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Bonds:  The “Core” Prin CiP l e for Your PorT foli o 

Why consider higher-credit-quality intermediate-term bonds?  
They historically have performed well when equities have declined.

MondaY, June 9, 2014

Core Bonds hisToriCallY have PosTed PosiTive reTurns in Years When sToCks have fallen
returns for the Barclays u.s. aggregate Bond index and the s&P 500 index

sources: Barclays and Bloomberg.

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. Investors may experi-
ence different results. Due to market volatility, the market 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. 

Past performance is no guarantee of future results. 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. The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies 
and/or sectors in the economy.

in the previous Market View, we demonstrated that interest rates 
are notoriously difficult to forecast, with a representative group of 
economic experts unable to correctly predict six-month movements 
in treasury yields nearly two-thirds of the time. given the difficulty in 
making precise interest-rate calls, it may make sense for investors 
to include fixed-income categories that historically have posted solid 
performances when interest rates have moved in either direction. 

with that in mind, we think it may be time for investors to take a 
fresh look at the potential benefits of including “core” bonds in their 
portfolios. we have written extensively on how fixed-income categories 
such as high-yield bonds and bank loans have performed in various 
interest-rate environments. in an earlier Market View, for example, we 
noted that when interest rates have risen, credit-sensitive corporate 
bonds historically have done well. But it’s important to note that 
higher-credit-quality intermediate-term bonds—widely considered 
the core of the typical bond portfolio (hence the name)—have often 
performed well when interest rates have declined. to illustrate, the 
Barclays u.s. aggregate Bond index (a broad benchmark of invest-
ment-grade government and corporate bonds) has returned 3.87% 
year to date through May 31. intermediate- and longer-term bonds 
have performed very strongly as well thus far in 2014.

Meanwhile, the credit-sensitive sector has also posted positive 
returns this year as rates have fallen, as continued optimism on the 
economy and the attractive coupons that these bonds offer have 
rewarded investors. as of May 31, 2014, short-term u.s. corporate 
bonds (as represented by the Bofa Merrill lynch 1–3 year u.s.  
corporate BBB-rated index) were up 1.57%, bank loans (as  
represented by the credit suisse leveraged loan index) were up 
2.16%, high-yield bonds (as represented by the credit suisse high 
yield index) were up 4.73%, and convertible securities (as repre-
sented by the Bofa Merrill lynch all convertibles, all Qualities index) 
were up 6.36%. (all index performance data are from Bloomberg and 
credit suisse.) if corporate credit is still outperforming, even as 
interest rates have fallen, one might conclude that core, intermediate-
term bonds may not find the same favor with investors.

while investors are justifiably concerned with relative perfor-
mance, core bonds possess another attribute that they may find 
appealing: historically, they have held up well when other assets 
have faltered, as the accompanying chart shows. it depicts the 
seven years that stocks (as represented by the s&P 500® index) have 
been down since the inception of the Barclays u.s. aggregate Bond 
index in 1976. in each of those down years for stocks, intermediate-
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In the seven years that the S&P 500 has been negative 
since 1976, the Barclays U.S. Aggregate has always 
been positive.

Barclays U.S. Aggregate S&P 500
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term high-quality bonds provided positive performance, posting an 
average annual return of 8%. the Barclays aggregate has had only 
three years of negative returns since its inception, and all the while 
it has displayed low volatility, with an average standard deviation of 
5.49% since inception (as of June 6, 2014), compared with 15.10% 
for the s&P 500, based on data from Morningstar. (in more recent 
times, the Barclays aggregate has displayed even lower volatility, 
with an average standard deviation of 3.5% over the 10 years through 
June 6, 2014, while figure for the s&P 500 is still around 15%.) 

But when core bonds have zigged, stocks (and equitylike securities, 
such as convertible bonds) have zagged. it’s important to note that 
in the three negative years for the Barclays aggregate, stocks and 

equitylike securities were up. specifically, in the last two negative 
years for core bonds, 1999 and 2013, the s&P 500 returned 21% and 
32%, respectively, according to data from Bloomberg. 

we have pointed to the potential benefits of diversifying bond 
portfolios with exposure to shorter-duration, credit-sensitive instru-
ments in a rising-interest-rate environment. the factors we’ve 
detailed above suggest that core bonds also can play an important 
role in a fixed-income portfolio. But what if there were a different 
approach to a core bond strategy, one with historical volatility 
similar to that of the Barclays aggregate, but poised to respond to 
any potential increase in interest rates? we’ll investigate that in the 
next Market View. 

IMPORTANT INFORMATION

A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. The value 
of investments 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, and as interest rates rise, the prices of 
debt securities tend to fall. Investments in 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. 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 date of a security, the greater the effect a change in interest rates is likely to 
have on its price. 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.

There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Diversification does not guarantee a profit or protect against loss in declining markets.

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.

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

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 the 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 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 BofA Merrill Lynch All Convertibles, All Qualities Index contains issues that have a greater than $50 million aggregate market value. The issues are U.S. dollar-denominated, sold into the U.S. market, and publicly 
traded in the United States.

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.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 

Coupon is the interest rate stated on a bond when it’s issued. The coupon is typically paid semiannually. This is also referred to as the “coupon rate” or “coupon percent rate.”

Standard deviation is a measure of the dispersion of a set of data from its mean. In finance, standard deviation is applied to the annual rate of return of an investment to measure the investment’s volatility. 

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.

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.

Copyright © 2014 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com MV-06-09-14

2

invesTMenT-led. invesTor-foCused.


