
MARKET VIEW
NOT HIGH ON LOW YIEL D S? CON SID ER CRED IT 

The Federal Reserve states that interest rates will likely remain low for a “considerable time” after tapering ends.

MONDAY, SEPTEMBER 22, 2014

CHART 1. YIELDS ON 10-YEAR U.S. TREASURIES REMAIN 
NEAR HISTORICAL LOWS
YIELD TO MATURITY, SEPTEMBER 19, 2014

CHART 2. YIELDS ON CORPORATE BONDS HAVE BEEN 
MORE ATTRACTIVE THAN TREASURY SECURITIES
AVERAGE YIELD TO MATURITY, AS OF AUGUST 31, 2014

Source: U.S. Department of the Treasury. Source: Barclays, Bloomberg, and BofA Merrill Lynch.
1  The BofA Merrill Lynch U.S. Treasury  
Bill 3-Month Index.

2 The Barclays U.S. Treasury Bond Index.
3 The Barclays Corporate A-Rated Index.
4  The Barclays CMBS ‘Aaa’-Rated 7+  
Year Index. 

5 The Barclays Corporate Baa-Rated Index. 
6  The Barclays Ba U.S. High Yield  
Corporate Index. 

7  Credit Suisse Leveraged Loan Index 
(Discount Margin 3-Year Life).

8 Credit Suisse High Yield Index.

Past performance is no guarantee of future results. 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. 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.

Stock markets were cheered by the announcement by Federal 
Reserve chairwoman Janet Yellen on September 17 that the fed 
funds rate would remain at the current level for a “considerable 
time” after the Fed’s bond-purchasing program ends. But for risk-
averse, income-oriented investors, the news was not welcome. For 
holders of short-term Treasury securities, the Fed’s current stance 
is likely to mean many more months of minuscule yields. 

In fact, short-term interest rates are unlikely to rise much more 
than 100 basis points over the next 12 months or so. Projections by 
17 Fed officials show that they don’t expect short-term interest 
rates to pass 1.25% until late in 2015 or to exceed 2.75% until late in 
2016, according to a Wall Street Journal report.

But even this timetable may be optimistic. Fed projections of 
economic growth since the financial crisis of 2008–09 have often 
been too optimistic and have been revised downward repeatedly. Fed 
officials’ June 2014 projections see gross domestic product growing 
by 3–3.2% in 2015 and 2.5–3.0% in 2016. If these turn out to be too 
high, the timeline for interest-rate increases may be too short. 

In fact, the “muddle through” economy of the past several years 
may persist for a few more, as the economic data continue to be 
mixed. A number of signs point to improved growth, including a rise 
in business investment and household spending. But other aspects 
of the economy continue to hamper growth, including housing, 
fiscal policy, and unemployment.

Even if the economy improves as the Fed predicts, that may not 
be enough to prompt a move to tighten interest rates right away. A 
press release issued by the Fed after its September 16–17 meeting 
reiterates what Yellen has stated in the past: that “even after 
employment and inflation are near mandate-consistent levels, 
economic conditions may, for some time, warrant keeping the target 
federal funds rate below levels the Committee views as normal in the 
longer run” (emphasis added).

In this environment, corporate credit may be appealing. Corpo-
rate bond portfolios have offered higher yields than short-term 
Treasury securities (as of August 31, 2014), and often have attractive 
yield-to-duration ratios, potentially providing some protection when 
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interest rates eventually rise. [Past performance is not indicative of 
future results.] In addition, a healthy but not overheating economy is 
likely to support credit quality, helping to maintain bond prices. So, 

in other words, investors might benefit from considering credit. They 
might capture more attractive income while the economy muddles 
through and be better positioned when interest rates do rise.

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. Investments in 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. 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 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.

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. Duration is expressed as a number of years.

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

Yield to maturity is the return an investor can expect to earn on a bond if the bond is held until it matures, assuming that all coupon payments are invested at a rate equal to the bond’s current yield. Yield to maturity is 
usually expressed as an annual percentage rate.

One basis point equals 0.01%.

The BofA Merrill Lynch US 3-Month Treasury Bill Index is composed of a single issue purchased at the beginning of the month and held for a full month. At the end of the month, that issue is sold and rolled into a newly 
selected issue. The issue selected at each month-end rebalancing is the outstanding Treasury bill that matures closest to, but not beyond, three months from the rebalancing date. To qualify for selection, an issue must have 
settled on or before the month-end rebalancing date. While the index will often hold the Treasury bill issued at the most recent three-month auction, it is also possible for a seasoned six-month bill to be selected.

The Barclays U.S. Treasury Treasury Bond Index (U.S. dollars) is an index composed of all bonds covered by the Barclays Treasury Bond Index with maturities of 10 years or greater. The index calculates total returns for 
one-month, three-month, 12-month, and 10-year periods and year to date. Total return comprises price appreciation/depreciation and income as a percentage of the original investment. Indexes are rebalanced monthly by 
market capitalization. 

The Barclays Corporate A-Rated Index is the A component of the U.S. Corporate Investment Grade index. The U.S. Corporate Investment Grade index includes publicly issued U.S. corporate and specified foreign debentures 
and secured notes that meet the specified maturity, liquidity, and quality requirements. To qualify, bonds must be SEC-registered, must have at least one year to final maturity regardless of call features, must have at least 
$250 million par amount outstanding, and must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, Standard & Poor’s, and Fitch. If only two of the three agencies rate 
the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade.

The Barclays U.S. CMBS Aaa Rated 7+ Year Grade Index is a subset of the the U.S. CMBS Investment Grade Index, which measures the market of conduit and fusion CMBS deals with a minimum current deal size of  
$300 million. The Barclays U.S. CMBS Investment Grade Index is divided into two subcomponents: the U.S. Aggregate-eligible component, which contains bonds that are ERISA eligible under the underwriter’s exemption, and 
the non-U.S. Aggregate-eligible component, which consists of bonds that are not ERISA eligible. The U.S. CMBS Investment Grade Index was launched on January 1, 1997.

The Barclays Corporates Baa Rated Index is the Baa component of the U.S. Corporate Investment Grade Index. The index includes publicly issued U.S. corporate and specified foreign debentures and secured notes that 
meet the specified maturity, liquidity, and quality requirements. To qualify, bonds must be SEC-registered.

The Barclays U.S. Ba High Yield Corporate Bond Index is a subset of the Barclays U.S. Corporate High Yield Bond Index, which is a market value-weighted index covering the U.S. non-investment-grade fixed-rate debt 
market. The Barclays U.S. Corporate High Yield Bond Index is composed of U.S. dollar-denominated corporate debt in industrial, utility, and finance sectors with a minimum $150 million par amount outstanding and a maturity 
greater than one year. The index includes reinvestment of income.

The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-denominated leveraged loan market. The CS Leveraged Loan Index is an unmanaged, trader-priced index that tracks 
leveraged loans. The CS Leveraged Loan Index, which includes reinvested dividends, has been taken from published sources.

The Credit Suisse High Yield Index is an unmanaged, trader-priced index constructed to mirror the characteristics of the high-yield market. The index includes issues rated BB and below by Standard & Poor’s or Moody’s, 
with par amounts greater than $75 million.

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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