JUN 04-Making Cents

5/19/04 3:32 PM Page 43

business: MAKING CENTS

HOT TIPS for Interest Rates

s higher interest rates become more likely, investors need to review

their bonds, bond funds, and other fixed-income investments to
identify areas of interest-rate risk, and evaluate strategies to deal with the
challenges of this new environment.

Bond I.Q. remains depressing low. A recent survey of 400 investors by
a major mutual fund family found 44% thought the longer a bond’s
maturity, the less sensitive its price to changes in interest rates. A quarter
believed that bond prices rise withinterest rates. Of course, in both cases
the exact opposite is true.

A good metaphor to express the relationship between interest rates and
bond prices is a seesaw, with interest rates on one side and bond prices
on the other. As one goes up, the other falls. To understand the effect of
maturity on this equation, imagine the length of the see saw as the matu-
rity of the bond. A longer see saw (or maturity) would move further in
its arc, up or down, than a shorter one. Thus the reaction of bond prices
to a given move in rates is greater as the maturity increases. Bond funds
work the same way.

Shortening maturities on bonds or bond funds is one way to lessen
price volatility, but your income will suffer. Another strategy, known as
“laddering,” involves spacing bond maturities over a series of years. Use
$200,000 as an example. You might buy a $25, 000 bond due in each
year beginning in 2005 and ending in 2012. Since rates are generally
higher as you go further out, this will give a better overall yield than that
offered by shorter-term issues. Most important, having a bond mature

each year in the future can offer some protection from falling bond
prices. This will increase your income, protect your principal, and make
the change in interest rates work for you, rather than against you.
Another popular approach, called a “barbell” strategy, combines the same
concept of laddered maturiti art of your funds, with a purchase
of longer-term bonds with theil')'

TIPS, or ten-year Treasury Inﬂatlon Protected Securities, have been
drawing increased attention from investors in this new uncertain envi-
ile traditional bonds perform poorly in an inflationary
environment with rising interest rates, your principal in a TIPS is indexed
to inflation, and the bond guarantees a specified real return no matter
what the inflation rate may be. TIPS can be purchased directly from the
Treasury, from a broker, or through a mutual fund, like the American
Century Inflation Adjusted Bond Fund (Acitx) the Pimco Real Return
Bond Fund (Prtnx), and the Vanguard Inflation-Protected Securities
(VIPSX). More information is available on TIPS at the U.S. Treasury
Web site, htep://www.publicdebt.treas.gov/sec/sec.hum.

Steven Weber is a Registered Investment Advisor and Director of
Investments for the Bedminster Group, providing investment, estate and
financial planning and brokerage services, with offices In Bluffion. The infor-
mation contained herein was obiained from sources considered reliable. Their
accuracy cannot be guaranteed. The opinions expressed are solely those of the
author and do not necessarily reflect those from any other source. All prices are
as of May 2004 and are meant for illustration purposes only.
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IT’S A FREE FOR ALL!

FREE FOR YOU...

Libery Savings Bank is the only bank with fres chacking and
pricelass sandce. Wih a Liberly Free Chedong accourd you'll @ngoy
3 minimum balance, no morthiy fes, no por chack foe, froa onling
bankmng, free bill pay, free VISA check card and & free welcome gift

FREE FOR YOUR BUSINESS...

Cur FREE Business Checking offers small 1o medium sized businasses
an affordable chacking accounl with & simple fee siructure. Yau
receive 500 monthly items fres of charge along wilh free online
Bl g

FREE FOR YOUR EMPLOYEES...

Libarty has o banefits program thad is customized for your employse's
anlyl The program aMers discourds &0 Liberly prodstts arsd sendces
including frew travelars chocks, frea invesimont consulabions, loan
deicounts and safe deposil box discounts

Business Free Checking

NO minimum balance

NO monthly fee

FREE 500 monthly transaction items
FREE VISA" Business Check Card
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