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INCOME WITH LESS VOL AT IL IT Y? H ERE’S  A  SH ORT AN SWER 

A short-duration asset class, one- to three-year corporate bonds may be an appealing alternative  
for those wary of the recent sharp swings in financial markets

MONDAY, SEPTEMBER 14, 2015

Market View has spent the past few weeks examining the  
implications of the recent volatility in financial markets. And while 
we have shown that equity investors have been rewarded over the 
long term by staying put during episodes of dramatic market 
swings, it is quite understandable that some investors would prefer 
to focus on asset classes with lower volatility in such times. 

This week, we’ll look at one category that historically has 
featured lower volatility along with steady, attractive income: 
short-term (maturities between one to three years) corporate debt. 
Due to their low duration, they historically have exhibited less  
sensitivity to changes in interest rates than other investments.

Over the past few years, investors had been drawn to the asset 
class for its attractive yield advantage over comparable maturity 
government-related securities.  Since the Federal Reserve  has 
kept short-term interest rates near zero since 2008, the yields 
available on short-term government bonds have been near historical 
lows. Short-term, investment-grade corporates have offered inves-
tors the prospect of steady income, without taking on significant 
credit risk. With interest rates poised to eventually head higher, 

short-term corporates provide the additional benefit of low duration, 
and a track record of generating positive returns when rates rise.

How have short-term corporate bonds historically stacked up 
against other fixed-income categories in terms of risk and return? 
Take a look at Chart 1, which shows that short-term corporates 
have displayed similar return profiles to a representative index  
of U.S. government bonds, and the broader bond market (as  
represented by the Barclays U.S. Aggregate Bond Index), but with 
lower risk (as measured by standard deviation). In fact, investment-
grade short-term corporate bonds have had about one-half the 
volatility of the representative U.S. government bond index during 
the 25-year period covered in the chart.

Short-term corporates have taken on added appeal during the 
recent episode of market stress. As Chart 2 shows, short-term 
corporate bonds held steady as other fixed-income and equity  
categories suffered sharp losses during the summer 2015 market 
correction. [There is no guarantee that short-term corporate debt 
will perform in a similar manner in the future under the same 
market conditions.]
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CHART 1. SHORT-TERM CORPORATE SECURITIES HISTORI-
CALLY HAVE PROVIDED ATTRACTIVE INCOME WITH LESS RISK 
TOTAL RETURN AND STANDARD DEVIATION OF INDICATED ASSET 
CLASSES, JANUARY 1, 1989–AUGUST 31, 2015
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Source: Barclays, Bloomberg, and BofA Merrill Lynch.

CHART 2. SHORT-TERM CORPORATE DEBT HAS BEEN A 
PORT IN THE RECENT MARKET STORM
GROWTH OF A $100 INVESTMENT IN INDICATED ASSET CLASSES FOR 
THE PERIOD AUGUST 1–SEPTEMBER 11, 2015

Source: Barclays and BofA Merrill Lynch.

Chart 1: Investment-grade short corporates represented by the BofA 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.
Chart 2: Short-term corporate bonds represented by the BofA Merrill Lynch 1-3 Year U.S. Corporate Index. “Barclays Agg” refers to the Barclays U.S. Aggregate Bond Index. “MSCI EAFE” refers to the MSCI EAFE Index.  
High-yield bonds represented by the BofA Merrill Lynch U.S. High Yield Master II Index. “S&P 500” refers to the S&P 500® Index.
Past performance is no guarantee of future results. For illustrative purposes only and does not represent any specific Lord Abbett mutual fund or any particular investment. Indexes are unmanaged, do not reflect the 
deduction of fees and expenses, and are not available for direct investment.

2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
3%

4%

5%

6%

7%

8%

9%

Re
tu

rn
 (A

nn
ua

liz
ed

 T
ot

al
 )

Risk (Annualized Standard Deviation)

Short Corporates BBB-Rated
Barclays Aggregate

U.S. Gov't Bonds

Short Corporates Inv. Grade

https://www.lordabbett.com/en/perspectives/marketview/stocks-why-you-should-carry-on-in-wayward-market.html
https://www.lordabbett.com/en/perspectives/marketview/stocks-why-you-should-carry-on-in-wayward-market.html


One factor driving the recent market volatility has been uncer-
tainty over the direction of Fed policy. Some have voiced trepidation 
about the performance of short-term bonds as a prospective 
interest-rate “liftoff” from the Fed draws nearer. 

But those fears appear to be misplaced. Due to their low  
interest-rate sensitivity, short-term corporate bonds can offer 
protection in the case of a rising interest-rate environment. 
Earlier this year, Zane Brown, Lord Abbett Partner and Fixed-
Income Strategist, and Stephen Hillebrecht, Fixed-Income 
Product Strategist, analyzed how short-duration securities have 
performed during periods in which the Fed has raised interest 
rates. Among their findings is that a representative index of  
one- to three-year investment-grade corporate securities handily 
outperformed two- and 10-year U.S. Treasury securities in each of 
the past five Fed rate-hike episodes. 

Brown and Hillebrecht also addressed investor concerns that, 
since short-term bond yields are more closely tied to the fed funds 
rate than are longer-maturity bond yields, short-maturity bonds  
 

would be more susceptible to losses when the Fed begins to raise 
rates. They noted that short-term yields tend to rise more than 
long-term yields during Fed-tightening cycles, leading to a flattening 
of the Treasury curve. However, during such periods, short 
maturities historically have delivered positive returns, despite 
rising yields. 

While it is true that short-term yields tend to move more  
than long-term yields when the Fed raises rates, how does this 
translate to performance?  One must consider the price impact of 
the change in yields.  With a true short-duration portfolio, changes 
in yields have only a limited impact on bond prices.   

“The higher income generated by short-maturity, credit- 
sensitive sectors offer greater prospects for returns in the face of 
rising rates,” Brown and Hillebrecht noted.

The prospect of a Fed rate hike and the possibility of continued 
financial-market volatility may leave investors wondering about 
what they should do next. Short duration, short-term corporate 
debt may leave them well prepared for both scenarios

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.

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

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 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. 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 BofA Merrill Lynch U.S. High Yield Master II Index tracks the performance of U.S. dollar denominated below investment grade corporate debt publicly issued in the US domestic market. Qualifying securities must 
have a below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to final maturity at the time of issuance, at least one year remaining term to final maturity as of the rebalancing 
date, a fixed coupon schedule and a minimum amount outstanding of $100 million.

The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the US & Canada. The 
MSCI EAFE Index consists of the following 21 developed market country indexes: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, 
Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom.

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.

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.

The fed funds rate  is the interest rate at which a depository institution lends immediately available funds (balances at the Federal Reserve) to another depository institution overnight.

Standard deviation is a measure of a measure of volatility. It indicates the variability of an investment’s returns.

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

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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