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Getting Up 
to Date on Floating Rate
Even after a strong rally to start 2019, bank loans continue to offer the potential for attractive 
income and total return, along with portfolio diversification.    

Stephen Hillebrecht, CFA
Fixed Income Product Strategist

Contributing Strategist

Chart 1. The Recent Climb in U.S. Bank Loan Coupons Offers the Potential for Higher Income
Average coupon rate in the Credit Suisse Leveraged Loan Index, April 30, 2014–April 30, 2019

Source: Credit Suisse. For illustrative purposes only and does 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. Due to market volatility, the asset class depicted in this chart may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not 
available for direct investment.
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In Brief

n  Floating-rate bank loans experienced volatility in late 2018, but have recovered strongly in the first four 
months of 2019.

n  Meanwhile, the asset class continues to feature a long-term record of attractive risk-adjusted returns, 
along with a current default rate that is well below the historical average.

n  Regardless of the future direction of interest rates, we believe bank loans remain an appealing option 
for investors seeking income, total return, and portfolio diversification.
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Market View last looked at floating-rate bank loans in early January, just as the equity and credit 
markets were emerging from a very difficult fourth quarter of 2018. What has happened since? Like 
most other asset classes, bank loans have experienced a strong recovery in 2019 (through April 30) as 
many of the fears that we believe drove the late 2018 volatility have dissipated: namely, concerns about 
an over-aggressive U.S. Federal Reserve (Fed) tightening cycle, a prolonged trade war, and slowing 
global growth, particularly out of China. 

Given the rebound, we thought it would be a good time to take a closer look at the asset class by 
examining some key metrics.

Performance
As mentioned earlier, the loan market bounced back in the first four months of 2019, with the bench-

mark Credit Suisse Leveraged Loan Index (the loan index) up 5.42% through April 30. While this has 
lagged the 8.90% rally in the ICE BofAML U.S. High Yield Bond Index during the same period, loans 
outperformed high yield by a significant margin during the risk-off environment last year. Taken 
together, loans have provided similar returns to the high yield index since the beginning of 2018. 
Relative to investment grade bonds, loans are well ahead of the 2.97% return of the Bloomberg Barclays 
U.S. Aggregate Bond Index. This solid performance of floating rate came despite the decline in U.S. 
Treasury yields this year, which has provided a tailwind to longer duration, investment-grade bonds.

Taking a longer-term view, despite persistent negative investor sentiment surrounding the asset 
class, bank loans have provided higher risk-adjusted returns than both investment-grade and high-
yield bonds over the past three and five years (see Chart 2), as loans have had higher returns than 
investment grade bond and lower volatility than high yield, resulting in a higher Sharpe ratio than 
either bond index.
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Chart 2. U.S. Bank Loans Have Provided Attractive Risk-Adjusted Returns in Recent Years
Average annual return, standard deviation (volatility), and Sharpe ratio for the indicated periods through April 30, 2019  
(three-year period for scatter plot)

AS OF 4/30/19
Performance (%) Sharpe Ratio

3 year 5 year 3 year 5 year

Bank Loans 5.76 4.11 1.63 1.13
U.S. Aggregate Bond 1.90 2.57 0.18 0.60

High Yield 7.77 4.84 1.53 0.72

Source: Morningstar. Bank Loans=Credit Suisse Leveraged Loan Index. High Yield=ICE BofAML U.S. High Yield Index. US Aggregate Bond=Bloomberg Barclays 
U.S. Aggregate Bond Index. The information shown is for illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any 
particular investment. Indexes are unmanaged and are not available for direct investment. Past performance is not a reliable indicator or a guarantee of 
future results.

https://www.lordabbett.com/en/perspectives/marketview/bank-loans-whats-state-floating-rate.html


3

MARKET VIEW      Monday, May 6, 2019      

Valuations
As most markets came under significant selling pressure at the end of 2018, the average price in the 
loan index declined by about 4.5 points to $94.10. The index has since recovered about 75% of the price 
drop, but the average price in the index remains over a point below the highs from last October (see 
Chart 3). 
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Chart 3. U.S. Bank Loan Prices Remain below Recent Highs
Credit Suisse Leveraged Loan Index average US$ price, April 30, 2014–April 30, 2019

Source: Credit Suisse. For illustrative purposes only and does 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. Due to market volatility, the asset class depicted in this chart may not perform 
in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

But prices cannot be viewed in a vacuum: for loans, the coupon income is typically the major driver 
of total returns. While the average coupon in the loan index has come off its recent highs, following 
the recent decline in the benchmark LIBOR rate, the average coupon in the index remains above 
6.1%. That’s near the highest levels since before the financial crisis in 2008-09, providing attractive 
current income in today’s environment (see Chart 1 on first page).

Credit Environment 
The credit environment for below-investment grade issuance remains extremely benign, in our view. 
As of April 30, the trailing 12-month default rate for bank loans was 1.29%, well below the long term 
average (see Chart 4). In our base case scenario of continued positive growth in the U.S. economy, 
defaults are expected to remain low.
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Source: J.P. Morgan. Data as of April 30, 2019.
Past performance is not a reliable indicator or guarantee of future results. For illustrative purposes only and does not represent any specific portfolio 
managed by Lord Abbett or any particular investment.
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Chart 4. U.S. Bank Loan Defaults Are Near Multi-Year Lows
U.S. leveraged loan default rate, April 30, 2003–April 30, 2019

Supply and Demand
One of the issues facing bank loans has been the technical headwinds from mutual fund flows. Retail 
investors appear to have taken a one-dimensional view on the asset class: they tend to tactically 
allocate to loans as they perceive rates are heading higher, and then exit their positions as their rate 
predictions change. While bank loans historically have delivered high current income, attractive risk-
adjusted returns, and portfolio diversification benefits given their negative correlation with invest-
ment grade bonds, many retail investors tend to focus solely on loan coupons’ adjustment to interest 
rates. Bank loan mutual funds have been in consistent outflows since October 2018, based on data 
from Lipper, with $34 billion in net outflows from October 2018 through the end of April 2019. Encour-
agingly, those outflows have diminished substantially in recent weeks, suggesting this headwind may 
be dissipating.

But few seem to be aware that mutual funds only make up about 10% of the asset class. Over half of 
the market is held by collateralized loan obligations (CLOs). According to data from J.P. Morgan, net 
issuance of CLOs has totaled $45 billion year to date through April 30, 4% ahead of last year’s pace, 
creating demand that has more than offset the $13 billion in mutual fund outflows over that period. 
Meanwhile, from a supply standpoint, net new issuance of bank loans of $66 billion is down sharply 
from last year, a decline of 28% from last year’s pace.

Going Forward
The relatively strong performance of the equity and credit markets so far in 2019 would seem to 
suggest that the volatility in the fourth quarter may have been an over-reaction to some of the poten-
tial risks in the market at the time. As the markets seem to have become more comfortable with the 
intentions of the Fed and the pace of economic growth, the “risk-off” sentiment has been reversed and 
the markets have recovered quite dramatically. 
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We believe that the fears of an impending recession have been overblown, and most economic indica-
tors point to a continuation of positive economic growth. This environment of positive economic 
growth—but not growth at a pace that is robust enough to trigger an uptick in inflation or aggressive 
Fed tightening—presents a very positive backdrop for credit, including high yield bonds and bank 
loans. In this environment, defaults should continue to remain low, and spreads have the potential to 
tighten further from here.   

While bank loans have had a strong rally this year, they have not kept pace with the historic start to the 
year in high yield. With that move, the loan market is in the unusual situation of offering higher yields 
than the high yield bonds, despite their senior, secured position relative to bonds. In other words, for 
those investors looking for sources of yield and diversification for core bond allocations, bank loans 
can provide higher yields and wider spreads than high yield bonds, while moving up to a senior position 
in the capital structure.

Table 1. Bank Loans Recently Offered Higher Yields than High Yield
Data as of April 30, 2019

Source: Credit Suisse and ICE Data Indices. For illustrative purposes only and does 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. Due to market volatility, the asset class depicted in this chart 
may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct 
investment.

Yield Spread Duration

Credit Suisse Leveraged Loan Index 6.60% 429 bps n/a

ICE BofAML U.S. High Yield Index 6.20% 411 bps 3.62 yrs

So far this year, mutual fund flows would suggest retail investors have had a renewed appetite for high 
yield bonds, but sentiment seems to be negative toward bank loans. Part of the negative sentiment 
comes from a view on rates: if the Fed is likely to remain on hold for the foreseeable future, and 
perhaps even cut rates, some would say that there is little incentive to own floating rate loans. Given 
their high current income, and an anticipated environment of continued low defaults, we believe that 
loans have the potential to deliver attractive returns without the benefit of rising rates. 

Bank Loans: Much More Than an Interest-Rate Play
It was just a few months ago that the consensus view held the belief that the Fed was likely to raise 
rates another three times in 2019. Today, the consensus seems convinced that the Fed is on hold, or 
may even cut rates. What are the chances the popular view on rates may change once again in the next 
six months? Would it not make sense to have some portion of your portfolio allocated to bank loans to 
diversify fixed income portfolios, generate attractive income regardless of what the Fed does next, and 
potentially benefit from rising rates in the future? 

In that regard, we think a professionally managed portfolio of floating-rate bank loans—which can 
provide a source of high current income, with a history of delivering attractive risk-adjusted returns, 
and potential portfolio diversification benefits given their low correlation with other asset classes—
deserves strong consideration. 
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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.  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. High-yield securities, some-
times 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 
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

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

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 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.

Glossary

Basis point is a financial unit of measurement that is 1/100th of 1%. 

Collateralized loan obligations (CLOs) are structured finance securities collateralized pre-
dominantly by a pool of below investment grade, first lien, senior secured, syndicated bank loans, 
with smaller allocations to other types of investments such as middle market loans and second lien 
loans. CLO debt issued to investors consists of several tranches, or layers, with different payment 
priorities and, in turn, differing credit quality and credit ratings.

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.

LIBOR (London Interbank Offered Rate) is an interest rate at which banks can borrow funds, 
in marketable size, from other banks in the London interbank market. The LIBOR is fixed on a daily 
basis by the British Bankers’ Association. The LIBOR is derived from a filtered average of the world’s 
most creditworthy banks’ interbank deposit rates for larger loans with maturities between overnight 
and one full year.

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

Spread is the percentage difference in current yields of various classes of fixed-income secu-
rities 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 percent-
age point).

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.

A yield spread is the difference in yield between two bonds, usually of similar maturity but 
different credit quality.

The Bloomberg Barclays U.S. Aggregate Bond Index is an unmanaged index composed of 
investment-grade securities from the Bloomberg Barclays Government/Corporate Bond Index, 
Mortgage-Backed Securities Index and the Asset-Backed Securities Index.

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

The ICE BofAML U.S. High Yield Constrained Index is a capitalization-weighted index of 
all US dollar denominated below investment grade corporate debt publicly issued in the U.S. 
domestic market.

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 COM-
PLETENESS 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 & CO. LLC., OR ANY OF ITS PRODUCTS OR 
SERVICES.

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

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 sugges-
tion 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 finan-
cial 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 informa-
tion Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and com-
pleteness 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.

Copyright © 2019 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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