
From rate hikes to geopolitical upheavals to a proposed overhaul 
of the U.S. tax code, this has been an eventful year for fixed-income 
markets. As 2017 draws to a close, what, then, should investors be 
watching for as the calendar changes? What follows are insights on 
key asset classes provided by, respectively, Tim Paulson,  
Lord Abbett investment strategist, fixed income; Brian Arsenault, 
Lord Abbett investment strategist, leveraged credit; John Morton, 
Lord Abbett portfolio manager, Emerging Market Corporate Debt 
Fund; and Daniel Solender, Lord Abbett partner and director, 
municipal bond strategies.

U.S. FIXED INCOME
Tim Paulson

For risk assets, 2017 
was a strong year, charac-
terized by low volatility and 
accelerating global growth 
prospects. As one would expect, higher-beta assets, such as equities, 
high-yield bonds, and emerging-market debt, were the primary ben-
eficiaries. As we head into 2018, we expect to see more of the same, 
albeit with lower overall return targets, thanks to continued accom-
modative tendencies from central banks around the world, an 
increasingly coordinated pattern of accelerating global growth, and a 
positive technical backdrop of significant global liquidity.

In our view, policy accommodation from central banks should 
continue to support riskier assets and growth in two different ways. 
First, these policies keep financial conditions easy around the world, 
helping boost economic growth. Second, they create a market envi-
ronment in which investors are continually incentivized to move into 
riskier investments in order to achieve higher returns. 

None of that would matter, however, without solid underlying 
fundamentals. But we have reached a point where most of the econ-
omies worldwide are participating in the global growth story. It is 
not necessarily rapid growth, but it is a far better scenario than 
markets were expecting a year ago. We can see the results in the 
form of strong earnings, higher equity markets, and tighter credit 
spreads. As long as this concomitant growth—across both devel-
oped and emerging markets—continues, all risk assets have the 
potential to perform well, led by the higher-beta sectors. And at this 
point, there are no data to suggest anything other than an extension 

of this developing growth story, and, potentially, another year that 
favors higher-returning risk assets.

So, given this environment—strong growth, supportive central 
banks, and positive technicals—what is our expectation for markets 
in 2018? Yields likely will rise, albeit slowly, and consistent with 
economic growth. Credit spreads may well continue slowly to tighten, 
although not as much as they did in 2016 and 2017. So, instead, we 
believe the best performing strategies will be those that have higher 
yield, and don’t need price appreciation to generate returns. Two  
categories that come to mind here are U.S. high-yield bonds and 
emerging-market corporate bonds (more on those below).

There are risks, of course. Geopolitical risks are impossible to 
predict, and can roil markets. Data could turn sour, and in turn be 
used to threaten a pullback in growth, or even recession. So then in 
such situations, one question we will need to ask ourselves during 
periods of stress is whether there has been a fundamental change to 
the global growth outlook or to the tendencies of global central 
banks to prevent downturns. Barring such a material shift, though, 
we think market pullbacks will continue to represent good opportu-
nities to add to risk assets.

U.S. LEVERAGED CREDIT
Brian Arsenault

After a lengthy period of 
smooth sailing in 2017, the U.S. 
high-yield bond market experi-
enced some volatility late in the 
year. Nonetheless, the benchmark BofA Merrill Lynch U.S. High Yield 
Index returned 7.2% year to date through November 30, 2017. There 
have been a variety of reasons cited for the volatility, including impend-
ing U.S. tax legislation and rising geopolitical tensions—which we 
believe, however, are not the key drivers of the weakness. We note 
instead that the selling was driven by company- and sector-specific 
developments, not a weakening in overall market fundamentals.

Despite this recent volatility, we believe that the backdrop  
fostering a positive environment for high-yield credit remains in 
place. Our first reason to believe such is that economic growth 
appears to be on a steady, if unspectacular, track in the United 
States. Growth prospects in Europe and Asia also are positive. With 
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n What factors might influence fixed-income markets in 2018? We asked Lord Abbett investment professionals for their views.

n For U.S. fixed income, Tim Paulson, Lord Abbett investment strategist, sees strong economic growth, supportive central banks, and positive 
technicals continuing to support bond markets.

n Brian Arsenault, Lord Abbett investment strategist, says the backdrop fostering a positive environment for U.S. high-yield credit remains in place.

n In emerging markets (EM), John Morton, Lord Abbett portfolio manager, notes benign global economic conditions, and an improving macro 
outlook for many EM economies, particularly in terms of growth.

n For municipal bonds, Daniel Solender, Lord Abbett partner and director, observes that most of the positive trends during 2017 should continue 
into the new year, including favorable supply/demand conditions and overall credit quality.

Policy accommodation from central 
banks should continue to support 
riskier assets and growth.

We expect defaults to continue  
to trend lower in the new year.
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U.S. inflation firmly in check, the U.S. Federal Reserve (Fed) should 
be able to proceed with its program of policy normalization. Also, 
high-yield default rates remain well below historical averages, 
according to J.P. Morgan index data.

At the sector level, we note that telecom, health care, retail, and 
media are facing secular headwinds, which are impeding them from 
benefiting from the improving economy. These sectors are being 
challenged by issues ranging from “cord cutting” in media/telecom 
to the impact of e-commerce on retail and various investigations into 
generic pharmaceutical issuers. To be sure, valuations on some of 
these groups may reach more appealing levels in the months to 
come, providing opportunity in select names. Meanwhile (as of late 
2017), we are more positive on prospects for the energy, transport, 
and metals/mining groups. 

The bottom line: We are still relatively constructive on the U.S. 
high-yield market, and expect defaults to continue to trend lower in 
the new year. [Remember that high-yield, lower-rated securities involve 
greater risk than higher-rated securities.]

Returns on another leveraged-credit sector, floating-rate loans, 
have trailed high yield thus far in 2017, but remained solidly positive, 
with the representative Credit Suisse Leveraged Loan Index up 3.9% 
through November 30. (Note that the investment-grade benchmark 
Bloomberg Barclays U.S. Aggregate Bond Index gained 3.4% during the 
same period.) We believe the floating-rate market will continue to 
benefit from low default rates, and that a slightly more active Fed may 
help enhance all-in yields on the asset class. The key challenge remains 
the pace of loan repricings. If the asset class continues to attract inflows 
and interest from collateralized loan obligation investors, companies 
likely will be able to refinance outstanding deals with lower coupons, 
which may temper the benefit from rising interest rates.

EMERGING MARKET CORPORATE DEBT
John Morton

Our long-held positive stance 
toward emerging-market (EM) 
corporate debt has been sup-
ported by two factors: a benign 
global backdrop and an improving macro outlook for many EM 
economies, particularly in terms of growth. With 2018 drawing near, 
we maintain our constructive view of the EM corporate story.

It is true that the past month or so has been a bit of a rough 
patch, including some volatility, but the emerging-market corporate 
debt space has been through such episodes before, and we see pull-
backs as good opportunities for investors to purchase these securi-
ties at attractive prices. [Although, there is no guarantee that this 
market trend will continue in the future.] Indeed, the asset class, as 
represented by the J.P. Morgan Corporate Emerging Markets Bond 
Index Broad Diversified, was up 7.6% year to date through November 
30. This is because our base case still calls for a continuation of the 
coinciding global recovery, a widening growth gap between emerging 
and developed markets, and continued “lower for longer” levels of 
global interest rates.

As for the largest emerging-market economy, we expect China’s 
growth to remain robust. Commodity prices have picked up, support-
ing terms of trade (that is, export prices relative to import prices) in 
emerging economies, broadly speaking. Europe’s strong cyclical 
momentum also is a plus for EM economies.

Indeed, there are signs of a change in market dynamics, including 
the lack of contagion and the impact of growing domestic pension 
funds, which act as a cushion. If these changes are structural rather 
than transitory, such a development could signal that EM corporate 
bonds, as an asset class, are becoming more of an investable  

alternative to their developed-market counterparts. [Note that inter-
national investing involves risks, which are often heightened for invest-
ments in emerging/developing markets or smaller capital markets.]

MUNICIPAL BONDS
Daniel Solender

As we approach the end 
of 2017, it is uniquely chal-
lenging to develop a munici-
pal-bond market forecast 
due to the uncertainties surrounding the U.S. tax bill currently making 
its way through Congress. Features of the original drafts, especially 
the House version, could lead to dramatic municipal-bond market 
changes, particularly if private-activity bond issuance is eliminated 
because issuers such as airports, hospitals, and universities can no 
longer borrow at tax-exempt rates. Still, when thinking through the 
probabilities of potential outcomes, our base case is that if a tax bill 
attains approval, it likely will not result in the most punitive outcomes 
for municipal-bond issuers.

With this as our starting point, we believe 2018 likely will be a 
positive year for the municipal-bond market, although expected 
returns likely will not be as high as they were during 2017. The 
strong showing in the past year—the representative Bloomberg 
Barclays Municipal Bond Index returned 4.6% year to date through 
November 30—reflected the market recovery after the sell-off at the 
end of 2016, in a pique of response to the U.S. presidential election. 
Globally, asset-market volatility has been low, as the Fed has been 
successfully tightening policy, and market expectations are that the 
Fed will continue to make gradual changes, which will be partially 
targeted toward restraining interest rates from rising dramatically. 
This is important for the municipal-bond market because relative 
value is often calculated based upon the ratio of municipal-bond 
yields to Treasury bond yields. As of this writing, the yield ratios 
have been on the lower end of the range in recent years, but close to 
their historical, pre-2008 (credit crisis) levels. 

Because the municipal-bond sector is dominated by individual 
investors, with approximately two-thirds of the bonds in retail hands, 
according to Federal Reserve data, the market’s direction can change 
quickly based upon investor sentiment. While most of the trends 
from a positive 2017 remain in place, the market in 2018 could  
potentially feature many similarities. Some of the specific trends 
that likely will continue are:
n  Strong demand for mutual funds and separately managed 

accounts due to the attractive tax-equivalent yields compared to 
other markets;

n  Average levels of new issue supply, as issuers remain concerned 
about adding too much debt due to uncertainties regarding 
economic growth and tax policy; and

n  Positive credit trends as most municipal-bond issuers continue 
to have steady revenue growth, while containing expenses in the 
slowly growing economy. 
Demand for professional management of municipal-bond port-

folios could actually increase after the Municipal Securities Rule-
making Board’s new markup rule becomes effective. Certainly, 
issuers facing credit or fiscal challenges, such as Puerto Rico and 
Illinois, will remain in the headlines, as they work through their 
issues. But the historically strong overall credit quality and low 
default rates of the municipal-bond market likely will continue to 
present attractive investments for investors. [Investors should  
be aware that the municipal market can be affected by adverse tax,  
legislative, or political changes, and by the financial condition of the 
issuers of municipal securities.]
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We expect a widening growth 
gap between emerging and 
developed markets.

In 2018, muni investors will be 
closely watching tax-code changes 
and the Fed’s interest-rate moves.



IMPORTANT INFORMATION
A Note about Risk: TThe 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. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. 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. No investing strategy can overcome all market volatility or guarantee future results. Special risks are inherent to international investing, 
including those related to currency fluctuations and foreign, political, and economic events. The securities markets of emerging countries tend to be less liquid, especially subject to greater price volatility, have a smaller 
market capitalization, have less government regulation and may not be subject to as extensive and frequent accounting, financial and other reporting requirements as securities issued in more developed countries. Further, 
investing in the securities of issuers located in certain emerging countries may present a greater risk of loss resulting from problems in security registration and custody or substantial economic or political disruptions. 
The municipal bond market may be impacted by unfavorable legislative or political developments and adverse changes in the financial conditions of state and municipal issuers or the federal government in case it 
provides financial support to the municipality. Income from the municipal bonds held could be declared taxable because of changes in tax laws. Certain sectors of the municipal bond market have special risks that can 
affect them more significantly than the market as a whole. Because many municipal instruments are issued to finance similar projects, conditions in these industries can significantly affect an investment. Income from 
municipal bonds may be subject to the alternative minimum tax. Federal, state and local taxes may apply. Investments in Puerto Rico and other U.S. territories, commonwealths, and possessions may be affected by local, 
state, and regional factors. These may include, for example, economic or political developments, erosion of the tax base, and the possibility of credit problems. No investing strategy can overcome all market volatility or 
guarantee future results. Diversification does not guarantee a profit or protect against loss in declining markets. There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

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.

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

The Bloomberg Barclays Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a broad measure of the municipal bond market with 
maturities of at least one year.

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. Total return comprises price appreciation/depreciation and income as a percentage of the original investment.

The BofA Merrill Lynch U.S. High Yield 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.

Source Merrill Lynch, Pierce, Fenner & Smith Incorporated (“BofAML”), used with permission. BofAML PERMITS USE OF THE BofAML INDICES AND RELATED DATA ON AN “AS IS” BASIS, MAKES NO WARRANTIES REGARDING 
SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BofAML INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY 
IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND LORD, ABBETT & CO. LLC, OR ANY OF ITS PRODUCTS OR SERVICES.

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.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

TThe 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 (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 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 invest-
ment 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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