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After a period of relative calm, U.S. markets have witnessed increased volatility in 2018, both in 
equities and in interest rates. Specific to the bond market, yields on the benchmark two-year U.S. 
Treasury note and the 10-year U.S. Treasury bond have increased by 47 basis points (bps) and 40 bps, 
respectively, year to date (as of April 13, 2018). This has led to negative returns in most segments of the 
bond market this year (see Table 1).

Asset classes with limited duration exposure have performed the best. For example, floating-rate 
bank loans (as measured by the Credit Suisse Leveraged Loan Index) are up 1.80% year to date. Within 
investment-grade fixed income, one segment that has provided relative stability has been investment-
grade floating-rate notes (FRNs). 

FRNs are bonds issued by investment-grade companies with floating-rate coupons, typically based 
on a spread over a short-term benchmark rate, such as the three-month London interbank offered rate 
(Libor). Unlike a traditional fixed-rate bond, where the coupon is constant over the life of the bond, the 
coupons on FRNs will reset, generally every three-month period, and adjust up and down with moves in 
Libor. As a result of this structure, floating-rate notes have lower duration and less interest-rate sensi-
tivity than longer-duration fixed-rate bonds. This also leads to lower volatility than longer-duration 
assets, and greater price stability during periods of rising rates. (These FRNs are not to be confused with 
bank loans, which also have floating-rate coupons tied to Libor, but primarily are a below-investment-
grade asset class.) 

Rather than just looking at this year-to-date period, a slightly longer-term view can help illustrate 
the benefits of FRNs. Chart 1 summarizes the monthly performance of the Bloomberg Barclays Invest-
ment Grade Floating Rate Note Index (“FRN Index”) since July 2016, which coincides with the recent low 
point in the 10-year Treasury bond. Since early July 2016 (when the markets were spooked by the surprise 
“Brexit” vote), yields on the two-year Treasury note and 10-year Treasury bond have increased by approx-
imately 180 bps and 150 bps, respectively. Despite this rise in rates, the FRN Index has generated positive 
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TABLE 1. LONGER-DURATION ASSETS ARE FEELING THE IMPACT OF RISING RATES
DATA YEAR TO DATE, AS OF APRIL 12, 2018

Source: Bloomberg Barclays and ICE BofAML.
Investment-grade floating-rate notes represented by Bloomberg Barclays Investment-Grade Floating-Rate Note Index. High yield represented by ICE BofA ML U.S. High 
Yield Index. U.S. Treasury (1-5 years) represented by Bloomberg Barclays U.S. Treasury (1-5 year) Index. U.S. Treasury represented by Bloomberg Barclays U.S. Treasury 
Index. The historical data shown are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. 
Past performance is not a reliable indicator or guarantee of future results.
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INDEX YEAR-TO-DATE PERFORMANCE

Barclays Investment Grade FRN Index 0.60%

BAML US High Yield Index 0.05%

Barclays US Treasury (1-5 Year) Index -0.57%

Barclays US Treasury Index -1.58%

Barclays US Aggregate Index -1.70%

Barclays US Corporate Bond Index -2.38%
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returns in each month. The U.S. Treasury Bill Index (“T-Bill Index”), which also has very little duration exposure, has also been positive 
each month. But given the higher coupon income, FRNs have generated higher total returns. In fact, as of April 12, 2018, over the trailing 
year the FRN Index has generated twice the total return of the T-Bill Index (2.18% versus 1.09%).

While FRNs have generated positive returns in the face of rising rates, the move in rates has created the potential for higher income going 
forward. We recently highlighted some of the dynamics leading to increasing rates on Libor and other very short-term instruments. As the 
U.S. Federal Reserve (Fed) clearly has indicated its intention to continue on its path of raising the target fed funds rate, yields on other short-
term instruments, including Treasury bills, commercial paper, Libor, and other instruments priced off Libor, have been increasing. For 
example, as seen in Chart 2, the average coupon in the FRN Index now stands at 2.60%, compared with less than 1.0% in early 2016.
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CHART 1. HISTORICALLY, FLOATING-RATE NOTES HAVE GENERATED POSITIVE RETURNS AMID RISING RATES
MONTHLY RETURNS VERSUS TREASURY BILLS, JULY 2016–MARCH 2018

Source: Bloomberg Barclays and ICE BofAML.  
Floating rate notes represented by Bloomberg Barclays Investment-Grade Floating Rate Note Index. Short-term rates represented by ICE BofAML U.S. Treasury Bill Index. The historical data shown are for illustrative purposes only 
and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results.
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CHART 2. MOST SHORT-TERM RATES HAVE BEEN RISING
RATES ON SHORT-TERM INSTRUMENTS, APRIL 15, 2015–APRIL 15, 2018

Source: Bloomberg.  
Commercial paper is the average yield in the 30-Day A2/P2 Non-Financial Commercial Paper Interest Rate Index. IG FRN is the average coupon in the Bloomberg Barclays Investment Grade Floating Rate Note Index. The historical 
data shown are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results.
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Summary

Recent increases in short-term rates have created more attractive opportunities for income in very short-maturity instruments. Given 
their floating-rate nature, FRNs could continue to see increasing yields if short-term rates continue to rise. Diversified, ultra-short bond 
portfolios that can combine investment-grade floating-rate notes with commercial paper and other short-term securities can provide 
investors with a source of additional return above cash or Treasury bills, with a high degree of liquidity, limited credit risk, and limited 
interest-rate risk. Recent experience shows that such strategies can be a source of portfolio stability amid volatility in interest rates and 
equity markets. 

https://www.lordabbett.com/en/perspectives/fixedincomeinsights/is-wider-libor-ois-gap-something-to-worry-about.html
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IMPORTANT INFORMATION
Past performance is not a reliable indicator or a guarantee of future results. 
A Note about Risk: 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.  U.S. Treasuries are debt obligations 
issued and backed by the full faith and credit of the U.S. government. Although Treasuries are considered to 
have low credit risk, they are affected by other types of risk—mainly interest rate risk (when interest rates 
rise, the market value of debt obligations tends to drop) and inflation risk. 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. Lower-rated bonds carry greater risks than higher-
rated bonds. 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 struc-
ture, 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.
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.
There is no guarantee that the floating-rate loan market 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 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 above.
Any examples provided are for informational purposes only and are not intended to be reflective of actual results.
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.
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.
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 Investment Grade Floating Rate Note Index measures the performance of 
U.S.-denominated, investment-grade, floating-rate notes across corporate and government-related sectors.

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 compo-
nents for government and corporate securities, mortgage pass-through securities, and asset-backed securities.
The Bloomberg Barclays U.S. Corporate Bond Index includes all publicly held issued, fixed-rate, 
nonconvertible investment-grade corporate debt. The index is composed of both U.S. and Brady bonds.
The Bloomberg Barclays U.S. Treasury Index is the U.S. Treasury component of the Bloomberg Barclays 
U.S. Government Index. The index includes public obligations of the U.S. Treasury with a remaining maturity 
of one year or more.
The Bloomberg Barclays U.S. Treasury (1-5 year) Index is a component of the Bloomberg Barclays U.S. 
Government Index.
The ICE BofAML U.S. High Yield Index tracks the performance of U.S. dollar denominated below invest-
ment grade corporate debt publicly issued in the US domestic market.
The ICE BofAML U.S. Treasury Bill Index tracks the performance of U.S. dollar denominated U.S. Trea-
sury Bills publicly issued in the U.S. domestic market. Qualifying securities must have at least one month 
remaining term to final maturity and a minimum amount outstanding of $1 billion.
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 CON-
NECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND LORD 
ABBETT, OR ANY OF ITS PRODUCTS OR SERVICES.
The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-
denominated leveraged-loan market.
The A2/P2 Nonfinancial Commercial Paper Interest Rate Index is calculated daily by the U.S. Federal 
Reserve from data supplied by The Depository Trust & Clearing Corporation and is a statistical aggregation 
of numerous data reflecting many trades for different issuers in the commercial-paper 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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