
MARKET VIEW
MARKET S:  A  2015 ENCO RE FOR THIS  YE AR’S  BIG WINNE RS?  

For many asset classes, 2014 played out as expected. But the year also held some big surprises.  
What can investors expect from 2015?

MONDAY, DECEMBER 29, 2014

CHART 1. U.S. STOCKS HAVE OUTPERFORMED OTHER ASSET CLASSES IN 2014
TOTAL RETURNS (%) FOR EQUITIES, FIXED INCOME, AND COMMODITIES, DECEMBER 31, 2013–DECEMBER 26, 2014

Source: Morningstar. 
The investment categories listed in this chart are represented by the following indexes: Agricultural Commodities, S&P GSCI Agricultural Index; Gold & Silver, S&P GSCI Precious 
Metals Index; International Stocks, MSCI EAFE Index; Emerging Market Stocks, MSCI Emerging Market USD Index; Short-Term Corporate Bonds, BofA Merrill Lynch U.S. Corpo-
rate ‘BBB’ 1-3 Year Index; High-Yield Bonds, BofA Merrill Lynch U.S. High Yield Master II Constrained Index; Floating Rate Loans, Credit Suisse Leveraged Loan Index; U.S. TIPS 
(Treasury Inflation Protected Securities), Barclays U.S. Treasury TIPS Index; Small Cap Stocks, Russell 2000 Index; EM Bonds (Emerging Market Corporate Bonds), JPMorgan 
CEMBI Broad Diversified Index; Barclays Agg. (Core Bonds), Barclays U.S. Aggregate Bond Index; Convertible Bonds, BofA Merrill Lynch All Convertibles, All Qualities Index;  
10-Year Treasuries, BofA Merrill Lynch U.S Treasury Current 10-Year Index; Growth Stocks, Russell 3000 Growth Index; Value Stocks, Russell 3000 Value Index; Large Cap 
Stocks, S&P 500 Index; Mid Cap Value, Russell Mid Cap Value Index.

Past performance is not a reliable indicator or a 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.
Instances of high-double-digit returns were achieved primarily during favorable market conditions and may not be sustainable over time. Indexes are unmanaged, do not reflect deduction of fees and expenses, and are not 
available for direct investment.

In the January 6, 2014, Market View, we surveyed the investing landscape 
for the year ahead and examined the possibilities for key asset classes. 
Among our observations for 2014:
■■ Equities had the potential for further gains.
■■ High-quality and longer-dated bonds might be hampered by the Federal 

Reserve’s tapering program.
■■ Shorter-duration and lower-quality bonds could hold up well if interest 

rates rose.
■■ A strong U.S. dollar and low relative U.S. inflation could lead to declining 

commodities prices. 
Looking back on the year from the last week of December, how did it all 

play out? (Chart 1 displays the performance of a range of asset classes.) 
Some developments were just about as expected. The U.S. economy contin-
ued to post stronger growth than the rest of the world; large and mid cap 
U.S. stocks performed well; and commodity prices fell (though one key com-
modity, crude oil, plunged far more than most observers would have conjec-
tured). Large cap stocks, as represented by the S&P 500® Index, returned 
15.3% through December 26, 2014. The broader growth and value catego-
ries, as represented by the respective market-cap-specific components of 
the Russell 3000 Index, were in a virtual dead heat, each with a total return 
of around 14%. Additionally, the credit-sensitive areas of fixed income—
short-dated corporate bonds, high-yield, floating-rate securities, emerging  
 

market corporate bonds, and convertible securities—all registered in 
positive territory.

But the script for 2014 took a few unexpected turns. As we discussed in 
the December 8, 2014, Market View, the drastic declines in the 10-year U.S. 
Treasury yield and oil prices in 2014 surprised many, if not most, observers. 
While our own Milton Ezrati analyzed the longer-term repercussions of 
declining oil prices in a November commentary, the impact of declining 
interest rates was felt immediately in the fixed-income market. Alongside 
strong returns for the 10-Year Treasury note, the Barclays U.S. Aggregate 
Bond Index, a widely followed proxy for the broader U.S. bond market with a 
significant component of government securities, returned 5.6% for the year. 

Meanwhile, negative returns in key areas of international equity also sur-
prised many. In developed markets, MSCI EAFE Index posted a negative 
return of 4.1%, while the MSCI Emerging Markets index lost 2.7%. Slow 
economic growth in many nations contributed to central-bank policy 
changes in the middle of the year, which we discussed in our July Quarterly 
Roundtable, but these have not yet realized their full impact.

As we approach 2015, conditions appear similar to those that greeted the 
market at the start of 2014: The U.S. economy looks to be on a solid footing, 
other parts of the globe are struggling to jump-start growth, and U.S. 
interest rates seem ready to (finally) increase as the Fed seeks “normalcy.” 
How could that translate into investment performance? Let’s take a look at 
the key categories.
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 U.S. stocks. The broader U.S. equity market appears poised to continue its 
ascent. While another year of double-digit returns may be becoming increas-
ingly unlikely and a correction may occur, there are three key points to consider:
■■ The U.S. economy is strong enough to sustain positive stock returns.
■■ Corporate earnings are expected to continue to grow at a decent pace.
■■ Valuations appear reasonable, if not overly attractive, in some areas of 

the market. 
 U.S. bonds. Shorter-duration and lower-quality fixed-income assets, includ-
ing high-yield, floating-rate loans and short-duration corporate securities, 
could hold up relatively well if the Fed raises interest rates. The three key 
points to remember:
■■ U.S. economic growth appears strong enough to be self-sustaining.
■■ The Fed appears poised to raise its benchmark interest rate by mid-2015.
■■ Less interest-rate-sensitive, lower-duration fixed-income securities are 

likely to outperform.

 International. Broadly speaking, equity markets outside the U.S. continue to 
struggle with weak growth prospects. As global central banks implement 
policy measures designed to boost growth, the prospect of improved 
economic activity could lead to better returns. As for bonds, select opportu-
nities will exist, but consideration must be paid to the strengthening U.S. 
dollar. Zane Brown, Lord Abbett Partner and Fixed Income Strategist, 
believes that U.S. dollar-denominated foreign debt seems to be a better 
alternative to other categories of non-U.S. fixed income. 

Here’s one other thing investors may wish to note as 2015 gets underway: 
professional investment management may be a prudent approach across 
asset categories. As the U.S. equity bull market ages, U.S. bonds seek to 
weather looming Fed rate hikes, and international markets look to launch a 
recovery, selective opportunities will exist. Professional managers may be 
best suited to find them amid the complexities—and inevitable surprises—of 
today’s asset markets.

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. 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. 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. Moreover, the specific collateral used to secure a loan may 
decline in value or become illiquid, which would adversely affect the loan’s value. Convertible securities have 
both equity and fixed-income risk characteristics. Like all fixed-income securities, the value of convertible 
securities is susceptible to the risk of market losses attributable to changes in interest rates. Generally, the 
market value of convertible securities tends to decline as interest rates increase and, conversely, to increase 
as interest rates decline. 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. 
Investing in international securities generally poses greater risk than investing in domestic securities, 
including greater price fluctuations and higher transaction costs. Special risks are inherent in international 
investing, including those related to currency fluctuations and foreign, political, and economic events. Foreign 
investments generally pose greater risks than domestic investments, including greater price fluctuations and 
higher transaction costs. No investing strategy can overcome all market volatility or guarantee future results.
Market forecasts and projections are based on current market conditions and are subject to change  
without notice.
Treasury Inflation Protected Securities (TIPS) are Treasury securities that are indexed to inflation in 
order to protect investors from the negative effects of inflation. TIPS are considered an extremely low-risk 
investment since they are backed by the U.S. government and since their par value rises with inflation, as 
measured by the Consumer Price Index, while their interest rate remains fixed.
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 Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000 
Index, which represents approximately 10% of the total market capitalization of the Russell 3000 Index.
The Russell 3000® Growth Index measures the performance of those Russell 3000 Index companies with 
higher price-to-book ratios and higher forecast growth values. 
The Russell 3000® Value Index measures the performance of those Russell 3000 Index companies with 
lower price-to-book ratios and lower forecast growth values. 
The Russell Midcap Value Index measures the performance of the midcap value segment of the U.S. equity 
universe. It includes those Russell Midcap Index companies with lower price-to-book ratios and lower fore-
cast growth values. The Russell Midcap Value Index is constructed to provide a comprehensive and unbiased 
barometer of the midcap value market. The Index is completely reconstituted annually to ensure that larger 
stocks do not distort the performance and characteristics of the true midcap value market.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market perfor-
mance and includes a representative sample of leading companies in leading industries.
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 MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market-capitalization index 
that is designed to measure the equity market performance of developed markets, excluding the U.S. and 
Canada. The MSCI EAFE Index consists of the following 21 developed-market country indexes: Australia, Aus-
tria, Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, 
New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom.
The BofA Merrill Lynch High Yield Master II Constrained Index is a market value-weighted index of all 
domestic and Yankee high-yield bonds, including deferred interest bonds and payment-in-kind securities. 
Issues included in the index have maturities of one year or more and have a credit rating lower than BB-/
Baa3, but are not in default. The BofA Merrill Lynch U.S. High Yield Master II Constrained Index limits any 
individual issuer to a maximum of 2% benchmark exposure.

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 BofA Merrill Lynch 1-3 year ‘BBB’ U.S. 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.
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 U.S. dollar-denominated debt instruments 
issued by corporate entities in emerging market countries. The index limits the current face amount alloca-
tions of the bonds in the CEMBI Broad by constraining the total face amount outstanding for countries with 
larger debt stocks.
The Barclays U.S. Aggregate Bond Index is an unmanaged index composed of securities from the Barclays 
Government/Corporate Bond Index, the Mortgage-Backed Securities Index, and the Asset-Backed Securities 
Index. Total return comprises price appreciation/depreciation and income as a percentage of the original 
investment. Indexes are rebalanced monthly by market capitalization. 
The MSCI Emerging Markets Index is a free float-adjusted market-capitalization index that is designed to 
measure equity-market performance of emerging markets. The MSCI Emerging Markets Index consists of the 
following 23 emerging market country indexes: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, 
Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Russia, Qatar, South Africa, 
Taiwan, Thailand, Turkey, and UAE.
The J.P. Morgan Emerging Markets Bond Index Global (“EMBI Global”) tracks total returns for traded 
external debt instruments in the emerging markets and is an expanded version of the JPMorgan EMBI+. As 
with the EMBI+, the EMBI Global includes U.S. dollar-denominated Brady bonds, loans, and Eurobonds with an 
outstanding face value of at least $500 million. It covers more of the eligible instruments than the EMBI+ by 
relaxing somewhat the strict EMBI+ limits on secondary market trading liquidity.
The BofA Merrill Lynch 10-Year Current U.S. Treasury Yield Index is an unmanaged index tracking the 
10-year component of U.S. Treasury securities.
The Barclays U.S. Treasury TIPS Index is an unmanaged index composed of U.S. Treasury Inflation 
Protected Securities with at least $1 billion in outstanding face value.
The S&P GSCI® Agricultural Index is a subset of the S&P GSCI®, a leading measure of general price 
movements and inflation in the world economy. The index is weighted by production and includes the most 
liquid commodity futures. 
The S&P GSCI® Precious Metals Index is a subset of the S&P GSCI®, a leading measure of general price 
movements and inflation in the world economy. The index is weighted by production and includes the most 
liquid commodity futures. 
The credit quality ratings of the securities in a portfolio are 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.
Indexes are unmanaged, do not reflect the deduction of fees 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.
Copyright © 2014 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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