
 

1  

Fund Commentary 1Q23 

 

 

 

MARKET REVIEW 

Fixed Income Market Review 

Yields and Spreads 12/31/2022 3/31/2023 

2 Year Treasury Yield 4.42% 4.06% 

10 Year Treasury Yield 3.88% 3.49% 

2-10 Treasury Yield Spread -54.2 -56.96 

Bloomberg US Corporate Investment Grade Bond Index Spread (OAS) 130 138 

ICE BofA U.S. High Yield Constrained Index Spread (OAS) 483 460 

Returns QTD YTD 

Bloomberg Aggregate Index Return  2.96% 2.96% 

Bloomberg U.S. Corporate Investment Grade Bond Index Return  3.45% 3.45% 

Bloomberg U.S. CMBS Index Return 1.03% 1.03% 

Bloomberg U.S. ABS Index Return 1.86% 1.86% 

Bloomberg U.S. MBS Index Return 2.53% 2.53% 

ICE BofA U.S. High Yield Constrained Index Return  3.72% 3.72% 

Credit Suisse Leveraged Loan Index -0.10% -1.10% 

ICE BofA U.S. Convertible Index Return  3.75% 3.75% 

Source: FactSet 

Past performance is not a reliable indicator or guarantee of future results.  Due to market volatility, the market may not perform in 

a similar manner in the future. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct 

investment. The index data provided is not representative of any Lord Abbett product 

 

 

• The first quarter of 2023 was a quarter of many seasons. The market entered the year with a bearish sentiment and 

recession a consensus call. The tone quickly changed to resiliency in early January, with inflation showing signs of 

deceleration. The month of January was a complete reversal of what took place in 2022 in terms of spread movement, with 

financials and low-quality beta outperforming. Fear of inflation crept up in February, with rates sharply higher and the long 

end underperforming.  In March, we faced turmoil in the banking sector that surprised market participants on the whole, and 

eventually spilled into Europe, bringing Credit Suisse over the brink. Rates collapsed and the fear of recession was 

reintroduced. 

• Fixed income markets were mostly positive in the first quarter primarily due to a decline in yields across virtually all 

maturities. The 2-year yield fell 36 bps and the 10-year yield declined 39 bps. It’s worth noting the volatility throughout the 

period, as the 2-year yield moved past 5% at the beginning of March for the first time since 2007, before dropping over 100 

bps in less than a week following the collapse of Silicon Valley Bank. U.S. equities also moved mostly higher for the period, 

with the NASDAQ in particular making a strong comeback after a four-quarter losing streak. 

• Within bank loans1, the quarter got off to a strong start. In January, loans exhibited their best performing month since May 

2020 amid elevated yields, improved demand from collateralized loan obligations (CLOs), and dissipating retail withdrawals. 

FLOATING RATE FUND 
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This performance continued into February, as loans outperformed due to a rapidly rising forward curve, improving capital 

market access, and firmer technical. However, this rally faltered in March as markets pulled back given regional banking 

contagion concerns which led to a collapse in expectations for the forward rate curve. 

• The turmoil in the banking sector dominated the headlines in March, with the focus on liquidity pressures at the regional 

bank level from increasing deposit withdrawal and the impact of the Fed's aggressive tightening cycle on the bank’s 

investment portfolios. The combined response from the Fed, the U.S. Treasury and the Federal Deposit Insurance 

Corporation (FDIC) to the banking turmoil, as well as some related merger and acquisition activity, helped stabilize the 

sector late in the quarter and helped to underpin the broader market. Later in March, the Fed further slowed the pace of 

rate hikes to 25 bps at the March Federal Open Market Committee (FOMC) meeting. Fed Chairman Jerome Powell 

acknowledged the disinflation trend and did not push back against the loosening of financial conditions. However, he also 

flagged the need to do more work to combat inflationary pressures, reiterating the higher-for-longer messaging, and noting 

that the labor market remains too tight.2 Contagion concerns eventually quelled, and spreads moved tighter from these 

recent highs, helping contribute to overall positive returns in the asset class. 

PORTFOLIO REVIEW 

• The Fund returned 3.03%, reflecting performance at the net asset value (NAV) of Class I shares with all distributions 

reinvested for the quarter ended March 31, 2023. The Fund’s benchmark, the Credit Suisse Leveraged Loan Index*, 

returned 3.11% during the same period. 

• Credit selection within the Healthcare sector was a primary detractor, where the Fund was overweight loan issuers that 

underperformed from bleaker earnings results and weaker outlooks. Several of these positions were in Health Services, 

which struggled to manage labor cost pressures. An overweight allocation to and security selection within the Energy sector 

also detracted from relative performance for the period. The portfolio continued to be overweight several issuers within the 

Exploration and Production (E&P) subsector that underperformed due to the pull back in WTI crude prices, which fell below 

$70 in March. Additionally, security selection within both the Diversified Media and Information Technology (IT) sectors 

dragged on relative returns, where the Fund was underweight select positions within the index that rallied over the quarter 

due to idiosyncratic reasons. 

• The Fund benefitted primarily from an underweight to the Telecommunications sector, specifically lower-rated issues within 

the sector that underperformed during the quarter. We maintained an underweight allocation to the Telecommunications 

sector due to both macroeconomic pressure and secular headwinds which we believe should persist in the near-term. 

Additionally, an underweight allocation to and security selection within the Broadcasting sector also contributed to relative 

returns. Within Broadcasting, the sector underperformed due to a combination of recession concerns and idiosyncratic 

issues. The Fund also benefited from its allocation to high yield corporates, which generally outperformed loans as bond 

yields declined and spreads experienced modest tightening. 

STRATEGY POSITIONING & OUTLOOK 

• Despite positive performance in loans for the quarter, credit concerns continued to be a primary focus for investors. One 

area in particular gaining attention is the effect of stricter financial conditions and tightening of credit lending standards, 

particularly as banks look to shore up balance sheets following the collapse of both SVB and Signature Bank. These tighter 

financial conditions may potentially lead to increased dispersion in loan issuer performance. In response, we maintained a 

more up-in-quality bias within the Fund with the goal of limiting exposure to loan issuers with possible credit issues. This 

was reflected in an overweight to higher quality, BB rated credits while moving further underweight CCCs given their 
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increased sensitivity to recessionary pressures, and challenges to sponsorship from CLOs. However, we have been 

selective in increasing Single B exposure, adding to several positions that offered attractive current yields and higher 

coupons.  

• Within the loan space, we remained focused on potential investments within industries that we believe should benefit from 

long-term secular trends. The Fund continued to reflect this thesis with significant allocations in both Healthcare and IT 

sectors, which are better positioned to adapt to and benefit from fundamental structural changes that were accelerated by 

the COVID-19 pandemic. We also have had an increased focus on automation and education within this theme. That being 

said, we continue to be mindful of the Fund’s allocations in these sectors, reducing exposure in what we view as riskier 

credits that may succumb to recession risks, as well as regulatory headwinds. 

• Elsewhere, we remain tilted towards sectors with more defensive characteristics in favor of sectors that exhibit more 

cyclicality. The Fund held overweight allocations to Energy and Healthcare. Specific to Energy, the sector continued to 

exhibit defensive qualities, particularly as the broader energy index trades at tighter spreads than broader market values. 

The Fund also continued to be overweight the Aerospace sector, particularly to airlines. These issuers have benefited from 

increased travel bookings from resilient consumers, specifically within China as a result of dropping its zero-COVID policy 

and reopening economic activity. On the other hand, we have continued to be underweight certain sectors that we believe 

are overexposed to cyclicality and elevated costs. These sectors include Services and Automotives, which have broadly 

struggled to manage rising inflationary pressures. 

• Risk assets had provided solid gains to start the new year on the back of broader positive developments in macroeconomic 

data countering March’s banking system woes. However, we continue to monitor for signs of rising credit stress given the 

volatility that has been persistent over the prior several quarters. Ultimately, as interest rates may remain higher for longer, 

we are focused on the availability and cost of credit to select issuers in the leveraged credit space. As lending conditions 

have showed signs of tightening, companies with weaker balance sheets may struggle to gain access to capital. Given 

these developments coupled with soft macro conditions, we expect the default rate to rise from today’s low levels, albeit to 

levels still below the COVID-19 pandemic peak. Loan spreads entering 2023 are above their long-term average but short 

of their pandemic era peak. These points are likely to drive portfolio positioning moving forward, as we look to avoid credits 

that present more vulnerability to these potential challenges. 

• We believe there are several factors that remain beneficial in the loan market. It is important to remember, for example, that 

unlike most other fixed income asset classes, leveraged loan returns had been a relative beneficiary of the Fed’s rapid 

hiking cycle as the asset class’s limited duration is attractive to investors searching for safety from rising rates and access 

to floating rate coupons. While the ratings composition of the asset class also presents a lower quality skew, with more than 

60% of the index rated Single-B or lower, CCC-rated loans comprise a lower percentage of the index compared to CCC-

rated bonds in the high yield index. Additionally, balance sheets for loan issuers currently reside at more solid levels heading 

into this more challenging fundamental landscape compared to previous stretches of economic stress. Notably, leverage is 

sitting near its post-pandemic low, and interest coverage levels remain at their highest levels since 2018 given ongoing 

EBITDA growth. 
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CREDIT QUALITY DISTRIBUTION  

 
 

 

PERFORMANCE AS OF 03/31/2023 

 1Q23 1 Year 3 Years 5 Years 10 Years 

I Share Net Asset Value 3.03% 1.25% 7.60% 2.21% 3.13% 

Credit Suisse Leveraged Loan Index 3.11% 2.12% 8.38% 3.55% 3.86% 

Morningstar Bank Loan Funds Average3 2.89% 0.81% 6.60% 2.33% 2.74% 

Expense Ratios: 0.60%. 

Performance data quoted reflect past performance and are no guarantee of future results. Current performance may be higher 

or lower than the performance quoted. The investment return and principal value of an investment in the Fund will fluctuate so 

that shares, on any given day or when redeemed, may be worth more or less than their original cost. You can obtain performance 

data current to the most recent month end by calling Lord Abbett at (888) 522-2388 or referring to our website at lordabbett.com. 

*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, which includes reinvested dividends, has been taken from published sources. Indexes are unmanaged, do not reflect the deduction 
of fees or expenses, and an investor cannot invest directly in an index. 

1As represented by the Credit Suisse Leveraged Loan Index as of 03/31/2023. 
2Factset 
3Morningstar. Morningstar U.S. Fund Bank Loan portfolios primarily invest in floating-rate bank loans instead of bonds. In exchange for their credit risk, 

these loans offer high interest payments that typically float above a common short-term benchmark such as the London Interbank Offered Rate, or 

LIBOR 
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A Note about Risk: The Fund is subject to the general risks associated with investing in debt securities, including market, credit, liquidity, and interest 
rate risk. The value of investments in debt securities will fluctuate in response to market movements. When interest rates rise, the prices of debt securities 
are likely to decline, and when interest rates fall, the prices of debt securities tend to rise. The Fund may invest substantially in high yield, lower-rated 
securities. These securities carry increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and principal. 
Moreover, the specific collateral used to secure a loan may decline in value or become illiquid, which would adversely affect the loan's value. The Fund 
may invest in foreign or emerging market securities, which may be adversely affected by economic, political, or regulatory factors and subject to currency 
volatility and greater liquidity risk. The Fund may invest in derivatives, which are subject to greater liquidity, leverage, and counterparty risk. Certain of the 
Fund's derivative transactions may give rise to leverage risk. Leverage, including borrowing for investment purposes, may increase volatility in the Fund 
by magnifying the effect of changes in the value of the Fund's holdings. The use of leverage may cause investors in the Fund to lose more money in 
adverse environments than would have been the case in the absence of leverage. These factors may affect Fund performance. 

The Fund’s portfolio is actively managed and is subject to change. 

The credit quality 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 and loans rated `BBB' or 
above are considered investment grade. Credit ratings `BB' and below are lower-rated securities (junk). High-yielding, non-investment-grade loans and 
bonds (junk) involve higher risks than investment-grade loans and bonds. Adverse conditions may affect the issuer's ability to pay interest and principal 
on these securities. 

Ratings provided by Standard & Poor’s and Moody’s. Where the rating agencies rate a security differently, Lord Abbett uses the lower credit rating. A 
portion of the portfolio's securities may not be rated. Breakdown is not an S&P credit rating or an opinion of S&P as to the creditworthiness of such portfolio. 
Ratings apply to the credit worthiness of the issuers of the underlying securities and not the fund or its shares. Ratings may be subject to change.  

The performance table above is based on Class I shares. Average Annual Total Returns are based on changes in the net asset value and assume 
reinvestment of all distributions, and do not reflect deduction of any front-end sales charges which are not applicable for Class I shares. Returns for less 
than one year are not annualized.  

Bloomberg Index Information: 
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Bloomberg owns all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material, or guarantee the 
accuracy or completeness of any information herein, or make any warranty, express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, shall not have any liability or responsibility for injury or damages arising in connection therewith. 

ICE BofA Index Information: Source: ICE Data Indices, LLC (“ICE”), used with permission. ICE PERMITS USE OF THE ICE BofA 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 ICE BofA 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, OR ANY OF ITS PRODUCTS OR SERVICES. 

The views and information discussed in this commentary are as of March 31, 2023, are subject to change, and may not reflect the views of the firm as a 
whole. The views expressed in market commentaries are at a specific point in time, are opinions only, and should not be relied upon as a forecast, 
research, or investment advice regarding a particular investment or the markets in general. Information discussed should not be considered a 
recommendation to purchase or sell 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 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. 

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and 
other important information is contained in the fund’s summary prospectus and/or prospectus. To obtain a prospectus or 
summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 
(888) 522-2388 or visit us at lordabbett.com. Read the prospectus carefully before you invest. 

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE 

This material has been prepared exclusively for use by analysts, institutional investors and their consultants, registered investment advisors, broker-
dealers, and sponsors of plans with a minimum of 100 participants. It is not intended for, and should not be used with, small plan sponsors, plan participants, 
or the public in written or oral form or for any other purpose. 
 


