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The Case for Adding Credit
to a Core Bond Portfolio
In our view, 2020 remains a year when taking some exposure to risk assets, including credit-sensitive
bonds, could potentially be rewarding for fixed-income investors.
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Chart 1. Historically, Credit-Sensitive Bonds Have Consistently Outperformed U.S. Treasuries Over the Long Term
Credit Sector Returns Relative to Treasuries1 (as of December 31, 2019)
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Sources: Bloomberg Barclay indexes, Bloomberg, and Morningstar. For illustrative purposes only. Past performance is not a reliable indicator or guarantee of future results.
1
Bloomberg Barclays U.S. Treasury Bond Index.
2
Bloomberg Barclays U.S. Corporate Bond Index.
3
ICE BAML U.S. High Yield Index.
4
The JP Morgan GBI-EM Global Diversified Index. Rolling five-year returns as of December 31, 2019.
Beginning dates for the rolling five-year return series are the inception dates of the respective indexes.
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W
 hile credit exposure paid off for investors in 2019, we believe the U.S.
economic backdrop continues to remain supportive for 2020.
T
 he long-term performance of credit-sensitive bonds over the safety of
government-related securities suggests that investors may want to
maintain a strategic allocation to credit.
Investors may want to consider a flexible multi-sector strategy that can
provide diversified exposure to multiple sources of returns and may offer
the potential for higher total returns relative to core bonds over a full
market cycle.

As we highlighted in our recent 2020 Investment Outlook, we believe the environment remains supportive of the credit markets. While credit spreads are below their long-term average, we believe we
will see continued economic growth with little sign of a U.S. recession on the horizon. If paired with
low inflation and an accommodative central bank policy, a positive backdrop for investment-grade and
high-yield credit sectors may remain. We prefer taking on credit risk to duration risk in fixed income;
with the negative term premium in U.S. Treasury bonds, there is little compensation for taking on
duration risk in fixed income today.
Given that many investors tend to have a large portion of their portfolios allocated to “core” bonds –
strategies that are heavily weighted toward longer-duration, government-related securities – an allocation to credit can serve potentially as a complement and provide portfolio diversification.
However, there seems to be investor bias towards safety, especially now that we are in the midst of the
longest U.S. economic expansion (although not the strongest) on record, and spreads are below
average. Investors seem comfortable taking on the duration risk of core bonds, but are hesitant to
increase allocations to credit-sensitive sectors, including lower-rated corporate bonds. But as indicated in the data in the accompanying chart looking at long term performance, investors may be wellserved to maintain an allocation to credit in their portfolios.
Chart 1 summarizes the results of rolling five-year periods comparing the returns of various creditsensitive sectors relative to U.S. Treasury securities over a longer term. The analysis shows that highyield bonds, for example, have outperformed Treasuries in 83% of the rolling five-year periods dating
back to the period ended 1991. During episodes of economic uncertainty or market volatility, credit
spreads will tend to widen and credit-sensitive sectors will tend to underperform Treasuries. But over
longer historical holding periods, the additional spread that high-yield bonds offer to compensate
investors for additional credit risk generally leads to higher returns over time. This would suggest
that investors may want to consider high yield as a strategic allocation, rather than trying to time the
market by tactically moving in and out of the asset class.
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Chart 2. A Broad Range of Opportunities for Income
% Yields (as of December 31, 2019)
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Sources: Bloomberg Barclays and JP Morgan indexes. (See Glossary of Terms for index definitions.) For illustrative purposes only.
Past performance is not a reliable indicator or guarantee of future results.

A similar story can be seen when reviewing performance of investment-grade corporate bonds, which
have outperformed U.S. Treasuries in 85% of periods dating back to 1984, and in emerging-market
sovereign bonds, which outperformed in 96% of periods dating back to 1998. While it is difficult to
accurately predict short-term market moves, over longer holding periods allocating to credit has historically paid off for investors.
Investors can access these segments of the market through dedicated, single-asset strategies, or in
a diversified multi-sector strategy that has the flexibility to invest across these sectors. Those who
may not want a full allocation to high yield, for example, given the current level of spreads, may wish
to consider a more diversified multi-sector strategy that includes an allocation to U.S. high yield, as
well as U.S. investment-grade corporate bonds, emerging market bonds, securitized products, and
government-related securities.
Within each segment, there can be a wide dispersion of returns and spread opportunities. Within leveraged credit sectors, for example, we see relatively rich valuations within ‘BB’-rated bonds and bank
loans, and more attractive valuations in other quality segments. As such, investors may benefit from
a diversified portfolio with the flexibility to invest across multiple asset classes, and can adapt the
portfolio positioning for the market environment, looking for relative value across countries, sectors,
industries, and credit quality segments.

Summing Up
While credit exposure paid off for investors in 2019, we believe the economic backdrop remains supportive for 2020. As Giulio Martini, Lord Abbett Partner and Director of Strategic Asset Allocation,
stated in our 2020 Investment Outlook, “… in our view, 2020 remains a year where a position of taking
exposure to risk assets: stocks, both U.S. and non-U.S., and credit, could continue to be very rewarding to
investors.” But the long-term performance of credit-sensitive bonds over the safety of governmentrelated securities suggests that investors may want to maintain a strategic allocation to credit. A
flexible multi-sector strategy that can provide diversified exposure to multiple sources of returns, and
the flexibility to adapt to the market environment may offer the potential for portfolio diversification
and higher total returns relative to core bonds over a full market cycle.
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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. 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. Bonds may also be subject to other types of risk, such as call, credit, liquidity, interest-rate, and
general market risks. 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.
Diversification does not assure a profit or protect against loss.
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.
Forecasts and projections are based on current market conditions and are subject to change without notice.
Projections should not be considered a guarantee.
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.
Glossary of Terms
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.
A basis point (bp) is one one-hundredth of a percentage point.
Duration is a measure of the sensitivity of the price (the value of principal) of a fixed-income investment to a
change in interest rates.
Spread is the percentage difference in current yields of various classes of fixed-income securities versus
Treasury bonds or another benchmark bond measure. A bond spread is often expressed as a difference in percentage points or basis points (which equal one-one hundredth of a percentage point).
The yield on a security is the amount of cash (in percentage terms) that returns to the owners of the security,
in the form of interest or dividends received from it.
The Bloomberg Barclays Global Treasury Index tracks fixed-rate, local currency government debt of
investment grade countries, including both developed and emerging markets. The index represents the treasury
sector of the Global Aggregate Index and contains issues from 37 countries denominated in 24 currencies.
The Bloomberg Barclays Global Aggregate Bond Index is a broad-based measure of the global investment-grade, fixed-income markets.
The Bloomberg Barclays U.S. Aggregate Bond covers the U.S. investment-grade fixed-rate bond market,
with index components for government and corporate securities, mortgage pass-through securities, and assetbacked securities.
The Bloomberg Barclays U.S. Corporate High Yield Bond Index is a market value-weighted index which
covers the U.S. non-investment grade fixed-rate debt market. The index is composed of U.S. dollar-denominated corporate debt in the industrial, utility, and finance sectors.
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The J.P. Morgan Emerging Markets Bond Index Global Diversified (“EMBI Global”) tracks U.S. dollardenominated emerging-market sovereign bonds. The yields are the individual ratings of that index.
ICE BAML US High Yield Index tracks the performance of U.S. dollar denominated below investment-grade
corporate debt publicly issued in the U.S. domestic market.
ICE BofAML Index Information:
Source: ICE Data Indices, LLC (“ICE”), used with permission. ICE PERMITS USE OF THE ICE BofAML INDICES AND
RELATED DATA ON AN “AS IS” BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE
SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE ICE BofAML INDICES OR ANY
DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE
USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND LORD ABBETT, OR ANY OF ITS
PRODUCTS OR SERVICES.
Bloomberg Barclays Index Information:
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and
service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license.
Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees
the accuracy or completeness of any information herein, or makes any warranty, express or implied,
as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The credit quality of the securities are 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 creditworthiness. Ratings
range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above are considered investment grade. Credit
ratings ‘BB’ and below are lower-rated securities (junk bonds). High-yielding, non-investment-grade bonds
(junk bonds) involve higher risks than investment-grade bonds. Adverse conditions may affect the issuer’s
ability to pay interest and principle on these securities.
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.

The Bloomberg Barclays Corporate A-Rated Bond Index is the A component of the U.S. Corporate Investment Grade index. The U.S. Corporate Investment Grade index includes publicly issued U.S. corporate and
specified foreign debentures and secured notes that meet the specified maturity, liquidity, and quality requirements. Other subcomponents include the Bloomberg Barclays U.S. B Corporate Bond Index, the Bloomberg
Barclays U.S. BB Corporate Bond Index, the Bloomberg Barclays U.S. BBB Corporate Bond Index, and the Bloomberg Barclays U.S. CCC Corporate Bond Index.
The Bloomberg Barclays U.S. High Yield Index covers the universe of fixed rate, non-investment grade
U.S. debt. Canadian and global bonds (SEC registered) of issuers in non-emerging market countries are
also included.
The Bloomberg Barclays U.S. Treasury Bond Index is the U.S. Treasury component of the U.S. Government
Index. The index includes public obligations of the U.S. Treasury with a remaining maturity of one year or more.

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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