
Market view
Bonds:  The Real Winn eRs in T h e YeaR of T h e TapeR 

Short-term and credit-sensitive securities held up relatively well in a tough market.

TuesdaY, MaY 27, 2014

ChaRT 1. shoRT-TeRM CoRpoRaTe Bonds, Bank loans, and high-Yield Bonds have WeaTheRed The TapeRing
Growth of a $100 investMent, May 22, 2013–May 22, 2014

source: Morningstar, Credit suisse, and federal reserve.
1 represented by the Credit suisse high yield index. 2 represented by the Credit suisse Leveraged Loan index. 3 represented by the Bofa Merrill Lynch 1–3 year U.s. Corporate 
BBB-rated index. 4 represented by the Barclays U.s. aggregate Bond index. 5 represented by the Bofa Merrill Lynch 10-year U.s. treasury index.

Past performance is no guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not 
intended to predict or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Investors may experience different results. Due to market 
volatility, the market may not perform in a similar manner in the future.

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 rates rise, prices tend to 
fall. 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. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting individual companies, particular 
industries or sectors, or general market conditions. 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.

one year has passed since Ben Bernanke, then federal reserve 
chairman, told Congress that the fed could soon begin “tapering” 
its $85 billion bond-buying program, setting off alarm bells in some 
quarters about the likely effect on asset values. it’s now clear that 
while some fixed-income markets have struggled, not all were 
equally affected. 

the fed’s bond-buying program, which involved making monthly 
purchases of $45 billion of treasury securities and $40 billion of 
mortgage-backed securities, had helped keep the interest rates low, 
thereby encouraging borrowing, home buying, consumer spending, 
and economic growth. Low interest rates also encouraged investors 
to move out of bonds and into riskier asset classes, resulting in a 
strong stock market. the prospect of an end to this program was 
therefore some cause for concern. 

as we noted in June 2013, in this kind of environment, certain 
classes of fixed income, especially high-quality “core” holdings, would 
be more vulnerable than short-term and credit-sensitive alternatives. 
as Chart 1 shows, the Barclays aggregate Bond index, a proxy for such 
core-quality securities, has remained essentially flat since tapering 
was mentioned on May 22, 2013. in contrast, short-term corporate 
bonds, high-yield bonds, and bank loans have been relatively strong. 

what’s in store for interest rates over the next 12 months? in May, 
the fed reduced its bond buying by another $10 billion, cutting its 
monthly purchases to $45 billion. if reductions continue at this pace, 
tapering could be completed by october 2014. the fed will then 
consider when to begin to raise short-term interest rates, which 
fed Chairwoman Janet yellen has hinted could occur as soon as six 
months after tapering is finished. 
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in this scenario, will these more resilient asset classes continue 
to hold up? Given that this plan to tighten monetary policy is depen-
dent on continued improvements in the economy, it is not unrealistic 
to expect that economic growth as well as corporate earnings would 
strengthen during this period. this would be likely to lend support to 
convertibles, bank loans, and high-yield bonds.

Longer term, investors should expect interest rates to return to 
normal. as Zane Brown, Lord abbett Partner and fixed income 
strategist, has noted, this could occur in as little as three years and 
as long as six years. “in either case, short-term and credit-sensitive 
securities are likely to outperform higher-quality bonds.”

IMPORTANT INFORMATION

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, fixed-income prices fall, and when 
interest rates fall, fixed-income 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. 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. Convertible securities have both equity and fixed-
income risk characteristics. Like all fixed-income securities, the value of convertible securities is susceptible to the risk of market losses attributable to changes in interest rates. Generally, the market value of convertible 
securities tends to decline as interest rates increase and, conversely, to increase as interest rates decline. No investing strategy can overcome all market volatility or guarantee future results.

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. There is no guarantee that the high-yield market will perform in a similar manner under 
similar conditions in the future.

The Barclays U.S. Aggregate Bond Index is an unmanaged index composed of securities from the Barclays Government/Corporate Bond Index, Mortgage-Backed Securities Index, and Asset-Backed Securities Index. Total 
return comprises price appreciation/depreciation and income as a percentage of the original investment. Indexes are rebalanced monthly by market capitalization.

The BofA Merrill Lynch 10 Year U.S. Treasury Yield Index is an unmanaged index tracking the 10-year component of U.S. Treasury securities.

The BofA Merrill Lynch 1–3 Year U.S. BBB-Rated Corporate Index is a subset of the BofA Merrill Lynch 1–3 year U.S. Index, which is an unmanaged index composed 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 Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-denominated leveraged loan market. The CS Leveraged Loan Index is an unmanaged, trader-priced index that tracks 
leveraged loans. The CS Leveraged Loan Index, which includes reinvested dividends, has been taken from published sources.

The Credit Suisse High Yield Index is an unmanaged, trader-priced index constructed to mirror the characteristics of the high-yield market. The index includes issues rated ‘BB’ and below by Standard & Poor’s or Moody’s, 
with par amounts greater than $75 million.

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

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 before making an investment decision.
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