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The Savvy Investor
Ladder Your Bonds
The Problem
Have you had this dilemma? You want to
invest in bonds to provide income. Your
choice is a long-term bond at 8% or a shorterterm bond at 6%. Which should you buy?
You may wonder, what if interest rates rise?
Then you'll be stuck in these bonds and you
won't be able to get out in order to get higher
rates. So you buy the short-term bond.
But what if interest rates fall? Then you'll be
sorry that you did not buy the longer-term
bond and lock in a higher rate. What should
you do?

The Solution – Laddering
Many investors “ladder” the maturity dates of
their bonds. Laddering your maturity dates
works as follows. You divide your bond
portfolio into parts, each representing a rung
on a ladder. Each rung matures at a different
time. Bonds farther up the ladder mature
later than those at the bottom of the ladder.
The bottom rung might represent 1-year
bonds, the next rung are 3-year bonds, and so
on. The top rungs might represent 20-year
and 30-year bonds.

When you ladder your bonds, you buy bonds
with different maturity dates, or on different
rungs of the ladder. As the bonds mature,
you roll them over into similar bonds (same
position on the ladder), but at the new,
prevailing interest rate.

How to Ladder
Longer-term bonds usually pay the highest
rates and provide a defense to interest rates
going down. However, if rates rise, then when
the one-year bond matures, the money will be
reinvested in one-year bonds, but at the new,
higher rate. Similarly, the other shorter-term
bonds are reinvested in bonds with the same
maturity interval, or rung on the ladder.

Benefit of Laddering
Laddering serves to remove the dilemma of
which bonds to buy and provides a hedge
against changes in interest rates in either
direction.

Should You Ladder Your
Bonds?
Laddering is logical and sensible and can be
constructed
with
treasury
securities,
corporate bonds and municipal bonds.

If you'd like to learn more about preserving your interest income, please contact us and
visit our web site www.Sherwood-Investments.com for independent advice.. We can
design a quality portfolio for you with bonds and other fixed income investments.

