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BONDS:  READ IN G T H E Y IEL D S IG N S 

Yields are low, but some income-generating options are still available.
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CHART 1. YIELDS ON U.S. 10-YEAR TREASURIES ARE 
RELATIVELY HIGH
YIELDS ON 10-YEAR SOVEREIGN DEBT OF SELECT DEVELOPED  
MARKETS, AS OF 6/25/2014

CHART 2. OTHER FIXED-INCOME ASSET CLASSES OFFER 
ATTRACTIVE YIELDS
YIELDS ON SELECT FIXED-INCOME ASSET CLASSES,  
AS OF JUNE 25, 2014.

Source: Bloomberg.
Yields are represented by the Bloomberg generic government 10-year bond for each 
respective country.

Source: Bloomberg.
10-year U.S. Treasuries represented by Bloomberg generic government 10-year 
bond index. ‘A’-rated municipal bonds represented by the Barclays Municipal Bond 
Index (‘A’ Rated). Bank loans represented by the Credit Suisse Leveraged Loan 
Index. Emerging market corporate bonds represented by the J.P. Morgan Corporate 
Emerging Market Bond Index (CEMBI) Broad Diversified. U.S. high-yield bonds  
represented by the BofA/ML High Yield Master II Constrained Index. Emerging  
market government debt represented by the J.P. Morgan Government Bond  
Index–Emerging Markets (GBI-EM) Global Diversified.

For illustrative purposes only and does not represent the performance of any Lord Abbett mutual fund or any particular investment.

Past performance is no guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

Slow growth combined with bond buying by the Federal Reserve 
has produced extraordinarily low yields on Treasuries and  
investment-grade corporate debt, leading many investors to expect 
prices to correct and yields to rise soon. 

But low yields are a global phenomenon. As Chart 1 shows, 
10-year sovereign notes in Japan and in most of the eurozone, for 
example, are offering less yield than comparable U.S. Treasuries. 
(Yields are represented by Bloomberg generic 10-year bond for 
each country.) Notes that are paying more, such as those issued  
by Spain and Italy, are from the more fiscally troubled countries in 
the eurozone. 

This is significant. For U.S. Treasury debt, arguably still the 
highest quality in the world, to have higher yields than many other 
developed nations suggests that, for the time being at least, it has 
bumped up against a ceiling. So, barring some major market dis-
ruption, it may not rise drastically anytime soon. 

Yields on other sovereign debt are not likely to rise much either, 
given the global economic outlook. The International Monetary Fund 
recently lowered its already-low 2014 projection for global growth 
from 3.7% to 3.6%. 

Inflation is one factor that could cause interest rates to tick up, 
but it appears to be of little threat. In fact, the eurozone is more 
worried about deflation, which is occurring in some of the periph-
eral economies. Likewise, despite its recent round of monetary and 
fiscal stimulus, Japan continues to struggle with slow growth and 
deflation, as it has for more than two decades. 

So low yields are likely to remain a fact of life for the near to 
intermediate term. 

Fortunately, investors who need income can turn to a number of 
other fixed-income options, which currently not only offer attractive 
yields but should also continue to do well in steady, low-growth 
environments. Among these are U.S. corporate bonds, bank loans, 
emerging market corporate bonds, U.S. high-yield bonds, and 
emerging market local currency government debt (see Chart 2). 

In addition, investors may also want to consider investment-
grade municipal bonds. While ‘A’-rated munis (as represented by 
the Barclays ‘A’ Rated Municipal Bond Index) are offering a yield of 
2.83% (as of 6/25/2014), this is much more attractive when their  
tax-exempt status is factored in, particularly for investors in the 
highest income tax brackets. 
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10-Year Government Bonds in many 
developed countries offer yields 
below 3%, and several are well below 
the yield on U.S. Treasury bonds. 
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more attractive yield in a variety of securities 
throughout the U.S. and emerging markets.
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All these securities offer attractive current income, but some 
also hold the possibility of price appreciation. Municipal bonds and 
emerging market debt, for example, have relatively more attractive 
valuations versus many other fixed-income categories. (For more 

on the total return potential offered by muni bonds, see Market 
View,“Munis—Dwindling Supply, Increasing Appeal,” June 23, 2014.)

Next week we’ll go into greater depth on the possibilities in 
emerging market corporate 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. 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. Income from municipal securities may be subject to the alternative minimum tax. Federal, state, and local taxes may apply. There is a risk that a bond issued as 
tax-exempt may be reclassified by the IRS as taxable, creating taxable rather than tax-exempt income. 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. Moreover, the specific collateral used to 
secure a loan may decline in value or become illiquid, which would adversely affect the loan’s value. Investing in international securities generally poses greater risk than investing in domestic securities, including greater 
price fluctuations and higher transaction costs. Special risks are inherent in international investing, including those related to currency fluctuations and foreign, political, and economic events. These risks can be greater in 
the case of emerging country securities. Bonds issued or guaranteed by foreign governments and governmental entities (commonly referred to as “sovereign debt”) present risks not associated with investments in other types 
of bonds. The sovereign government or governmental entity issuing or guaranteeing the debt may be unable or unwilling to make interest payments and/or repay the principal owed.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.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

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 Municipal Bond Index (‘A’ rated) is a subset of the Barclays Municipal Bond Index, which is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a 
broad measure of the municipal bond market with maturities of at least one year. To be included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: 
Moody’s, S&P, Fitch. If only two of the three agencies rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. Bonds must 
have an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a dated-date after December 31, 1990, and must be at least one year from 
their maturity date.

The BofA/ML High Yield Master II Constrained Index is a market value-weighted index of all domestic and Yankee high-yield bonds, including deferred interest bonds and payment–in-kind securities. Issues included in 
the index have maturities of one year or more and have a credit rating lower than BB-/Baa3, but are not in default. The index limits any individual issuer to a maximum of 2% benchmark exposure.

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 J.P. Morgan Corporate Emerging Market Bond Index (CEMBI) Broad Diversified Index is a market-capitalization-weighted index that tracks total returns of U.S. dollar-denominated debt instruments issued by 
corporate entities in emerging markets countries. The index limits the current face-amount allocations of the bonds in the CEMBI Broad by constraining the total face amount outstanding for countries with larger debt stocks.

The J.P. Morgan Government Bond Index–Emerging Markets (GBI-EM) Global Diversified is a comprehensive global emerging markets index that consists of regularly traded, liquid fixed-rate, and domestic currency 
government bonds.

Total return comprises price appreciation/depreciation and income as a percentage of the original investment

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

Yield to maturity is the rate of return anticipated on a bond if held until it matures. Yield to maturity assumes all the coupon payments are reinvested at an interest rate that equals the yield to maturity. The yield to maturity 
is the long-term yield expressed as an annual rate.

The credit quality of the securities in a portfolio is 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 principal on these securities.

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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