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HOW MIGHT SHORT-TERM BONDS PERFORM IF THE FED HIKES RATES?
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CHART 1. A QUARTERLY VIEW: WHICH MATURITIES HAVE HELD UP THE BEST WHEN THE FED HAS HIKED RATES? 
QUARTERLY RETURNS FOR INDICATED CATEGORIES OF FIXED-INCOME SECURITIES, 1978–2013  
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12 of 146 Quarters Had Negative Returns

12 of 146 Quarters Had Negative Returns

55 of 146 Quarters Had Negative Returns

Source: BofA Merrill Lynch. 1–3 Year Treasuries represented by the BofA Merrill Lynch 1–3 Year U.S. Treasury Index; 1–3 year Corporates represented by the BofA Merrill Lynch 
1–3 Year Corporate Index; and 10-Year Plus Treasuries represented by the BofA Merrill Lynch 10+ Year U.S. Treasury Index. Shaded areas represent periods during which the 
Federal Reserve raised interest rates. 

1979 and 1980 Bond Market of 1994
Loss Recovery Loss Recovery

Date Q4 1979 Q1 1979 Q2 1980 Q1 1994 Q2 1994 Q3 1994
1–3 Year Corporates -0.14% -1.77% 12.07% -0.29% 0.14% 1.24%

2004–2006 Credit Crisis
Loss Recovery Loss Recovery

Date Q1 2005 Q2 2005 Q3 2008 Q4 2008 Q1 2009 Q2 2009
1–3 Year Corporates -0.37% 1.34% -4.19% -0.25% 0.97% 7.52%

Source: BofA Merrill Lynch.  

TABLE 1. SHORT-TERM CORPORATES HISTORICALLY HAVE SNAPPED BACK FROM NEGATIVE QUARTERS
TOTAL RETURN PERFORMANCE FOR THE BOFA MERRILL LYNCH 1–3 YEAR CORPORATE INDEX IN INDICATED PERIODS



If you’re a frequent visitor to the local multiplex, you know that 
summer is a time for sequels. In that spirit, we’re providing a   
follow-up to a recent Market View that stirred a great deal of reader 
interest. Our piece from July 21, 2014, “Bonds—Seeking a Haven 
from Fed Rate Hikes?” looked at how various types of fixed-income 
securities fared during periods when the Federal Reserve hiked the 
benchmark fed funds rate. 

While our first look at the topic showed that annual returns in 
short-term bonds were largely positive, readers wanted to know 
more. Many asked us to examine those returns on a quarterly basis. 
In response to those requests, we have taken a fresh look at the 
topic. Chart 1 shows quarterly returns with the time periods of the 
fed funds rate increases highlighted. 

As with our examination of annual returns in the July 21st 
Market View, short-term bonds displayed mostly positive quarterly 
returns during periods of Fed rate hikes. But the quarterly view 
offers some additional insights. Of the 146 quarters observed since 
the start of 1978:
■■ Short-term Treasury issues (as represented by the BofA 

Merrill Lynch 1–3 Year U.S. Treasury Index ) and short-term 
corporate debt (as represented by the BofA Merrill Lynch 
1–3 Year U.S. Corporate Index) each had only 12 quarters of 
negative returns, versus 55 negative quarters for Treasuries with 
maturities of 10 years or longer.

■■ Only seven of the 12 negative quarters for both short-term 
Treasuries and short-term corporates appear to be directly 
correlated with increases in the fed funds rate.

■■ For short-term corporates specifically, only four of the negative 
quarters resulted in losses larger than 1%, and only one quarter 
was down more than 2%. That decline came at the height of the 
2008–09 financial crisis and was thus unrelated to a fed funds 
rate increase. 

■■ Short-term corporates never had three down quarters in a row, 
and there were only two instances when the asset class had two 
quarters of losses in a row. Those came at the end of 1979 and, 
again, in 2008, with only the 1979 loss related to a fed funds  
rate increase.
In addition, after every instance of losses in short-term corpo-

rates, there was a solid recovery in the subsequent quarter or 
quarters. Table 1 offers a few examples from notable periods in 
recent market history—whether the losses coincided with Fed rate 
hikes or not.

The quarterly view gives additional clarity to the performance of 
shorter-maturity debt during times when the Fed is raising interest 
rates, and may underscore its appeal in future periods should the 
central bank do so again in mid-2015, as many forecasters expect. 
It’s worth repeating the point made by Zane Brown, Lord Abbett 
Partner and Fixed Income Strategist, in our July 21 piece: during 
periods when the Fed raises rates to help slow the economy and 
reduce inflation, “short-term asset classes have tended to perform 
relatively well.” [There is, however, no guarantee that this asset class 
will perform in a similar manner under similar conditions in the future.]

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 
experience different results. Returns during other times may vary. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction 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. 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.

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. 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. 

Market forecasts and projections are based on current market conditions and are subject to change without notice. Due to market volatility, the market may not perform in a similar manner in the future. 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.

The BofA Merrill Lynch 1–3 Year U.S. Corporate Index 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 1–3 Year U.S. Treasury Index is a subset of the BofA Merrill Lynch U.S. Treasury Index, including all securities with a remaining term to final maturity less than three years.

The BofA Merrill Lynch 10+ Year U.S. Treasury Index is a subset of the BofA Merrill Lynch U.S. Treasury Index, including all securities with a remaining term to final maturity greater than or equal to 10 years.

Indexes are unmanaged, do not reflect the deduction 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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