
MARKET VIEW
THE LONG-TERM APPEAL OF ULTRA-SHORT BONDS

As a potential source of income with limited interest-rate risk and low volatility,  
ultra-short bond strategies have a role to play in any interest-rate environment.  

MONDAY, SEPTEMBER 18, 2017

In a previous Market View, we discussed the difficulty of correctly 
forecasting the direction of interest rates. As we enter the final 
quarter of 2017, bond yields are once again proving their unpredict-
ability. As Chart 1 illustrates, after a significant climb during the 
second half of 2016, 10-year Treasury yields have reversed course 
over the past six months, reaching a post-election low of 2.05% on 
September 8.

The interest-rate moves of the past few years illustrate the chal-
lenges of trying to build a portfolio based on one’s interest-rate 
forecast. Instead, it may be prudent to build a diversified bond port-
folio that potentially can be prepared for any interest-rate environ-
ment by complementing investment-grade core bonds with high-
yield bonds, short-term corporate bonds, floating-rate loans, and 
ultra-short bonds.  

In particular, we believe that ultra-short bond strategies deserve 
consideration to potentially:

n Reduce the interest-rate risk of a core bond allocation;

n Mitigate portfolio volatility; and 

n Increase the potential income and return relative to cash or 
money-market portfolios.

One asset class we focused on in our last review of ultra-short 
strategies was investment-grade floating-rate notes (FRNs). Not to 
be confused with below-investment-grade bank loans that are 
commonly found in most floating-rate funds, FRNs, instead, are 
investment-grade corporate bonds that have floating-rate coupons, 
typically based on a spread over a short-term benchmark interest 
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CHART 1. DESPITE CONSENSUS EXPECTATIONS FOR HIGHER RATES, YIELDS HAVE DECLINED 
10-YEAR U.S. TREASURY YIELDS (JUNE 30, 2016–SEPTEMBER 8, 2017)

Source: Bloomberg. 
Performance quoted above is historical. Past performance is no guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by 
Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future.
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rate, such as the three-month London interbank offered rate 
(LIBOR). As Chart 2 indicates, floating-rate note coupons (as 
measured by the average coupon in the Bloomberg Barclays 
Floating Rate Note Index) have continued to inch higher, despite the 
decline in long-term yields over the past six months (as of Septem-
ber 8, 2017), following the move in short-term rates. Such floating-
rate notes offer an investment-grade asset class that provides the 
potential for an attractive income stream with little interest-rate 
sensitivity, and low volatility, as well as the potential to benefit from 
a continued rise in short-term rates.

In fact, as laid out in Table 1, the Floating Rate Note Index has had 
only a fraction of the volatility of the Bloomberg Barclays Aggregate 

Index over the past five years. And if we focus on the FRNs with short 
final maturities (for example, the component of the index with final 
maturities of less than 18 months), we see even greater stability.

SUMMARY

We believe that core bonds play an important role in a diversified 
bond allocation.  That said, the evolution of the Bloomberg Barclays 
U.S. Aggregate Bond Index (“Barclays Aggregate Index”) — the tra-
ditional core bond benchmark — has given some investors reason 
to pause.  As shown in Chart 3, over the past decade, as of August 
31, 2017, the average duration of the index has increased by approx-
imately 50%, to its recent level of nearly 6.0 years. Meanwhile, the 
index yield has been cut roughly in half. So, not only does the bench-

Source: Bloomberg Barclays Indices (Floating Rate Note Index), Bloomberg (three-month LIBOR).
Performance quoted above is historical. Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio 
managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

CHART 2. FLOATING-RATE NOTE COUPONS HAVE CONTINUED TO TICK HIGHER AMID FALLING LONG-TERM YIELDS
BLOOMBERG BARCLAYS U.S. FLOATING RATE NOTE INDEX, AVERAGE COUPON VERSUS THREE-MONTH LIBOR (SEPTEMBER 30, 2015–SEPTEMBER 8, 2017)
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TABLE 1. FLOATING RATE NOTES OFFER LIMITED INTEREST-RATE RISK AND LOW VOLATILITY
DATA AS OF AUGUST 31, 2017

Source: Barclays and Zephyr.
Performance quoted above is historical. Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio 
managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

Bloomberg Barclays Index U.S. Aggregate U.S. Treasury Investment-Grade 
Floating Rate Notes

Investment-Grade 
Floating Rate Notes 

(<18 Months)
Average Maturity 8.19 7.73 2.57 1.28
Duration 5.93 6.29 0.14 0.13
5-year Standard Deviation 2.83% 3.11% 0.38% 0.26%
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Source: Bloomberg Barclays Indices. Duration as represented by modified adjusted duration in years. Yield as represented by yield to maturity.
Performance quoted above is historical. Past performance is not a reliable indicator or guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio 
managed by Lord Abbett or any particular investment, and are not intended to predict or depict future results. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

CHART 3. AS THE AVERAGE DURATION OF CORE BONDS HAS INCREASED, YIELD HAS DECLINED
BLOOMBERG BARCLAYS U.S. AGGREGATE BOND INDEX, AS OF AUGUST 31, 2017
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Total Return 2.42% -0.54% -3.51% -6.47% -9.44% 

mark offer less income but also less of a yield cushion to offset the 
negative price return that typically would occur during a rising rate 
environment. In short, the risk/reward trade-off of the Barclays 
Aggregate Index has changed.

Regardless of when a sustained upward move in interest rates 
materializes, the inclusion of an ultra-short bond strategy may rep-
resent a long-term, strategic complement to core-bond allocations.



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. Fixed-income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate 
events, tax ramifications and other factors. Lower-rated securities are subject to greater credit risk, default risk, and liquidity risk. Credit risk is the risk that debt issuers will become unable to make timely interest pay-
ments, and at worst will fail to repay the principal amount. There is no guarantee that these investment strategies will work under all market conditions or are suitable for all investors and each investor should evaluate 
their ability to invest long-term, especially during periods of downturn in the market. Market forecasts and projections are based on current market conditions and are subject to change without notice. Projections should 
not be considered a guarantee. The information provided here is for general informational purposes only and should not be considered an individualized recommendation or personalized investment advice.

Past performance is no guarantee of future results and the opinions presented cannot be viewed as an indicator of future performance.

This commentary 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 here.

Glossary of Terms

A basis point equals 0.01%.

Duration is a measure of the sensitivity of the price (the value of principal) of a fixed-income investment to a change in interest rates. Generally, the larger a portfolio’s duration, the greater the interest-rate risk or reward 
for underlying bond prices.

LIBOR (London Interbank Offered Rate) is an interest rate at which banks can borrow funds, in marketable size, from other banks in the London interbank market. The LIBOR is fixed on a daily basis by the British Bank-
ers’ Association. The LIBOR is derived from a filtered average of the world’s most creditworthy banks’ interbank deposit rates for larger loans with maturities between overnight and one full year.

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.

Yield to maturity is the rate of return anticipated on a bond if held until it matures.

The Bloomberg 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 government and corporate securities, mortgage pass-through securities, and asset-backed securities.

The Bloomberg Barclays U.S. Floating Rate Note Index measures the performance of U.S. dollar-denominated, investment-grade floating-rate notes.

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.

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 educa-
tion. 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 
investment 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.
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