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Multi-Sector Fixed Income: Flexibility Post-Fed 
Easing and Beyond
An active bond management approach can tap the breadth of the credit markets for potential opportunities as the 
investment environment shifts.

The Fed’s long-awaited kickoff to the easing campaign is now in the rearview mirror. With some budding clarity, investors may 
now finally shift their mindset from debating every minutia of when, by how much, and how quickly the Fed will ease, to better 
understanding the fundamental impact this new monetary policy regime could have on asset fundamentals themselves. We 
believe the current environment is particularly well-suited to a multi-sector approach, given the potentially uneven impacts across 
fixed income. 

But one source of confusion for many investors over the course of the year that remains is the still-elevated level of interest-rate 
volatility expectations, when compared to a much more subdued picture of volatility expectations for corporate risk assets. More 
specifically, in Figure 1, we contrast the large recovery in expected volatility of credit and equities with still-elevated expectations 
of interest-rate volatility itself. 

  Key Points:

•  Still-elevated market expectations of rate volatility, when compared to risk-asset volatility, keep us focused on credit markets where a skilled 
manager can allocate along multiple dimensions in pursuit of investible themes that can work as the U.S. Federal Reserve (Fed) embarks on 
easing. 

•  Within corporates, our favor lies with high yield, as history suggests the potential for strong quarterly returns even as real gross domestic 
product (GDP) moderates. Meanwhile, in longer duration, we favor agency mortgage-backed securities (MBS) modestly over investment-
grade corporates given the still-present carry advantage.

•  In structured markets, the current stabilization and future expectation of a recovery in commercial real estate leave opportunity in commercial 
mortgage-backed securities (CMBS) in multi-sector portfolios.
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Source: Bloomberg. Data as of September 16, 2024. The MOVE Index measures U.S. bond market volatility by tracking a representative basket of over the 
counter (OTC) options on U.S. interest-rate swaps. The index tracks implied normal yield volatility of a yield-curve weighted basket of at-the-money one-month 
options on the two-year, five-year, 10-year, and 30-year constant maturity interest-rate swaps. The VIX Index is the Chicago Board Option Exchange’s (CBOE) 
Volatility Index that tracks the stock market’s expectation of volatility over the coming 30 days based on S&P® 500 index options. The VIXHY3M Index is the 
CBOE Three-Month High Yield Volatility Index that measures the expectation of high yield bond volatility over the coming three months. Past performance is 
not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes only and do not represent any 
specific portfolio managed by Lord Abbett.
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Figure 1. A Decline in Risk-Asset Volatility Contrasts with Still-Elevated Rate-Volatility Expectations

Expected volatility for credit, equity, and rates, as represented by the Three-Month High Yield VIX, VIX,  
and MOVE Indexes, respectively, February 28, 2012 – September 16, 2024

This observation rings true to our investing philosophy: predicting the path of interest rates can be a far more challenging 
endeavor than successfully positioning within credit markets that offer a variety of independent dimensions that allows a credit 
manager to demonstrate skill (see Active Management in Fixed Income: Two Approaches with Different Results). And therein lies 
the appeal of a multi-sector approach to fixed income, where a skilled manager with a holistic view across markets can allocate 
to credit asset classes that best fit desired investible themes and attractive risk-reward profiles. What follows below are some of 
the common positioning themes across our multi-sector portfolios today. 

High Yield Corporate Still Works When Growth Slows: We remain constructive on high yield. For brevity, we won’t go through 
a full supportive thesis on high yield here nor argue credit spreads aren’t as tight as they may optically seem at first glance. But 
we know there is some skepticism on credit generally as growth decelerates. In Figure 2, we map quarterly real GDP versus the 
ensuing quarterly total return for the ICE BofA U.S. High Yield Index. Two points are worth noting. First, there is hardly a tight fit to 
the relationship: there were plenty of periods of negative quarterly returns when growth over the prior period was strong and vice 
versa. But when focusing on the period of 0-2% growth specifically—relevant today as consensus sees GDP decelerating to the 
1.5-2% area in the year ahead—we find a lower percentage of negative return quarters than when GDP exceeds 2%. Every 
period would have its own nuances to consider, but slower growth alone is hardly a reason to be cautious on high yield corporate 
credit, in our view.
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Source: Bloomberg. Data as of March 31, 2024. Most recent data available for ensuing quarterly index return. Past performance is not a reliable indicator or 
guarantee of future results. The historical data shown in the chart above are for illustrative purposes only and do not represent any specific portfolio managed 
by Lord Abbett. 
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Figure 2. High Yield Total Returns Can be Strong Across Growth Environments

Quarterly real GDP and ensuing U.S. high yield bond index quarterly return, December 31, 1986-March 31, 2024

Agency MBS: Attractive Relative Value to Investment-Grade Corporates: As suggested above, we remain firmly in the camp 
of the macro environment being supportive of corporate credit exposure. However, higher up in the quality spectrum of longer-
duration fixed income, we still see good relative value of agency MBS versus investment-grade corporates. In Figure 3, we note 
that agency MBS still trade at an approximate 20-basis point (bp) premium to the Bloomberg U.S. Corporate Index, when quoted 
on a zero-volatility, option-adjusted-spread basis. Yes, this basis is not as attractive as it was earlier this year. But with a decline in 
rate volatility potentially to come, as the Fed provides some greater transparency, we see continued compression in this basis. 
That’s particularly attractive as we have viewed agency MBS as a more liquid asset class with essentially no credit risk when 
compared to investment-grade corporates. And even if we don’t see this basis compress further, the asset class continues to 
provide attractive risk-adjusted carry potential in our portfolios.
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Figure 3. Agency MBS Still Looks Attractive to Investment-Grade Corporates

Citi Velocity MBS Index spread premium over Bloomberg U.S. Corporate Index, December 31, 2011- September 16, 2024

-300

-250

-200

-150

-100

-50

0

50

100

Dec-11 Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Dec-22 Dec-23

S
pr

ea
d 

(b
ps

)

MBS OAS - IG Corporate OAS

Source: Citi Velocity 30-Year Current Coupon Agency MBS Index and Bloomberg U.S. Corporate Index. IG Corporate=investment-grade corporate. Data as of 
September 24, 2024. The zero-volatility spread is the consistent spread, or difference, between the present cash flow value and the U.S. Treasury spot rate yield 
curve. Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes 
only and do not represent any specific portfolio managed by Lord Abbett.

A Beneficiary of Easier Monetary Policy in Structured Markets – Commercial Real Estate: When looking high level at an 
asset class, we are cautious not to paint it with a broad brush. And that certainly applies to commercial real estate after several 
years of a higher-rate environment and secular challenges that have had uneven effects by property type. However, in Figure 4, 
we note that a broad index of commercial real estate (CRE) is seeing year-over-year (YoY) post-pandemic declines now flatline, 
much as it did in 2010 after an even more severe pullback during the Global Financial Crisis (GFC). 

In the most recent monthly release, we find industrial and retail property prices gained 0.8% and 0.2%, respectively, while office 
prices were flat, and apartment prices were down 0.7%. Industrial prices continued their march higher and posted their 
15th-consecutive positive month. Retail posted its third-straight positive month.

Digging into the details, we note the divergence between retail prices versus multifamily over the last few months. The pace of 
multifamily price declines has been slow to recover, and the subsector has posted 24 months of consecutive monthly declines. 
During the GFC, prices were down for 40 consecutive months until they crossed over into positive territory. We suspect 
multifamily will decline ~25% from peak to trough (currently down 21%), and prices should start recovering in Q3 2025. Given the 
affordability challenges in the single-family-for-purchase market and slowdown in multifamily deliveries (Costar estimates 40% 
lower multi-family deliveries in 2025), this sets up 2025 as a year of stabilization/absorption with improving fundamentals.

Further, the Fed pivot should spur transaction activity and support CRE prices from falling much further post-election, with the 
exception of obsolete office buildings affected by secular changes. Given these crosscurrents in the asset class, we believe 
selection will remain key, offering active managers a source of potential alpha in CMBS. 
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Summing it up
The expected volatility in rates remains elevated, while the expected volatility in credit has declined. Investors concerned that 
slowing economic growth may hamper the return potential of high yield bonds should also know that the asset class has 
historically produced strong results during periods of modest or even sluggish GDP growth. We think the securitized sector also 
offers an area of opportunity, including high-quality agency MBS with attractive carry and essentially no credit risk, and a 
developing recovery in CRE that creates opportunities in CMBS.

Credit markets offer abundant possibilities for an adept credit manager that employs rigorous and deep fundamental research 
across the credit spectrum. We think focusing primarily on rate-oriented bonds limits these opportunities in fixed income, as well 
as the potential to tap into the multiple dimensions credit has to offer.

Figure 4. Commercial Property Rebounding – Redux of 2010?

RCA National All-Property Price Index year-over-year percent change, December 31, 2007-July 31, 2024
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Source: Real Capital Analytics and Bloomberg. Data as of July 31, 2024. Real Capital Analytics (RCA) All-Property Price Index measures the actual price 
movements for properties based on transaction data using repeat-sales regression methodology. historical data shown in the chart above are for illustrative 
purposes only and do not represent any specific portfolio managed by Lord Abbett.
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Important Information

Unless otherwise noted, all discussions are based on U.S. markets, U.S. 
monetary and fiscal policies, and U.S. dollar-denominated index and return 
data.

Asset allocation or diversification does not guarantee a profit or protect against 
loss in declining markets.

No investing strategy can overcome all market volatility or guarantee future 
results.

The value of investments and any income from them is not guaranteed and 
may fall as well as rise, and an investor may not get back the amount originally 
invested. Investment decisions should always be made based on an investor’s 
specific financial needs, objectives, goals, time horizon, and risk tolerance.

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

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to 
general economic conditions and to changes in the prospects of companies 
and/or sectors in the economy. While growth stocks are subject to the daily 
ups and downs of the stock market, their long-term potential as well as their 
volatility can be substantial. Value investing involves the risk that the market 
may not recognize that securities are undervalued, and they may not 
appreciate as anticipated. Smaller companies tend to be more volatile and less 
liquid than larger companies. Small cap companies may also have more 
limited product lines, markets, or financial resources and typically experience a 
higher risk of failure than large cap companies.

Fixed-Income Investing Risks

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, 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. 

The credit quality of fixed-income 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.

This material 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.

The views and opinions expressed are as of the date of publication, and do 
not necessarily represent the views of the firm as a whole. Any such views are 
subject to change at any time based upon market or other conditions and 
Lord Abbett disclaims any responsibility to update such views. Lord Abbett 
cannot be responsible for any direct or incidental loss incurred by applying any 
of the information offered.

This material is provided for general and educational purposes only. It is not 
intended as an offer or solicitation for the purchase or sale of any financial 
instrument, or any Lord Abbett product or strategy. References to specific 
asset classes and financial markets are for illustrative purposes only and are 
not intended to be, and should not be interpreted as, recommendations or 
investment advice.

Certain information contained herein has been obtained from third party 
sources and such information has not been independently verified by Lord 
Abbett. No representation, warranty, or undertaking, expressed or implied, is 
given to the accuracy or completeness of such information by Lord Abbett or 
any other person. While such sources are believed to be reliable, Lord Abbett 
does not assume any responsibility for the accuracy or completeness of such 
information. Lord Abbett does not undertake any obligation to update the 
information contained herein as of any future date.

Please consult your investment professional for additional information 
concerning your specific situation.

Glossary & Index Definitions

Agency mortgage-backed security (MBS) is a security backed by 
mortgages that are deemed to meet U.S. agency standards, such as those 
issued by federal agencies like Fannie Mae, Freddie Mac and Ginnie Mae.

At-the-money is a term used to describe an option’s price that is the same as 
the market price of the underlying security.

Carry is the difference between the yield on a longer-maturity bond and the 
cost of borrowing.

Commercial mortgage-back security (CMBS) is a type of mortgage-backed 
security backed by commercial and multifamily mortgages or mortgages on 
commercial property.

A basis point is one one-hundredth of a percentage point.

Duration of a security that consists of fixed cash flows, such as a bond, is the 
weighted average of the times in years based on the present value of all future 
cash flows that it takes to receive a bond’s cost.

The Federal Reserve (Fed) is the central bank of the United States. The 
federal funds (fed funds) rate is the target interest rate set by the Fed at which 
commercial banks borrow and lend their excess reserves to each other 
overnight.

Prepayment risk is the risk involved with the premature return of principal on 
a fixed-income security. This risk is generally associated with mortgage-
backed securities as borrowers pay off the loan amount.

Spread is the percentage difference in current yields of various classes of 
fixed-income securities versus Treasury bonds or another benchmark bond 
measure. A bond spread is often expressed as a difference in percentage 
points or basis points (which equal one-one hundredth of a percentage point). 
The option-adjusted spread (OAS) is the measurement of the spread of a 
fixed-income security rate and the risk-free rate of return, which is adjusted to 
take into account an embedded option. Typically, an analyst uses the Treasury 
securities yield for the risk-free rate.

Zero-volatility spread is the constant spread that makes the price of a 
security equal to the present value of its cash flows when added to the yield at 
each point on the spot rate Treasury curve where cash flow is received. 

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.
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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. 

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

This material is the copyright © 2024 of Lord, Abbett & Co. LLC. All Rights 
Reserved.

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT 
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR 
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A 
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT A 
FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND RISKS 
THAT AN INVESTOR SHOULD CONSIDER AND READ CAREFULLY BEFORE 
INVESTING.

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.

Important Information for non-U.S. Investors

Note to Switzerland Investors: In Switzerland, the Representative is ACOLIN 
Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the 
Paying Agent is Bank Vontobel Ltd., Gotthardstrasse 43, CH- 8022 Zurich. 
The prospectus, the key information documents or the key investor information 
documents, the instrument of incorporation, as well as the annual and 
semi-annual reports may be obtained free of charge from the representative. In 
respect of the units offered in Switzerland, the place of performance is at the 
registered office of the representative. The place of jurisdiction shall be at the 
registered office of the representative or at the registered office or domicile of 
the investor.

Note to European Investors: This communication is issued in the United 
Kingdom and distributed throughout the European Union by Lord Abbett 
(Ireland) Limited, UK Branch and throughout the United Kingdom by Lord 
Abbett (UK) Ltd. Both Lord Abbett (Ireland) Limited, UK Branch and Lord 
Abbett (UK) Ltd are authorized and regulated by the Financial Conduct 
Authority.

A decision may be taken at any time to terminate the arrangements made for 
the marketing of the Fund in any EEA Member State in which it is currently 
marketed. In such circumstances, Shareholders in the affected EEA Member 
State will be notified of this decision and will be provided with the opportunity 
to redeem their shareholding in the Fund free of any charges or deductions for 
at least 30 working days from the date of such notification.

Lord Abbett (Middle East) Limited is authorised and regulated by the Dubai 
Financial Services Authority (“DFSA”). The entire content of this document is 
subject to copyright with all rights reserved. This research and the information 
contained herein may not be reproduced, distributed or transmitted in any 
jurisdiction or to any other person or incorporated in any way into another 
document or other material without our prior written consent. This document 
is directed at Professional Clients and not Retail Clients. Any other persons in 
receipt of this document must not rely upon or otherwise act upon it. This 
document is provided for informational purposes only. Nothing in this 
document should be construed as a solicitation or offer, or recommendation, 
to acquire or dispose of any investment or to engage in any other transaction. 
Nothing contained in this document constitutes an investment, an offer to 
invest, legal, tax or other advice or guidance and should be disregarded when 
considering or making investment decisions.

Note to Singapore Investors: Lord Abbett Global Funds I plc (the 
“Company”) and the offer of shares of each sub-fund of the Company do not 
relate to a collective investment scheme which is authorized under Section 
286 of the Securities and Futures Act, Ch. 289 of Singapore (“SFA”) or 
recognized under Section 287 of the SFA, and shares in each sub-fund of the 
Company are not allowed to be offered to the retail public. Pursuant to Section 
305 of the SFA, read in conjunction with Regulation 32 of and the Sixth 
Schedule to the Securities and Futures (Offers of Investments) (Collective 
Investment Schemes) Regulations 2005 (the “Regulations”), the Lord Abbett 
Global Multi-Sector Bond Fund, the Lord Abbett High Yield Fund, the Lord 
Abbett Short Duration Income Fund, the Lord Abbett Ultra Short Bond Fund, 
the Lord Abbett Climate Focused Bond Fund, the Lord Abbett Emerging 
Markets Corporate Debt Fund and the Lord Abbett Multi Sector Income Fund 
have been entered into the list of restricted schemes maintained by the 
Monetary Authority of Singapore for the purposes of the offer of shares in such 
sub-funds made or intended to be made to relevant persons (as defined in 
section 305(5) of the SFA), or, the offer of shares in such sub-funds made or 
intended to be made in accordance with the conditions of section 305(2) of 
the SFA. These materials do not constitute an offer or solicitation by anyone in 
Singapore or any jurisdiction in which such an offer or solicitation is not 
authorized or to any person to whom it is unlawful to make such an offer or 
solicitation.

Note to Hong Kong Investors: The contents of this material have not been 
reviewed nor endorsed by any regulatory authority in Hong Kong. An 
investment in the Fund may not be suitable for everyone. If you are in any 
doubt about the contents of this material, you should consult your 
stockbroker, bank manager, solicitor, accountant or other financial adviser for 
independent professional advice. The Fund is not authorised by the Securities 
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the 
Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This 
material has not been approved by the SFC in Hong Kong, nor has a copy of it 
been registered with the Registrar of Companies in Hong Kong and, must not, 
therefore, be issued, or possessed for the purpose of issue, to persons in 
Hong Kong other than (1) professional investors within the meaning of the SFO 
(including professional investors as defined by the Securities and Futures 
(Professional Investors) Rules); or (2) in circumstances which do not constitute 
an offer to the public for the purposes of the Companies (Winding Up and 
Miscellaneous Provisions) Ordinance (Cap 32, Laws of Hong Kong) or the 
SFO. This material is distributed on a confidential basis and may not be 
reproduced in any form or transmitted to any person other than the person to 
whom it is addressed.
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