
MARKET VIEW
BONDS: A MULTI-SECTOR APPROACH 

TO HIGHER INCOME AND DIVERSIFICATION
Multi-sector strategies that include high-yield and investment-grade securities may provide opportunity  

for higher yield and lower interest-rate sensitivity than traditional core bonds.  

MONDAY, OCTOBER 09, 2017

Fixed-income investors face a number of challenges in the 
current low-yield environment. While yields remain historically low, 
the duration risk in the primary fixed-income benchmark, the 
Bloomberg Barclays U.S. Aggregate Bond Index (“Aggregate Index”), 
has risen. This suggests an unfavorable risk-reward trade-off for 
many investors’ core bond allocations. 

Where, then, can investors turn? One approach they may wish to 
consider is increased exposure to U.S. high-yield bonds. Histori-
cally, these bonds have provided high current income, generated 
much higher total returns than investment-grade bonds, and, given 
their negative correlation with U.S. Treasury securities, generated 
positive returns during periods of rising interest rates. High-yield 
bonds are rated below investment grade, and carry a greater degree 

of investment risk; however, the asset class historically has had 
about half the volatility of U.S. equities, leading to attractive risk-
adjusted returns. 

Given the perceived risks, many investors are underinvested in 
U.S. high yield, and so have not participated in the attractive returns 
that the asset class has generated. What, then, is a good approach 
to adding higher-yielding securities to investment portfolios in 
today’s market? We think investors may want to consider a diversi-
fied, multi-sector strategy that includes allocations to several 
credit-related sectors, including high-yield, investment-grade 
bonds, and equity-related securities. This may provide a middle 
ground between traditional core bond portfolios benchmarked to 
the Aggregate Index, and pure high-yield strategies.
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CHART 1. U.S. BOND RETURNS HAVE VARIED BY YEAR, ARGUING FOR A FLEXIBLE APPROACH 
U.S. FIXED-INCOME SECTOR RETURNS (IN PERCENT), 2007–17 (THROUGH JUNE 30)

Source: Bloomberg Barclays Live and Credit Suisse. Sector returns are represented by Bloomberg Barclays indexes as follows: U.S. Aggregate Bond Index (Aggregate), U.S. MBS Fixed Rate Index (MBS), U.S. Corporate 
Investment Grade Bond Index (Corporates), U.S. Corporate High Yield Bond Index (High Yield), U.S. Treasury Index (Treasury), U.S. TIPS Index (TIPS), ABS Index (ABS), and U.S. Agency Index (Agency). Credit Suisse Leveraged 
Loan Index is used for leveraged loans.
*Through June 30. 
Past performance is not a reliable indicator or guarantee of future results. Current performance may be higher or lower than the performance data quoted. This historical table is an illustration of the most commonly used 
indexes representative of various sectors of the bond market and does not depict or predict the performance of any specific portfolio managed by Lord Abbett or any particular investment. Please note not all sectors are represented 
nor is this an asset allocation recommendation. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
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Credit-sensitive and equity-related sectors, such as high-yield 
corporate, investment-grade corporate, and convertible bonds, and 
equities, have delivered higher total returns than the high-quality bond 
benchmark over time. As of September 30, representative high-yield 
corporate, investment-grade corporate, and convertible bond indexes, 
along with the S&P 500® Index, have outperformed the Aggregate 
Index over the trailing one-, three-, five-, 10-, and 20-year periods. 

Of course, that doesn’t mean that they will outperform every 
year. Chart 1 illustrates how asset class returns can vary, depending 
on the market environment. For example, while high yield often has 
been the best-performing segment within U.S. fixed income, there 
have been and still are times when it will be out of favor in the 
market. A multi-sector strategy, however, offers the potential to 
provide a smoother ride than a single-sector strategy, providing 
opportunity to capture higher returns available in these higher-
yielding sectors, but with reduced volatility.

Chart 2 illustrates a hypothetical multi-sector portfolio that 
blends 50% high-yield bonds and 30% the Aggregate Index, along 

with 10% emerging market corporate bonds and 10% U.S. equities. 
During the historical period depicted in the chart (January 1, 2002–
August 31, 2017), this blended index had 30% lower volatility than 
the high-yield index on its own, and less than half the volatility of the 
S&P 500 Index.

We believe a multi-sector bond approach provides four potential 
advantages for investors:

1.  Higher income—The Aggregate Index primarily consists of U.S. 
government-related securities (as of September 30, 2017, the 
index held approximately 70% in U.S. Treasury, agency, and 
agency mortgage-backed securities). Multi-sector strategies 
have the flexibility to seek opportunity in credit-sensitive areas 
of the market with higher yield and total return potential, such 
as high-yield and investment-grade corporate bonds, bank 
loans, and emerging-market bonds.

2.  Reduced interest-rate sensitivity—As displayed in Chart 3, 
these credit-sensitive sectors of the market, in addition to 

Source: Zephyr. Bloomberg Barclays Aggregate=Bloomberg Barclays U.S. Aggregate Bond Index. EM Corporate=J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified. U.S. High Yield=BofA Merrill Lynch U.S. High 
Yield Master II Constrained Index. Blended Portfolio=50% BofA Merrill Lynch U.S. High Yield Master II Constrained Index; 30% Bloomberg Barclays U.S. Aggregate Bond Index; 10% J.P. Morgan Corporate Emerging Markets Bond 
Index Broad Diversified; 10% S&P 500 Index.
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. Asset allocation does not guarantee a profit or protect against loss in declining markets. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

CHART 2. A MULTI-SECTOR PORTFOLIO HISTORICALLY HAS PROVIDED ATTRACTIVE INCOME WITH LESS RISK
TOTAL RETURN AND VOLATILITY (STANDARD DEVIATION), JANUARY 1, 2002–AUGUST 31, 2017
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Source: Bloomberg, Barclays, and Credit Suisse. Bloomberg Barclays Aggregate=Bloomberg Barclays U.S. Aggregate Bond Index. Bank Loans=Credit Suisse Leveraged Loan Index. EM High Yield=J.P. Morgan Corporate Emerging 
Markets Bond Index High Yield. U.S. High Yield= BofA Merrill Lynch U.S. High Yield Master II Constrained Index. U.S. Treasuries=Bloomberg Barclays U.S. Treasury Index. U.S. IG Corporate Intermediate=Bloomberg Barclays U.S. 
Intermediate Corporate Bond Index. EM IG Corporate=J.P. Morgan Corporate Emerging Markets Bond Index Investment Grade.
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. Asset allocation does not guarantee a profit or protect against loss in declining markets. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

CHART 3. WHICH FIXED-INCOME SECTORS PROVIDED OPPORTUNITIES FOR HIGHER YIELD WITH LOWER DURATION?
INDEX YIELD VERSUS EFFECTIVE DURATION, AS OF SEPTEMBER 30, 2017
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offering higher yield, also have much lower effective duration 
compared to the 6.0-year reading for the Aggregate Index. But 
effective duration does not always capture the true interest-
rate sensitivity of a bond portfolio, since movements in credit 
spreads tend to be inversely correlated with changes in U.S. 
Treasury yields, especially lower in the credit-quality 
spectrum. Returns for high-yield and equity-related securities 
such as convertible bonds historically have had negative  
correlation with those for U.S. Treasury securities, suggesting 
that multi-sector strategies may outperform the Aggregate 
Index in a rising-rate environment.

3.  Portfolio diversification—Considering the negative correlation 
data depicted in Table 1, adding a multi-sector strategy to  
a fixed-income portfolio that has a large allocation to  
investment-grade core bond strategies may add valuable 
diversification benefits. (Remember that no investing strategy, 
including diversification, can overcome all market volatility or 
guarantee future results.)

4.  Increased liquidity—Volatility in most asset classes has been 
fairly muted in recent years, but there have been ongoing 
concerns that there will be bouts of volatility when fixed-
income portfolio managers will have difficulty exiting posi-
tions. A multi-sector strategy has the benefit of having multiple 
sources of liquidity to draw upon during those times. For 
example, in a market with reduced liquidity among high-yield 
bonds, a multi-sector manager may be able to raise cash by 
selling investment-grade securities, or de-risk the portfolio by 

exiting equity-related positions. In fact, a manger may be able 
to take advantage of liquidity-driven price movements, selling 
positions in asset classes with greater liquidity in order to bid 
for high-yield securities that others are being forced to exit at 
depressed prices. This provides an additional level of flexibility 
that single-asset class portfolios might not have. 

THE KEYS TO MULTI-SECTOR MANAGEMENT

Successful implementation of a multi-sector strategy requires 
numerous resources. In terms of portfolio management, we believe 
that in-depth research capabilities and investment professionals 
with expertise within each sector are necessary to successfully 
navigate the nuances of each component of the portfolio. However, 
an integrated and collaborative team structure is imperative to 
understand the macro environment and relative value opportunities 
across asset classes. In our view, a collection of individual disciplin-
ary “silos,” with each team focused on its own sector, is not an 
optimal approach. 

Lord Abbett, meanwhile, has been managing multi-sector fixed-
income portfolios since the early 1970s. Our team includes invest-
ment professionals with deep sector expertise, but the team itself is 
structured as a collaborative unit that encourages constant commu-
nication and exchange with peers across other asset classes. This 
allows Lord Abbett to build portfolios by pairing the team’s macro 
views on the market with fundamental bottom-up credit selection. 
This strategic scope helps the team adjust allocations and position 
the portfolio to adapt to a variety of market environments.

TABLE 1. CREDIT SECTORS HISTORICALLY HAVE HAD LOW CORRELATIONS WITH U.S. TREASURIES
CORRELATION WITH U.S. TREASURIES FOR THE 15 YEARS ENDED SEPTEMBER 30, 2017

Source: Zephyr. Bloomberg Barclays Aggregate=Bloomberg Barclays U.S. Aggregate Bond Index. Bank Loans=Credit Suisse Leveraged Loan Index. EM Sovereigns=JP Morgan Emerging Markets Bond Index Global. U.S. High 
Yield=BofA Merrill Lynch U.S. High Yield Master II Constrained Index. IG Corporates=Bloomberg Barclays U.S. Intermediate Corporate Bond Index. EM Corporates=J.P. Morgan Corporate Emerging Markets Bond Index Broad 
Diversified. Convertibles=BofA Merrill Lynch All Convertibles, All Qualities Index.
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. Asset allocation does not guarantee a profit or protect against loss in declining markets. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

Index/Asset Class Correlation

Bloomberg Barclays Aggregate 0.90
IG Corporates 0.51
EM Sovereigns 0.31
EM Corporates 0.25
U.S. High Yield -0.15
Convertibles -0.27
S&P 500 -0.29
Bank Loans -0.36

https://www.lordabbett.com/en/perspectives/marketview/bonds-strengthen-core-hitting-gym.html
https://www.lordabbett.com/en/perspectives/marketview/bonds-strengthen-core-hitting-gym.html


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. 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. 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. There is no assurance that the investment 
process will consistently lead to successful investing. Asset allocation and diversification do not eliminate the risk of experiencing investment losses. Neither diversification nor asset allocation can guarantee a profit or 
protect against loss in declining markets.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

Glossary of Terms

High-yield bond spread eis the percentage difference in current yields of various classes of high-yield bonds (often junk bonds) compared against investment-grade corporate bonds, Treasury bonds or another benchmark 
bond measure. Spreads are often expressed as a difference in percentage points or basis points (which equal one-one hundredth of a percentage point).

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.  A credit spread is the difference in yield between a U.S. Treasury bond and a debt security with the 
same maturity but of lesser quality.

Standard deviation is a measure of the dispersion of a set of data from its mean; more spread-apart data has a higher deviation. Standard deviation is calculated as the square root of variance. In finance, standard 
deviation is applied to the annual rate of return of an investment to measure the investment’s volatility.

The Bloomberg Barclays U.S. Agency Index is an issuer-specific component of the Bloomberg Barclays U.S. Aggregate Bond Index.

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. Asset-Backed Securities (ABS) Index is the ABS component of the Bloomberg Barclays U.S. Aggregate Bond Index.

The Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. 

The Bloomberg Barclays U.S. Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. 

The Bloomberg Barclays U.S. Mortgage-Backed Securities Fixed-Rate Index is a rate-specific subset of the Bloomberg Barclays U.S. Mortgage-Backed Securities Index, which is the U.S. MBS component of the U.S. 
Aggregate index. 

The Bloomberg Barclays U.S. Corporate Bond Index includes all publicly held issued, fixed-rate, nonconvertible investment-grade corporate debt.  The index is composed of both U.S. and Brady bonds.

The Bloomberg Barclays U.S. Intermediate Corporate Bond Index is a maturity-specific subset of the Bloomberg Barclays U.S. Corporate Bond Index 

The Bloomberg Barclays U.S. Treasury Inflation Protected Securities (TIPS) Index measures the performance of TIPS securities issued by the U.S. Treasury.

The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-denominated leveraged loan market. 

The BofA Merrill Lynch All Convertibles, All Qualities Index contains issues that have a greater than $50 million aggregate market value. The issues are U.S. dollar-denominated, sold into the U.S. market and 
publicly traded in the United States. 

The BofA Merrill Lynch U.S. High Yield Master II Constrained Index is a capitalization-weighted index of all U.S. dollar-denominated below investment-grade corporate debt publicly issued in the U.S. domestic market. 

The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI BD): The CEMBI is a market capitalization weighted index that tracks total returns of US dollar-denominated debt instruments 
issued by corporate entities in Emerging Markets countries. The index limits the current face amount allocations of the bonds in the CEMBI Broad by constraining the total face amount outstanding for countries with larger 
debt stocks. The J.P. Morgan Corporate Emerging Markets Bond Index Investment Grade and J.P. Morgan Corporate Emerging Markets Bond Index High Yield are credit quality-specific subsets of the CEMBI. 

The J.P. Morgan Emerging Markets Bond Index Global tracks total returns for traded external debt instruments in the emerging markets, and is an expanded version of the JPMorgan EMBI+.

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.

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 education. 
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.

Copyright © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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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.

INVESTMENT-LED. INVESTOR-FOCUSED.


