have a below investment-grade rating (based on an average of Moody’s, S&P and 
Fitch), at least 18 months to final maturity at the time of issuance, at least one year remaining term to final 
maturity as of the rebalancing date, a fixed coupon schedule and a minimum amount outstanding of $100 
million. The index caps individual issuers at 2%. Index constituents are capitalization-weighted, based on 
their current amount outstanding, provided the total allocation to an individual issuer does not exceed 2%. 
Issuers that exceed the limit are reduced to 2%, and the face value of each of their bonds is adjusted on a 
pro-rata basis. The face values of bonds of all other issuers that fall below the 2% cap are increased on a 
pro-rata basis. In the event there are fewer than 50 issuers in the Index, each is equally weighted and the 
face values of their respective bonds are increased or decreased on a pro-rata basis.
The BofA Merrill Lynch U.S. High Yield Master II Index tracks the performance of U.S. dollar denomi-

nated below investment grade corporate debt publicly issued in the US domestic market. Qualifying securities 
must have a below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 
months to final maturity at the time of issuance, at least one year remaining term to final maturity as of the 
rebalancing date, a fixed coupon schedule and a minimum amount outstanding of $100 million. 
The 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. 
A basis point is one one-hundredth of a percentage point.
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.
The fed funds rate is the interest rate at which a depository institution lends immediately available funds 
(balances at the Federal Reserve) to another depository institution overnight.
Spread is the difference in yield between two different investments.
Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s 
market price.
The credit quality of the securities in a portfolio is assigned by a nationally recognized statistical rating 
organization (NRSRO) such as Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditwor-
thiness.  Ratings range from ‘AAA’ (highest) to ‘D’ (lowest).  Bonds rated ‘BBB’ or above are considered invest-
ment grade.  Credit ratings ‘BB’ and below are lower-rated securities.  High yielding, non-investment-grade 
bonds involve higher risks than investment-grade bonds.  Adverse conditions may affect the issuer’s ability to 
pay interest and principal on these securities
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 docu-
ment 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.
Copyright © 2016 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

MV-01-04-16

INVESTMENT-LED. INVESTOR-FOCUSED.

TABLE 1. SHORT-TERM CORPORATES GENERATED  
POSITIVE RETURNS IN 2015

TOTAL RETURNS AS OF 12/31/2015 YEAR-TO-DATE

Bank of America ML 1-3 Year U.S. Corporate 1.01%

Bank of America ML 1-3 Year BBB U.S. Corporate 0.74%

Bank of America ML 2-Year U.S. Treasury 0.46%

Barclays Aggregate 0.55%

MORNINGSTAR CATEGORY AVERAGES  

Morningstar Short-Term Bond 0.16%

Morningstar Intermediate-Term Bond -0.32%

Morningstar Non-Traditional Bond -1.49%

Morningstar Multi-sector Bond -2.27%

Morningstar High Yield Bond -4.06%
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