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Declines in interest rates and oil prices surprised the experts. What does that mean for investors? 
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CHART 1. FORECASTS FOR INTEREST RATES AND OIL PRICES MISSED THE MARK
YIELD ON THE 10-YEAR TREASURY NOTE AND CRUDE OIL PRICES, DECEMBER 5, 2013–DECEMBER 5, 2014

Source: Bloomberg. 

Past performance is not a reliable indicator or a guarantee of future results. Please refer to “Important Information” regarding the economic indicator data in these charts and index information.

Forecasting is difficult, as the saying goes, especially about the 
future. In this edition of Market View, we’ll consider two glaring 
instances from 2014 that illustrate that difficulty, and then we’ll 
consider the investment implications. In the following two weeks, 
we’ll also examine a real-world option that could enable investors to 
mitigate the effects of this unpredictability. 

In early April 2014, the yield on the 10-year Treasury note was 
around 2.7%, according to Bloomberg, and the consensus forecast 
was that it would rise. In fact, not one of the 67 economists surveyed 
by Bloomberg predicted it would be lower by the end of the year. The 
concern of some centered on how quickly the yield would rise to 
4%—not whether it would rise at all. 

That the yield on the 10-year Treasury note would rise certainly 
seemed obvious. With the Federal Reserve’s quantitative easing 
being tapered and expected to end in October 2014, one of the 
largest buyers of Treasuries would no longer be in the market, and 
prices were thus expected to suffer, causing yields to rise. But much 
to forecasters’ embarrassment, the yield declined instead, even 
briefly dipping below 2%. As of December 5, 2014, it stood at 2.31%, 
according to Bloomberg. 

Interest rates, however, are notoriously difficult to predict, so 
maybe forecasters would have better luck with oil prices. A year 
ago, crude oil (West Texas Intermediate) was trading around $97 

a barrel, according to Bloomberg, and with the U.S. economy 
continuing to strengthen and conflicts simmering in the Middle 
East and Eastern Europe, a rise in prices certainly seemed  
plausible. On the other hand, the fracking revolution was adding 
to supply in the United States, and China’s economy was 
expected to slow, so some slippage in oil prices was not out of 
the question, and many banks did scale back their forecasts to 
below $100 a barrel. 

Indeed, among 28 forecasters surveyed by Bloomberg, the median 
estimate as of December 5, 2013, was for West Texas Intermediate to 
finish the year at $95. Of those surveyed, 25 predicted a price of 
$90 or higher, and only one expected a price below $80. None, 
however, foresaw a plunge to just $66 (as of December 5, 2014). 
Even as late as May 2014, the Federal Reserve Bank of Chicago was 
predicting that the West Texas Intermediate price in the fourth 
quarter would be $99 a barrel. 

Clearly, prognostication is difficult. So what lesson should  
investors glean from these forecasting faux pas? That economic  
fortune-telling provides a poor basis for investment decisions. 
Instead, a better strategy is to invest in a range of asset classes—
stocks, both domestic and international, as well as bonds, both 
investment grade and credit sensitive—in order to better protect 
against such unforeseeable events. 
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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. 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.

The 10-year Treasury note is a debt obligation issued by the United Stated government that matures in 10 years. 

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.

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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