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AMID RISING RATES, HOW ARE SHORT-TERM BONDS PERFORMING?  

Yield on the two-year Treasury has been climbing for more than a year.
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CHART 1. THE YIELD ON THE TWO-YEAR TREASURY HAS 
BEEN RISING FOR MORE THAN A YEAR
YIELD TO MATURITY, MARCH 31, 2013–SEPTEMBER 30, 2014

CHART 2. RETURNS ON SHORT-TERM BONDS HAVE HELD 
UP AS YIELDS HAVE RISEN
RETURNS ON SHORT-TERM TREASURIES AND SHORT-TERM  
CORPORATE BONDS

Source:  U.S. Department of the Treasury. Daily Treasury yield curve rates. Source:  Barclays and BofA Merrill Lynch. Short-term Treasuries are represented 
by the Barclays U.S. Treasury 1–3 Year Index and short-term corporate bonds are 
represented by the BofA Merrill Lynch 1–3 Year BBB-Rated Corporate Index. 

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.

One response to the prospect of rising interest rates has been for 
investors to shift into bonds with shorter maturities and lower  
durations. But some strategists have raised the possibility that even 
these bonds could be hurt when interest rates rise. We addressed 
this question in previous editions of Market View (see “Bonds—
Seeking a Haven from Fed Rate Hikes?” July 21, 2014, and “Bonds—
How Might Short-Term Bonds Perform If the Fed Hikes Rates?” 
September 8, 2014). 

Examining both short-term Treasury bonds and short-term  
corporate bonds, we found that returns in these two asset classes 
stayed largely positive. When they did perform negatively, they 
quickly rebounded. 

But in many of the periods we investigated, the yields on these 
short-term bonds were relatively high, so the yields helped to com-
pensate for declines in price. Today, yields are much lower. So, can 
short-term bonds still withstand a rise in interest rates? To learn 
how these bonds would perform, we would first have to experience 
rising interest rates. Fortunately for our study, the two-year Treasury 
yield has been rising since early last year. 

As Chart 1 illustrates, the yield on the two-year Treasury was 
0.20% in late April 2013 and rose to nearly 0.60% by mid-September 
2014, where it has remained relatively steady. Since February 2014, 
this yield has nearly doubled, from 0.30% to 0.58%. Since August 15, 
2014, the yield jumped 16 basis points in 45 days. 

How have short-term Treasuries (as represented by the Barclays 
U.S. 1–3 Year Treasury Bond Index) and short-term corporate 
bonds (as represented by the BofA Merrill Lynch 1-3 Year BBB-
Rated Corporate Bond Index) performed during these periods?  
As Chart 2 shows, since April 2013, short Treasury bonds have 
returned 0.49% and short corporate bonds have returned 2.18%. 
Since February 2014, short Treasury bonds returned 0.40% and 
short corporate bonds returned 1.46%. And since August 15, 2014,  
short-term Treasury bonds returned 0.01% and short corporate 
bonds returned 0.02%. 

Of course, these returns are not much to brag about, but they 
are far from the disaster that some have predicted, and have been 
successful as a defensive position in an environment of rising 
interest rates. 

0.58%

0.1%

0.2%

0.3%

0.4%

0.5%

0.6%

Yi
el

d

Mar
2013

Jun
2013

Sep
2013

Dec
2013

Mar
2014

Jun
2014

Sep
2014

April 30, 2013
2-Year Treasury Yield: 0.20%

February 3, 2014
2-Year Treasury Yield: 0.30%

One Year Ago
2-Year Treasury Yield: 0.33%

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

Re
tu

rn

Return Since
April 20, 2013

One-Year Return
(Since Oct. 1, 2013)

Year-to-Date Return
(Since Jan. 1, 2014)

Return Since
Feb. 3, 2014

Short Treasuries
Short Corporates

0.49%

2.18%

0.64%

2.69%

0.56%

1.82%

0.40%

1.46%

1



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. 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. 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.

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

A yield curve is a measure at a given point in time of how interest rates change based on maturity terms.

A basis point is one one-hundredth of a percentage point.

The credit quality of securities are assigned by a national 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 (“junk bonds”). High-yielding, non-investment-grade bonds (“junk 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 BofA Merrill Lynch 1–3 Year U.S. BBB-Rated 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 Barclays U.S. 1–3 Year Treasury Bond Index measures the performance of public obligations of the U.S. Treasury that have a remaining maturity of greater than or equal to one year and less than three years, are rated 
investment grade, and have $250 million or more of outstanding face value. 

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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