
As we pointed out in last week’s Market View, the fixed-income 
world is awash with debt trading at negative yields. According to 
Bank of America Merrill Lynch, approximately $13 trillion in 
global debt currently trades at yields below zero. In many count-
ries, one has to go beyond a 10-year maturity to find a govern-
ment bond with a positive yield, while Japan recently dipped into 
negative territory with its 20-year bond. Where, then, can one go 
for yield in today’s world?

One option may be to extend maturities to increase income. 
But even in the United States, where government bond yields are 
relatively high compared with the sovereign debt yields of many 
developed countries, one could go out to 10 years and still not hit 
a 1.5% yield. Last week, we suggested that municipals may be a 
source for income without extending maturities. This week, we 
offer a second option: short-duration credit.

In previous Market Views, we have highlighted some of the 
benefits of short-term, investment-grade corporate bonds. This 
asset class has a history of generating positive returns; in fact, 

the Bank of America Merrill Lynch 1-3 year Corporate Bond Index 
has generated positive returns in 35 out of the past 36 calendar 
years. While there seems to be less fear of rising interest rates in 
today’s market, short corporates also have a strong track record 
of generating positive returns during periods of rising rates. Over 
the last seven periods, for example, when the yield on the 10-year 
Treasury bond rose by more than 100 basis points, short corpo-
rates generated positive returns, well in excess of the Barclays 
U.S. Aggregate Bond Index.
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INCOME WITH POTENTIALLY LESS VOLATILITY
For investors concerned about negative interest rates,  

opportunities in short-duration credit may be an attractive option.   
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CHART 1. HISTORICALLY, SHORT-TERM CORPORATES HAVE PROVIDED INCOME  
WITH LESS VOLATILITY THAN INTERMEDIATE-TERM BONDS
(01/01/1989 - 03/31/2016)

Source: Barclays and Bank of America Merrill Lynch. Investment-grade, short-term corporate bonds represented by the BofA America Merrill Lynch 1-3 Year U.S. Corporate Index. ‘BBB’-rated 
short corporates reflect a ratings-specific component of the BofA Merrill Lynch 1-3 Year U.S. Corporate Index. U.S. Government bonds represented by the BofA Merrill Lynch Government Master Index. 
Barclays Aggregate refers to the Barclays U.S. Aggregate Bond Index.

Past performance is no guarantee of future results. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are 
unmanaged, do not reflect the deduction of fees and expenses, and are not available for direct investment. 
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Short-term BBB-rated corporate bonds have historically delivered 94% of the 
returns of intermediate-term government bonds, but with only 60% of the volatility.

Short-Duration Credit
 Provides sources of income, with less volatility than  

longer-duration bonds
  Consistent outperformance versus government-related  

securities
  Offers areas of inefficiencies for active managers to  

capitalize upon

https://www.lordabbett.com/en/perspectives/marketview/munis-where-might-you-find-yield-with-less-volatility.html


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, the prices of debt securities fall, and when 
interest rates fall, 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. 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 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. No investing strategy can overcome all market volatility or guarantee future results. Statements concerning financial market trends are based on current market conditions, which will 
fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Looking beyond the protection from rising rates, short-term 
corporate bonds historically have provided protection from vola-
tility. Given their short-duration nature, large moves in interest 
rates or credit spreads have had a muted price impact on short-
term bonds, when compared to longer maturities, and historically 
have led to greater stability during periods of market volatility. 

Even when considering the lower end of investment-grade, 
‘BBB’ rated short-term corporates, this holds true. One may 
expect moving down in credit would lead to increased volatility. 
But over the long term, short-term ‘BBB’ rated corporates have 
generated a similar return to intermediate-term government 
bonds, but with about only 60% of the volatility. 

When reviewing the return characteristics of short-term  
corporate bonds, there would appear to be pricing inefficiencies in 
this space. Buyers of short-term corporate bonds are compensa-
ted with an additional yield spread over U.S. Treasuries. However, 
the historical data suggest that investors in general have been 
more than adequately compensated for that risk. An analysis of 
rolling five-year returns of a one- to three-year corporate bond 
index to a one- to three-year government index will show that 
short-term corporates have outperformed government securities 
96% of the time. 

A similar story plays out when expanding the analysis further: 
short-term high-yield bonds also outperformed government 
securities in 96% of the rolling five-year periods surveyed. What 
about commercial mortgage-backed securities (CMBS, which are 
securitized products that are collateralized by commercial real 
estate properties, such as office buildings, retail properties, and 
multi-family housing properties)? The picture does not change: 
short-term CMBS outperformed government bonds in 94% of the 
rolling five-year periods.

This data would suggest that there may be a persistent  
mispricing of risk in the short-term bond market, creating oppor-
tunity for attractive risk-adjusted returns.

Why this consistent outperformance? As historical data have 
shown, this partly has to do with the importance of income to the 
total return of a bond. As mentioned earlier, any credit-sensitive 
bond, such as a corporate bond, provides an additional yield or 
“spread” over Treasuries to compensate investors for additional 
risk. During periods of market volatility, credit spreads may 
widen, leading to lower bond prices. However, with short-dura-
tion securities, the price impact on moves in interest rates or 
credit spreads is minimal when compared to longer-duration 
securities. As a result, the main component of a short-term 
bond’s total return is typically the starting yield. Given the  
additional yield in credit-sensitive securities, these sectors have 
a long record of consistently generating higher total returns than 
government-related securities. 

There are many areas that provide opportunity for income in a 
low-yield environment, including U.S. high-yield bonds and bank 
loans. But for those looking to minimize volatility, opportunities 
in short-duration credit may be an attractive option. A flexible, 
multi-sector approach that can take advantage of inefficiencies 
across short-duration corporate, high-yield, CMBS, asset- 
backed securities, and other sectors may offer a source of income 
with low volatility and protection from rising interest rates—if we 
ever see that day come.
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CHART 2. HISTORICALLY, SHORT-TERM CORPORATES HAVE 
OUTPERFORMED SHORT-TERM GOVERNMENT BONDS

of Rolling Five-Year Periods
(01/01/1976–03/31/2016)
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Short Investment-Grade 
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(08/01/1988–03/31/2016)
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Short High Yield Bonds4
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of Rolling Five-Year Periods
(01/01/1997–03/31/2016)

94%

Short Investment-Grade CMBS3

Outperformed in

Compared to Short Duration Government Bonds1:

1Barclays 1-3 Year Government Index. 2BofAML 1-3 Year Corporate Index. 3Barclays 1-3.5 Year CMBS Index. 
4Barclays 1-3 Year High Yield Index. Beginning dates for the rolling five-year return series are the inception 
dates of the respective indexes. 

Past performance is no guarantee of future results. For illustrative purposes only and does not repre-
sent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do 
not reflect the deduction of fees and expenses, and are not available for direct investment. 

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/bonds-short-answer-to-volatility-questions.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/bonds-short-answer-to-volatility-questions.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/market-view-special-brexit-briefing.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/market-view-special-brexit-briefing.html


IMPORTANT INFORMATION CONTINUED
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.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future.
The BofA Merrill Lynch BBB-Rated 1-3 Year U.S. Corporate Index is an unmanaged index comprised 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 Government Master Index is a market capitalization-weighted index including all U.S. Treasury notes and bonds, with maturities greater than or equal to one year and less than 10 years and a minimum 
outstanding of $1 billion. 
The 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 components for govern-
ment and corporate securities, mortgage pass-through securities, and asset-backed securities. Total return comprises price appreciation/depreciation and income as a percentage of the original investment.
The Barclays U.S. 1-3 Year Government Bond Index is an unmanaged index that includes U.S. government Treasury and agency securities with maturities of 1 to 3 years.
The Barclays U.S. 1-3.5 Year CMBS Investment Grade Index measures the market of conduit and fusion CMBS deals with a minimum current deal size of $300mn. The index includes bonds that are ERISA eligible under 
the underwriter’s exemption. 
The Barclays U.S. 1-3 Year High Yield Bond Index is the 3 Year (1-2.9999) component of the Barclays U.S. High Yield Bond Index. The Barclays U.S. High Yield Bond Index covers the universe of fixed rate, non-investment 
grade debt. Original issue zeroes, step-up coupon structures, 144-As and pay-in-kind bonds (PIKs, as of October 1, 2009) are included.
A basis point is one one-hundredth of a percentage point.
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.
A bond yield is the amount of return an investor will realize on a bond. Though several types of bond yields can be calculated, nominal yield is the most common. This is calculated by dividing the amount of interest paid by 
the face value. 
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. High yielding, non-investment-grade 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 prior to making an investment decision.
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