
MARKET VIEW
BANK LOANS: DEMONSTRATING THEIR ROLE IN A PORTFOLIO 

Floating-rate bank loans offer the potential of attractive income in today’s low-yield environment.

FRIDAY, SEPTEMBER 01, 2017

As we come to the unofficial end to summer on Labor Day, this 
week’s Market View highlights the performance of the bank-loan 
market relative to other fixed-income asset classes. Looking back 
one year ago, interest in the asset class was increasing, as longer-
term U.S. Treasury yields had begun to rise off their low point reached 
in early July 2016, and investors looked to position themselves for a 
potential rising-rate environment. What has happened since?

In the following, we take a look at the bank-loan market to date 
and address some of the questions currently on investors’ minds. 

HOW HAVE LOANS PERFORMED?
As summarized in Chart 1, the floating-rate bank-loan asset 

class (as measured by the Credit Suisse Leveraged Loan Index) has 
returned 2.6% year to date, trailing the 3.6% return of the broader 
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CHART 1:  SINCE LAST SUMMER, BANK LOANS HAVE  OUTPERFORMED CORE BONDS… 
DATA FOR THE PERIOD JUNE 30, 2016 – AUGUST 31, 2017

Source: Bloomberg Barclays, BofA Merrill Lynch, and Credit Suisse.
Past performance is no guarantee of future results. Due to market volatility, the asset classes depicted in this chart may not perform in a similar manner in the future. For illustrated 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 or expenses, and are not available for direct investment.
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Credit Suisse Leveraged Loan Index 
BloombergBarclays U.S. Aggregate Bond Index 

As of 8/31/17 YTD 1 Year 6/30/16 – Present

CS Leveraged Loan Index 2.62% 5.85% 6.96%
Bloomberg Barclays Aggregate Bond Index 3.63% 0.49% 0.86%
Bloomberg Barclays U.S. Treasury Index 3.14% -0.95% -0.94%
Bloomberg Barclays IG Corporate Index 5.37% 2.13% 3.26%
BAML U.S. High-Yield Index 6.09% 8.78% 11.86%

…AND MOST INVESTMENT-GRADE ASSET CLASSES 
TOTAL RETURN FOR INDICATED PERIODS

IN BRIEF

n Despite modest returns so far in 2017, bank loans have delivered strong returns, relative to most investment-grade bonds, over the past  
12 months. [Although, historical performance is no guarantee of future results.]

n Lower spreads from refinancing activity have offset a rising London interbank offer rate (LIBOR), limiting the increase in coupon rates. 
But loans still offer the potential of attractive income in today’s low-yield environment.

n LIBOR may be phased out as the primary reference rate for many financial instruments. This transition will take many years, and should 
have no impact on the current bank-loan market.



fixed-income market (as represented by the Bloomberg Barclays 
U.S. Aggregate Bond Index). As was the case in 2016, lower-quality 
loans have led the way, with the ‘CCC’ rated portion of the leveraged 
loan index generating a 5.2% return year to date, well ahead of the 
1.9% return of the ‘BB’ rated component of the same index.

At first glance, this year-to-date return may seem disappointing 
relative to the broader fixed-income market. But this performance 
requires some context, in light of the market environment of the 
past 12–15 months. In brief, before looking at 2017, one must not 
forget what happened in 2016.

During the last six months of 2016, a rapid rise in Treasury yields 
led to steep losses in most longer-duration investment-grade bond 
sectors, including a 7.5% loss for the 10-year U.S. Treasury bond 
and a negative return of 2.5% for the Bloomberg Barclays U.S. 
Aggregate Bond Index. During this same six-month period, bank 
loans, which do not have the same interest-rate risk of traditional 
fixed-rate bonds due to their floating-rate coupon, have delivered a 
positive return of 5.4%, owing to a combination of current income 
and price appreciation. [Due to market volatility, the market may not 
perform in a similar manner in the future.]

This year has presented a different environment for fixed-
income investors. Indications of diminished inflationary pressures, 
and lowered expectations that the Trump administration will  
successfully implement many pro-growth policies, have led market 
participants to reduce their expectations for future rate hikes.  
This has led to lower Treasury yields, providing a tailwind to longer-
duration assets, leading to strong performance versus bank loans.

This reversal in relative performance in 2017, compared with the 
latter half of 2016, is a good illustration of why bank loans offer 
diversification benefits to a core-bond allocation and can play, we 
believe, a valuable role in a fixed-income portfolio. Since floating-
rate loans have negative correlation with investment-grade bonds, 
adding loans to a core bond portfolio historically has reduced overall 
portfolio volatility.  

HOW HAVE COUPONS FLOATED? 
While we have outlined the many potential benefits of bank 

loans on several occasions—namely, high current income, low 
duration risk, attractive risk-adjusted returns, and portfolio diver-
sification—many investors focus only on the allure of higher 
income in the face of a rising-rate environment. The main refer-
ence rate for floating-rate loans, the three-month LIBOR, has 
moved higher over the past two years, following the increase in 
the fed funds target rate. However, the coupon rates on floating-
rate loans have not kept pace. What has happened?

Borrowers have taken advantage of the strong demand for loans 
and the favorable environment for credit by refinancing their out-
standing loans at lower spreads. As a result, higher LIBOR rates 
have been offset by lower spreads from refinancing, leading to a 
relatively stable average coupon rate in the loan index, at just below 
5%. While coupons have not floated higher as many investors had 
hoped, the income generated by loans has remained attractive 
relative to most investment-grade asset classes, which come with 
much greater duration and interest-rate risk.

Sources: Bloomberg Barclays, Credit Suisse, and BofA Merrill Lynch.  1Represented by the Credit Suisse Leveraged Loan Index. 2Represented by the Bloomberg Barclays U.S. Treasury 10-Year Bond Index. 3Represented by the BofA Merrill 
Lynch BBB-Rated U.S. Corporate Index. 4Represented by the BofA Merrill Lynch U.S. High Yield Constrained Index.  
Past performance is no guarantee of future results. Due to market volatility, the asset classes depicted in this chart may not perform in a similar manner in the future.  For illustrated 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 or expenses, and are not available for direct investment.

CHART 2. INCOME GENERATED BY LOANS HAS REMAINED STEADY AS MOST YIELDS HAVE DECLINED 
DATA IN BAR CHART FROM DECEMBER 31, 2016–AUGUST 31, 2017; YIELD DATA IN TABLE AS OF INDICATED DATES
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https://www.lordabbett.com/en/perspectives/marketview/bank-loans-beyond-headlines.html
https://www.lordabbett.com/en/perspectives/marketview/bank-loans-beyond-headlines.html
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WILL LIBOR BE RETIRED, AND WILL THAT AFFECT MY  
BANK-LOAN PORTFOLIO? 

Questions about the future of LIBOR have increased since a 
late-July speech by Andrew Bailey, the chief executive of the Finan-
cial Conduct Authority (FCA), the regulatory agency responsible for 
the oversight of LIBOR. He suggested that the FCA would no longer 
compel banks to provide LIBOR submissions after the end of 2021. 
(LIBOR currently is calculated using average borrowing rates sub-
mitted by a panel of lenders each morning.) The common question 
has been, “Will this affect my bank-loan portfolio?” The short 
answer is, not at all.

Most issues in the leverage-loan market—which totals approxi-
mately $1 trillion in assets—have coupons that float based on a spread 
over LIBOR. But LIBOR is the reference rate for hundreds of trillions of 
dollars of financial instruments, including consumer loans, mort-
gages, and interest-rate derivatives, so there is a much broader 
impact beyond the leverage-loan market. Any transition away from 
LIBOR as a standard reference rate would need to be slow and gradual 
to avoid any unnecessary disruption to the financial system.

In fact, the transition away from LIBOR has been discussed for 
several years. For example, in order to improve transparency and 
stability in the markets, the U.S. Federal Reserve convened the 
Alternative Reference Rates Committee three years ago in order to 
identify an alternative set of reference rates that could replace LIBOR 
as the standard and to make plans for the adoption of these rates.

In short, the markets have known that LIBOR eventually will be 
replaced; the target date of 2021 provides a long period for an 
orderly transition to a new benchmark rate. While bank loans 
commonly are issued with a seven-year final maturity, the average 
life typically is closer to three years, given that loans are commonly 
prepaid or refinanced prior to final maturity. As a result, most loans 
that are in the market today will be retired well before 2022.

GOING FORWARD
Today’s market expectations for the pace of future rate hikes 

may be different from what it was a year ago. Regardless of what 
happens with the direction of short-term interest rates, however, 
bank loans still deserve consideration as part of a diversified fixed-
income portfolio, offering investors the potential for:

   Attractive income relative to most investment-grade asset classes
  Less duration risk than traditional fixed-rate bonds
  Lower volatility than high-yield bonds
  Attractive risk-adjusted returns relative to other fixed-income 
asset classes
  Valuable diversification benefits, given their negative correlation 
to investment-grade bonds



IMPORTANT INFORMATION
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. 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. 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. 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 
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.

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 article 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.

Any examples provided are for informational purposes only and are not intended to be reflective of actual results.

Glossary of Terms

Correlation is a statistical measure that indicates the extent to which two or more variables fluctuate together. A positive correlation indicates the extent to which those variables increase or decrease in parallel; a negative 
correlation indicates the extent to which one variable increases as the other decreases.

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.

Fed funds are overnight borrowings between banks and other entities to maintain their bank reserves at the U.S. Federal Reserve (Fed). Banks keep reserves at Fed banks to meet their reserve requirements and to clear 
financial transactions.

A yield or credit spread is the difference between the quoted rates of return on two different investments, usually of different credit qualities but similar maturities. It is often an indication of the risk premium for one invest-
ment product over another.

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.

The BofA Merrill Lynch BBB-Rated U.S. Corporate Index is a component of the BofA Merrill Lynch U.S. Corporate Index, which tracks the performance of U.S. dollar-denominated investment-grade corporate debt publicly 
issued in the U.S. domestic market.

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

Source Merrill Lynch, Pierce, Fenner & Smith Incorporated (“BofAML”), used with permission. BofAML PERMITS USE OF THE 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 COMPLETENESS OF THE 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.

TThe 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 Bloomberg Barclays U.S. Investment-Grade Corporate Bond Index includes all publicly held issued, fixed-rate, nonconvertible investment-grade corporate debt. 

The Bloomberg Barclays U.S. Treasury Index is the U.S. Treasury component of the U.S. Government Index. The index includes public obligations of the U.S. Treasury with a remaining maturity of one year or more.

The Bloomberg Barclays U.S. Treasury 10-Year Bond Index (U.S. dollars) is an index composed of all bonds covered by the Bloomberg Barclays U.S. Treasury Bond Index with maturities of 10 years.

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

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 suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial invest-
ment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial 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 
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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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.

INVESTMENT-LED. INVESTOR-FOCUSED.


